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Contents 
ESTIMATES Issues 1, 2, 3, 18A, 23 


GROWTH, EMPLOYMENT AND PRICE STABILITY Issues 4-22 


ESTIMATES 


Air Canada 
Travel credit cards, individuals, corporations 23:28 


Appropriation Acts 
Application 1:13-14, 1:16-17, 2:11-12, 3:22 
“Appropriation Act’’, definition 2:12 


Drury, Hon. C.M., President, Treasury Board 
Statements 
Estimates (A), 1970-71 1:9-10 
Estimates (C), 1970-71 3:15 


Estimates 

Definitions, distinction 
Budgetary items 18A:8 
Legislative items 1:16, 3:15-16, 18A:9, 23:10 
Non-budgetary items 18A:8-9 
“Spending program”, “expenditure budget” 23:21 
Statutory items 18A:8-9, 23:10 

System of budgeting, form 1:15, 
23:12-14, 23:22-23 


1:23, 3:16, 18A:9-10, 


Estimates, 1970-71 
Comparison with previous years 1:5, 1:9, 1:11-12, 2:15, 3:5 


Estimates, Supplementary (A), 1970-71 

Communications and Post Office Dept. 
Task force, computer/communications systems 1:6 
Vote la — Source of funds, amount 1:6 

Energy, Mines and Resources Dept. 
Aerial photography, expenditures 1:6 
Loans to Hydro-Quebec Research Institute 1:17-18 
Purchase equipment for laboratories 1:6 
Vote 5a — Amount, source of funds 1:6 
Vote 20a — Amount, source of funds 1:6 

Fisheries and Forestry Dept. 
Freshwater Fish Marketing Corporation, additional funds 1:7 
Vote L20a — Authorization increase borrowings limit 1:7 
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Indian Affairs and Northen Development Dept. 
Grant 
Dawson Water System 1:7, 1:22 
Yukon Territory, second language training program 1:7, 
1:22 
Vote 35a — Source of Funds, amount 1:7 
Industry, Trade and Commerce Dept. 
Advancement of industrial technology Program, increased 
amount 1:8 
Decennial Census 1971, increased costs 1:6 
General Assistance Program, loans 1:7-8 
Loans, textile and clothing goods manufacturers 1:7 
Vote 1a — Extension eligibility insured loans under General 
Adjustment Assistance Program 1:7-8 
Vote Sa — Advance of technological capability of Canadian 
manufacturing 1:8 
Vote Lilla — Extension eligibility criteria, direct loans under 
General Adjustment Assistance Program 1:8 
Vote 30a — Amount, source of funds 1:6 
Manpower and Immigration Dept. 
Frontier College of Canada, grant 1:7 
Vote 20a — Amount, source of funds 1:7 
New form 1:9-10 
One dollar items 1:6-8 
Overall view 1:9-10 
Regional Economic Expansion Dept. 
Main Estimates 1:21 
Vote L25a — Construction technical schools 1:21 
Transport Dept. 
Vote la — Authorization spending of revenue 1:8 
Canadian Transport Commission 
Fellowships, post-graduate students 1:8 
Vote 60a — Authorization payment of grants, extension 
statutory level of subsidization 1:8 
St. Lawrence Seaway Authority 
Expenditures, Lachine Canal, Welland Canal 1:6-7 
Vote 95a — Amount, source of funds 1:6-7 
Treasury Board 
Winter works projects 1:12-13, 1:18-20 
Veterans Affairs Dept. 
Renovations, maintenance of hospitals 1:7 
Vote 45a — Source of funds, amount 1:7 


Estimates, Supplementary (B), 1970-71 
Distribution to provinces 2:5 
Finance Dept. 
Vote L12b — Loan funds to provinces to stimulate employ- 
ment 2:7-10 


National Finance 


Industry and Commerce Dept. 

Vote 1b, 11b — Assistance, footwear industry 2:10-13 
Labour Dept. 

Unemployment insurance benefits 2:13-14 
Overall view 2:5 


Estimates, Supplementary (C), 1970-71 


Addendum, explanation certain items 3:5-12 
Agriculture Dept., Vote 15c — Production, marketing contri- 
butions 3:10 
Canadian Arsenals Limited, Vote 15c — Operating deficit, 
coverage, amount, source funds 3:8 
Energy, Mines and Resource Dept. 
Hydrological Sciences Division, projects underway 3:6 
Sewage treatment, purchase machinery 3:6 
Vote Sc — Expenses, Committee Secretariat, Canadian 
National Committee of World Mining Congress 3:8-9 
Vote 20c — Purchase equipment 3:6 
Vote L55c — Extension original vote wording 3:9 
External Affairs Dept. 
Chancellory, Brazilia, cost 3: 18-19 
Embassy, Rome, location problems 3: 19-20 
Grants 
Association of Canadian Studies in U.S. Academic insti- 
tutions 3:9 
International Commission of Jurists 3:9 
United Nations Internationa! Conventions on Elimination 
of Racial Discrimination 3:9 
Loans employees abroad 3:10 
Vote Sc — Construction, acquisition, buildings foreign 
countries. Cost, source 3:6, 3:18 
Vote 10c — Grants, contribution 3:9 
Vote Lilc — Increase accounts outstanding under special 
account 3:10 
Vote L12c — Creation, Working Capital Advance 3:10 
Finance Dept. 
Special loans program 
Accessibility, conditions 3:10, 3:26 
Breakdown by region 3:29 
Vote 7c — Contracting-out payments program, extension 
Established Programs Act 3:10 
Vote L13c — Special loans program 3:10, 3:25-27, 18A:23 
Fisheries and Forestry Dept., Vote 5c — Authorize extension 
Votes a3: 10 
Indian Affairs and Northern Development Dept. 
Environmental degradation, study 3:6 
Technical Services Branch, role 3:6 
Transfer responsibilities to Government N.W.T. 3:10 
Vote 1c — Salaries, associated costs, amount, source 3:6 
Vote Sc — Authorize deletion accounts due 3:10 
Vote 25c — Forest fire fighting in N.W.T., amount, source 
37605500 
Industry, Trade and Commerce Dept., 
Vote 23c — Reimbursement, Canadian Wheat Board, pay- 
ments to producers, amount, source 3:6, 3:11-12 
Labour Dept. 
“Irving Whale’’, clean up cost 3:23 
Vote lc — Increase disability compensation rates, Nfld., 
12 24 Fs a a! 


Manpower and Immigration Dept. 
Canadian Manpower Training Program 3:7-8 
Vote 5c — Purchase additional training courses 3:7, 3:11 
National Defence Dept. 
“Arrow”, clean up cost 3:22-23 
Vote 5c — Clean up, oil tanker “Arrow”; activities. Canadian 
Forces Outside Prov. of Quebec 3:7, 3:11, 3:22-23 
Vote 30c — Procurement low range meters 3:7 
War Measures Act, expenses outside Prov. of Quebec 3:22-23 
National Health and Welfare Dept. 
Vote 1c — Expenses connection LeDain Commission, 
amount, source 3:7 
Vote 30c — Additional administration costs. Amount and 
source 3:7 
National Museums of Canada, Vote 90c — 
Increase statutory limit, additional funds required 3:11 
National Revenue Dept., Vote 1c — authorize extension Vote 
ih eiei hi 
One dollar items, explanation, rules 3:9-12, 3:20-21 
Privy Council Office 
Commissioner of Official Languages, estimates 3:23-24 
Central Mortgage and Housing Corporation 
Vote L16c — Increase amount for loans 3:11 
Vote L17c — Increase statutory ceiling 3:11 
Programs with provinces, open ended 3:18 
Public Archives, Vote L97c — Increase Central Microfilm Unit 
Revolving Fund 3:11 


Public Works Dept. 
Vote L29c — Construction oil terminal wharf, Come-by- 
Chance, Nfld. 3:24-25, 18A:24 


Royal Canadian Mounted Police 

See 

Estimates, Supplementary (C), 1970-71 — Solicitor 
General’s Office 
Secretary of State 

Alienated, disadvantaged groups, grants 3:8 

Committee on Youth, expenses 3:7 

Fathers of Confederation Memorial Trust Building, Charlotte- 
town, grant 3:7, 3:9 

Hostels, transient use, costs 3:8 

Indian Friendship Centres, assistance 3:8, 3:9 

National Library, Vote 85c — Purchase additional books 3:12 

Royal tours, cost 3:7, 3:17 

Translation Bureau, costs 3:8 

Vote lc — Administration, program expenditures, amount, 
source 3:7 

Vote 15c — Special events, State Protocol 3:7, 3:16-17 

Vote 20c — Artistic and cultural activities, amount, source 
Shei ly SS, 

Vote 25c — Education assistance, amount, source 3:8 

Vote 30c — Translation, amount, source 3:8 

Vote 35c — Amounts, allotment, source 3:8, 3:9 


Solicitor General’s Office 
Royal Canadian Mounted Police 
Expenses 3:8 
Vote 20c — Deletion certain debts 3:12 
Vote 25c — Law Enforcement — capital expenditures 3:8, 
18A:23 
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Vote 15c — Correction services program, amount, source 3:8, 
3:9-10 
Supply and Services Dept. 
Vote Sc — Reimbursement Supply Service Revolving Fund 
3:11-12 
Vote Ll6c — Consolidation, Publishing Working Capital 
Advance and Canadian Government Printing Bureau 
Revolving Fund 3:12 
See also 
Estimates Supplementary (OO), 
Arsenals Limited 
Transport Dept. 
“Arrow’’, inquiry, cost 3:8 
Coast Guard College, maintenance, cost 3:8 
Fraser River Harbour Commission, grant 3:8 
“Irving Whale”, clean up cost 3:8 
Vote Sc — Transfer funds, amount, source 3:8, 3:9 
Vote 20c — Amount, source, allotment 3:9 
Vote 35c — Deletion certain debts 3:12 
Veterans Affairs Dept. 
Vote 15c — Reimbursement Vetcraft Revolving Fund 3:8, 
Sri2 
Vote 45c — Renovations 
Infirmary 3:8, 18A:24 


1970-71 — Canadian 


Ste Anne’s Hospital Mental 


Estimates, 1971-72 
Comparison with 1970-71 18A:5, 23:5; 23:20-21 
Generalities 18A:7-8, 18A:17-21 
National Health and Welfare Dept. 
Hospital insurance, diagnostic services, contributions 18A:18 
Regional Economic Expansion Dept. 
PPB System 18A: 18-20 
Regional economic expansion program, accuracy 18A:16-17 
Secretary of State 
Education Support Program, Post-Secondary Education 
18A:21-22 


Estimates, Supplementary (A), 1971-72 
Agriculture Dept., Crop insurance 23:16-17 
Atomic Energy of Canada Limited, loan 23:10, 23:11 
Canadian International Development Agency, relief Pakistani 
refugees 23:11 
Cape Breton Development Corporation 23:10, 23:11 
Energy, Mines and Resources Dept., Water Purity Branch, 
pension funds 23:26 
Grains program 23:26-27 
Indian Affairs and Northern Development Dept. 
Vote Sa — Manitoba Indian Brotherhood centennial com- 
memoration 23:6 
Vote L16a — Loans, advances to Indians, Eskimos 23:8 
Industry, Trade and Commerce Dept. 
Automotive Adjustment Assistance Program 23:11-12, 
23:14, 23:23-26 
Vote 10a — Amount transfer 23:6-7 
Vote lla — Increase amount loan insurance (GAAP), 
extension date eligibility 23:8, 23:23-24 
Labour Dept., Vote la — Provision claims unemployed workers 
automotive manufacturing, part industries 23:7 


Manpower and Immigration Dept. 
Local initiatives program 23:9, 23:11, 23:17 
Vote 15a — Grants, Immigrant Welfare Organizations 23:7 
Vote 20a — Grants, manpower research and development 
QBr1 
National Defence Dept., Vote 1a — Payment grants 23:7 
National Health and Welfare Dept. 
Vote 15a — Contributions, services projects, non-medical use 
of drugs 23:6, 23:7 
Vote 40a — Payments made under Fitness and Amateur 
Sport Act 23:8 
One dollar items 23:6-8, 23:15-16 
Secretary of State — Canadian Film Developnent Corporation, 
Vote 63a — Increase statutory appropriation 23:8 
Solicitor General Dept. — Royal Canadian Mounted Police, Vote 
20a — Grant, Canadian Association Chiefs of Police 23:7 
Total 23:5, 23:9 
Treasury Board, Vote 10a—Payment employer contribution 23:8 
Unemployment measures 
Payment grants pursuant Section 4, Employment Support 
AGCt 23.9. 23-11) 23:17-20 
Programs 23:9-11, 23:17 
Veterans Affairs Dept. 
Vote 5a, 25a--Deletion of debts 23:8 
Vote 24a--Operation, new Bureau of Pension Advocates 23:6 


Finance Department 
Employment creation programs, discussion 2: 14-15 
Special loans program 
Calculation distribution 2:7, 2:8 
Conditions 2:9, 2:10 
Discussions 2:8-10 
Distribution table 2:8, 18A:23 
Interest rate 2:8, 18A:23 
See also 
Estimates Supplementary (B) and (C), 1970-71 


GAAP 
See 
Industry, Trade and Commerce Dept.--General Adjustment 
Assistance Program 


Hopkins, E.R., Law Clerk and Parliamentary Counsel 
Committee discussion, Estimates Supplementary (C) 1970-71, 
comments 3:14 


Indian Claims Commission 
Estimates 1:23 


Industry, Trade and Commerce Dept. 
Footwear industry, assistance 2:10-11 
General Adjustment Assistance Program 2:10, 1:11 
“Trade-~ industrial program”, name, authorization 2:13 
See also 
Estimates, Supplementary (B), (C), 1970-71 
Estimates, Supplementary (A), 1971-72 
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Information Canada 
Estimates, total 1:20 


Labour Department 
Unemployment insurance, supplementary benefit 2:13-14 
See also 
Estimates, Supplementary (B), (C), 1970-71 
Estimates, Supplementary (A), 1971-72 


National Committee on Indian Rights and Treaties 
Grant 1:24 


Osbaldeston, G.F., Deputy Secretary, Program Branch, Treasury 
Board 
Information, estimates, supplementary (A), 1971-72 23:9-27 
Statement, estimates 1971-72 18A:7-8 


Regional Economic Expansion Department 
Role 1:25 


Reports to Senate 

Estimates, supplementary (A), 1970-71 1:4, 1:5, 1:26 
Appendix, explanation of one dollar items 1:6-8 

Estimates, supplementary (B), 1970-71 2:5, 2:15 

Estimates, supplementary (C), 1970-71 3:5 

Estimates, 1971-72 18A:5, 18A:22 

Estimates, supplementary (A), 1971-72 23:5 
Appendix explanation of one dollar items 23:6-8 


Royal Commission on the Status of Women 
Expense, completion of Report 1:24 


Supply and Services Department 
Contracts awarded, provinces 1:24-25 


Transport Department 
Employees, increase 1:10 
See also 
Estimates, supplementary (A), (C), 1970-71 


Treasury Board 
Planning program, budgeting schedule 18A:10-14 
Projects 
New construction 1:10-11 
Staff 18A:15-16 
Retraining adults, development jobs 1:13 


Winter Employment Programs 
Estimates 1:12, 1:19 
Man-years employnent 1:13, 1:19-20 
Programs, discussion 1:12, 1:19, 1:20 


GROWTH, EMPLOYMENT AND PRICE STABILITY 


Acheson, Keith, Professor of Economics, Carleton University, 
Ottawa 
Statement 12:5-10 


Bank of Canada 
Brief 21:25-31 
Fiscal policy, role 10: 23-24, 12:28, 20:16-17, 21:26 
Government, relationship 21: 19-20,22:5, 22:27-28 
Performance 12:5-15 
Provincial bonds, debentures, purchase 13:16 


Barber, Dr. C.L., Professor of Economics, University of Manitoba, 
Winnipeg 
Statement 13:5-7 


Bell, Russell, Research Director, Canadian Labour Congress 
Recommendation 14:15, 14:20 
Statement 14:5-8 


Bellan, R.C., Dean of Studies, St. John’s College, University of 
Manitoba, Winnipeg 
Theory full employment, inflation 5:21-36 


Benson, Hon. E.J., Minister of Finance 
Comments 22:5-22 


Canadian Bankers’ Association 
Statement 15:17-18 


Carter Report 
See 
Royal Commission on Taxation 


Crispo, John, Director, Centre for Industrial Relations, University of 
Toronto 

Recommendation 7:27-28, 7:41, 7:43-45 

Statement 7:24-29 


Curtis Commission 
See 
Royal Commission on Prices (1949) 


Deutsch, Dr. John, Principal and Vice-Chancellor, Queen’s Univer- 
sity, Kingston 
Economic, social goals, approach better performance 20:29-31 
Recommendations 20: 29-31, 20: 32-33 


Dominion Bureau of Statistics 
Services, efficiency 5:15 


Economic Council of Canada 
Brief 5:37-44 
Discussion 5:11-21, 6:5-23 
Comments 
Incomes policies 5:40 
Monetary, fiscal policies 5:40 
Prices, incomes controls 5:40 
Reconciliation policies 5:40 
Regional economic disparities 5:40 
Economic policies, conclusions 5:41-43 
Goals 5:38, 6:8-9 
Role, functions 5:5, 5:38-39, 6:9, 22:9, 22:43 


National Finance 


Economic Growth 


Competition, role 4:18-19, 16:11 
Evaluation, criteria 6:10-12, 20:25 
Export industries 16:11 
Policy, definition, application 16:6 
Potential output 
Estimates 5:10, 6:12-13 
Meaning 5:5-6 
Productivity 
Money supply 19:13 
Wages 4:13-14, 7:20, 8:20, 13:17-18, 15:7-8, 16:19-20, 
201 2821222-23 


Economy 


Banking system, comparison U.S. 8:22-23 
Business, government partnership 22:7 
Characteristics 8:18 
Construction housing, growth, cost increase, instability 5:6-7, 
5:16, 6:16, 14:11-12 
Consultative economic institutions evolution, role 5:11-12, 5:19, 
20:32-33, 20:35-36, 22:6, 22:13, 22:37, 22:40-43 
Cycles, indicators 22:16, 22:23-24, 22:28-29, 22:31 
Exports 
Growth, effect 5:6, 8:9, 10:20 
Increase, condition 8:10 
Situation 5:7, 18:16, 22:20 
External influences 
Other countries 7:27, 8:20-21, 10:12, 10:24, 14:8, 14:9, 
14:14-15, 17:6, 20:37-38, 20:42 
United States 4:10, 6:15, 6:21, 7:14-15, 8:9, 10:6, 10:9, 
11:12, 12:24, 12:36, 14:9-10, 17:8, 20:42, 21:21, 22:11 
Fiscal policy setting 5:9-11, 7:37-38 
Foreign control 18:11, 18:16-17 
Goals 21:25 
Society, determination 5:38, 6:8, 18:6, 18:9, 18:11-12, 
20:29-520737 
Growth 
Potential, comparison U.S. 5:5-6 
Rate) -)-05 0:0, 21-5, 22257 
Imports pattern 5:7, 8:6 
Labour force, rapid increase 5:8, 8:5, 12:31-32, 14:10, 15:29 
Manufacturing, productivity, situation 5:9, 10:22-23 
Monetary policy, current 21:11, 22:25-27 
Money supply, rate of increase 15:12, 17:8, 22:6-7 
Okun’s law, application 13:5, 13:16-17, 20:19 
Outlook, forecasting 6:17-18, 10:18-19 
Planning, Programming and Budgeting system (PPB), five-years 
2249) 
Policies 


Spending 
Consumer, decrease 8:12 
Government 5:6, 5:7, 22:7-8, 22:10, 22:16 
Stimulation, measures 6:15, 22:44-45 
Wage increases, pattern 5:19 
See also 
Unemployment 


Employment 


Full 
Achieving, means 5:22-27, 8:5, 8:9-10 
Economic growth, relationship 10:23, 19:22-23 
Money value, stability, relationship 21:5 
Priority 4:10, 7:22, 14:8 


Fiscal Policy 


Efficiency 5:40, 7:37-38, 9:30, 12:24-25, 12:32, 13:12, 15:6, 
17:12, 18:21, 19:19, 20:13-14, 20:16-17, 20:20, 21:6, 
21:26, 22:38-39 

Inter-governmental co-ordination 6:20, 7:27-28, 8:8, 8:18-19, 
9:28, 10:19-20, 13:10-11, 20:30-31, 22:12 

Provincial 18:24-25 

Role 5:40, 21:6, 21:26-27, 22:38-39 

See also 
Monetary Policy 


Germany, Federal Republic of 


Central bank, powers, operations 16:18-19, 16:20 
Corporate income tax, explanation 16:11 
Council of Economic Experts 6:8, 16:10, 16:23 
Economic policy 
Growth 16:5-7 
Objectives 16:5, 16:13 
Regional 16:5-6, 16:22 
Employment situation 16:5-8, 16:12-13, 16:19-20, 16:21 
European economic union, full, including monetary 16:7 
Foreign ownership 16:22 
Prices, incomes policy 16:20 
Stability and growth law 16:10 
Trade Unions, activities, effect wages, employment 16:6-9, 
16:11-13 
Unemployment 16:5-7, 16:17 


Gibson, Douglas J., Consulting Economist, Toronto 


Statement 8:5-8 


Giersch, Dr. Herbert, Prof. of Economics, University of Kiel, West 
Germany 


Statement 16:5-11 


Graham, John F., Professor, Chairman, Economics and Sociology 
Dept., Dalhousie University; Past President, Canadian Economics 
Association : 
Recommendations 18:7, 18:8-9, 18:20 
Statement 18:5-9 


Co-ordination, mechanisms 21:12, 22:5-6, 22:14, 22:34-35 
Future-oriented 5:19-20, 5:39-40, 6:5-9, 20:43 
Problems 
Capital investment, insufficient 8:5-6 
Exchange rate 8:5, 8:6, 8:9-10, 22:22 
Productivity, evaluation 22:21 
Research 13:9-10, 13:11, 13:15-16, 20:32-33, 22:17, 22:35 
Short-term control, difficulties 6:17 


Great Britain 
Economy, United States, comparison 4:6-8 
Inflation 4:6-11, 4:19 
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Prices, income policy 4:7, 7:7-10, 7:12, 7:18, 7:20, 7:40 
Regional policies 4:11 


Gross National Product 
Economic performance measurement questioned 6:10-12 


Harrod, Sir Roy, Professor of Economics of Oxford University 
(retired); presently Department of Economics, University of Mary- 
land, U.S. 

Statement 4:5-7 


IDB 
See 
Industrial Development Bank 


Industrial Development Bank 
Monetary policy, role 21:18 


Inflation 
Acceptable increase 7:18, 7:19, 7:20, 11:10-11, 11:15-16, 
12:34-35, 13:7-8, 13:18, 15:16-17, 17:21, 19:12, 20:41-43, 
220M 
Capital markets, effect 21:10-11 
Controls 
Costye2 TAL 10 
Demand management 4:6, 5:41, 7:20, 21:9-10, 21:29-30 
Devaluation, effect 4:9 
Dividends control 4:8, 4:13, 4:17, 4:18 
Exchange rate, floating 4:19, 7:14-15, 8:20, 9:18, 10:9, 
10:20, 12:24-25, 12:34, 14:19, 14:20-21, 16:14-15, 
Lice US: Oso Ove 9E9= 10922222 
Income supplementary tax increase 5:28-36, 13:6, 13:8 
Money supply, slowing growth 19:8-9 
Prices, incomes policy 4:8-9, 4:17-18, 5:12-14, 5:16-18, 
S540 Sass =6ny Mle Awe) 22) 725-26. 8h WAZ aS: 8. 
8315-16, .9:18-19; 9:22, 10:24! dite7-16;0 14:18-23, 
12:26-27, 12:29-30, 12:40-41, 13:6, 13:17, 14:6-7, 14:9, 
US311,005: 155635316 16512) 16:22417:8-9/1 8.708984 0, 
20:7 5¢20211-135.20:16;1'20:20}) °20:27,:20:40,- 21:11, 
21:30-31, 22:21-22 
6% ceiling, efficiency 14:9, 14:12 
Voluntary, efficiency 14:9, 17:9, 20:11-12,,20:14 
Wage, price freeze, temporary 4:8, 4:11, 5:12-13, 
7:29, 11:14-15, 11:18-19, 12:41-42, 13:6-7, 14:16 
See also 
Prices and Incomes Policy 
Causes 
Costs increase 7:25, 12:43, 14:14 
Breessi demand A:6, 7:5. 7elOwe7 11. ad: 13. sal. te 25., 
123 2 Sol 
Government policies 7:25, 7:31, 
20:22-23 
Government spending increase 10:6-7, 17:7, 20:35, 20:37-38 
Imports, exports 9:18 
Living standard improvement demand 7:22 
Money supply increase 5:33-34, 10:24, 
19:12-13, 20:43 


7:8-9, 


1428-90) 15:12 55.17::6, 


US AD Sel OG7, 


Trade union demands 4:7, 4:17, 7:11-12, 7:13, 7:24-25, 
7:31-33. 7:36-37, 7:38-39, 9:24-25, 14:8, 14:17-18, 
15:12 

Wage, price increases 4:7, 4:17, 7:10, 7:19, 13:17-18, 20:7 

Economic growth, relationship 16:9, 16:16 
Forecast 12:33-34, 13:7-9, 13:14, 15:6, 

IRA TSl its, PASI). PALE SN), 2B SO) 

Harrod, Sir Roy, comments 4:6-11, 4:15-19 
“Harrod’s Dichotomy”, explanation 4:6 
Income, fixed, effect 7:7, 7:9, 7:12, 7:27, 13:14, 14:15-16, 

16:16, 17:8, 18:13-14, 20:18, 22:39-40, 

Interest rate 22:27 
Phillips curve theory 7:14, 21:6, 22:39 
Sociological attitude 4:8, 5:12, 7:13, 7:16, 11:20, 12:24, 
12236-37552 295 1 Te 2O Se NON? 298213 0 
Unemployment, relationship 21:6, 21:30 
See also 
Economy. External influences 


15229-32900: 6, 


Japan 
Agriculture 9:13-15 
Banking 9:7-8, 9:15-16 
Consumer price index 9:6-7, 9:11-14 
Economy explanation 9:5-8 
Employment, wages 9:9, 9:11, 9:14-15 
Exports, imports policy 9:8-10, 9:13 
Government Planning Agency 9:16-17 
Industries, policy 9:7-8, 9:10, 9:12 
Inflation 9:6, 9:11-13, 9:15 
Investments 
Foreign 9:10-11 
Individuals 9:7, 9:15-16 
Labour unions 9:15 
Monetary, fiscal policies 9:6-7, 9:12 
Net welfare (social) product series (NWP) 6:10 
Productivity, increase 9:11-12, 9:15 


Johnson, Prof. Harry G., Dept. of Economics, University of 
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“Keynesism” 
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Knowles, James Wiley, Director, Research, Economic Committee, 
United States Congress 
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Leclerc, René, President, Canadian Bankers’ Association 
Statement 15:17-18 


Lipsey, Prof. Richard G., Dept. of Economics, Queen’s University, 
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Statement 7:5-8 
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Monetary Policy 
Banking system operation 15:17-18 
Efficiency, necessary 4:17, 7:17, 8:6-7, 8:21-22, 9:17-18, 
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21E2E2AE25-26822:20 
Lag, application, effect 19:22-23, 21:12-13, 21:22 
Money supply 
Control, difficulties 21:6-7, 21:14-15, 21:28-29 
Creation 8:11-12, 12:16-17, 21:8 
Definition 5:10, 21:28, 21:29 
Growth stability, policy 21:28-29 
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Circulation rate, relation 19:18 
Output, relation 19:7-8, 19:13-14 
Rate 19:13-15, 21:8, 21:28 
Regional disparities 12:18, 15:18, 18:24 
Role 5:40, 19:5-6, 21:6, 21:7, 21:25-26, 22:25-27, 22:28-39 
See also 
Fiscal Policy 


National Finance Standing Senate Committee 
Hearings objectives, report 4:5 


Okita, Saburo, President, Japanese Economic Research Centre 
Statement 9:5-8 


Okun, Arthur M., Brookings Institute, Washington, D.C. 
Statement 20:5-7 


PPB 
See 
Planning, Programming and Budgeting 


Planning, Programming and Budgeting 
System establishment 22:8-9 


Porter Commission 
See 
Royal Commission on Banking and Finance (1963-1964) 


Prices 
Housing, shelter costs 5:8-9 
Stability 
Employment, full, relationship 10:13-14, 10:23-24, 11:5-7, 
11:13, 14:8 
Importance 6:20-21, 7:16, 12:25 
Trends 5:8-9 


Prices and Incomes Commission 
Role 7:28, 7:35, 11:5 
Terms of reference 14:5-6 


Prices and Incomes Policy 

Australia 7:11-12 

Definition 11:7 

Germany, Federal Republic of 16:20 

Great Britain 4:7, 7:7-10, 7:12, 7:18, 7:20, 7:40 

Incomes, fixed, consequence 7:7, 7:9, 7:12, 7:18, 7:26, 9:6 

Netherlands 7:9 

Productivity rate 7:6-7, 7:16-17, 7:37, 12:25-26, 12:28-29, 
20:11-12 
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See also 
Inflation. Controls 


Rasminsky Louis, Governor, Bank of Canada 
Statement and brief 21:5-11, 21:25-31 
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Statement 18:23-28 


Recession 
Short-term forecasting, necessity 4:9-10, 5:18-19 


Regional Economic Expansion Department 
Role 18:7-8 


Regional Disparities 
Economics growth, development, new field 13:11-15 
Investment, assistance 4:11, 9:19 
Labour force, mobility 9:19, 9:23-24 
Loans, distribution 15:18-21, 15:22-23, 15:27-28 
Monetary, fiscal policies, application 5:43, 13:6, 13:10-11, 
15:18, 18:8, 18:20-21 
Policies reducing 5:40, 5:42-43, 6:13, 12:15 
Stabilization fund 4:10, 18:26-28, 18:30-34 
United Kingdom policy 4:10-11 


Regional Policies 
Growth centres, development 18:22-23 
Necessity, efficiency 12:26, 18:7-8, 18:19 
Reconciliation problems 6:13-14, 8:9, 10:12-13 


Reisman, S.S., Deputy Minister, Finance Department 
Comments 22:22-40 


Reuber, Prof. Grant L., Dept. Economics, University of Western 
Ontario, London 
Statement 10:5-13 


Royal Commission on Banking and Finance 
Federal-provincial Council of Premiers and Finance Ministers, 
suggestion 9:28 
Monetary policy, conclusions 8:7 


Royal Commission on Prices 
Price controls, experience 5:13 


Royal Commission on Taxation 
Fiscal policy, stabilization device 8:7-8 
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Saulnier, Raymond-J., Chairman, Dept. of Economics, Barnard 
College, Columbia University, New York 
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Statement 9:17-20 


Smith, Arthur J.R., Chairman, Economic Council of Canada 


Statement 5:5-11 


Sprinkel, Beryl Wayne, Monetarist, Senior Vice-President, Harris 
Trust and Savings Bank, Chicago 


Statement 19:5-10 


Sweden 


Investment intention plans, 5-year estimate adjusted yearly 
6:16-17 

Private investment, special tax 6:18 

Unemployment 4:14 


Tariff Policy 


Usesleo 17 31051 7215216 


Unemployment 


Inflation, effect 4:7, 4:14, 7:23, 8:21, 9:26, 11713, 12:33, 
12-34 Be Se) ot i222) 20:6, 20213, 20:397-38, 20°42, 
QSGe alee 

Labour force, rapid increase 8:13-14, 10:6, 12:31-32, 13:7, 
15:29, 18:18, 20:43 
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Rate, acceptable 7:23, 10:10, 10:13-14, 10:16, 10:23, 12:39, 
V6 llve2 eo aS 

Reduction 
Fiscal policy expansion 14:15, 17:12-15, 20:16 
Investment increase 8:10 
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Policies, short-term, stabilization 18:24 
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Work week shorter 18:19 

Structure, review 22:11, 22:23 

Sweden 4:14 

Technological revolution, effect 4:16, 13:18 
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United States 


Economy 
“Near term” outlook 15:5-14 
Recovery period 15:9 
Statistics, comment 15:9-10 
Federal Reserve Bank, independence 19:20-21, 20:11 
Joint Economic Committee, role 20: 21-22 
Monetary policy 17:11-12 


Wages 


Control 7:12-13 
Increase, effect 19:10-11 


West Germany 
See 
Germany, Federal Republic of 
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Appendices 
Issue 3 — 
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mentary Estimates (A) directed towards alleviation of 
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Issue 5 — 

A-—Brief, Arthur J.R. Smith, Chairman, Economic Council of 

Canada 5:37-44 
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Letter from John Crispo, Director, Centre for Industrial 
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A-lLetters, B.A. MacDonald, Director General, Budget 
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Issue 22 — 

“Federal measures to stimulate economy taken since March 

1970” 22:41-42 
Issue 23 — 
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WEDNESDAY, DECEMBER 2, 1970 


Complete Proceedings on the Estimates (A) 
laid before Parliament for the fiscal year ending March 31, 1971 


REPORT OF THE COMMITTEE 


Witnesses: See Minutes of Proceedings. 


THE STANDING SENATE COMMITTEE 
ON NATIONAL DEFENCE 


The Honourable Douglas D. Everett, Chairman 


The Honourable Senators: 


Aird Laird 
Beaubien MacDonald (Queens) 
Benidickson *Martin 
Bourget Methot 
Bourque Molson 
‘Desruisseaux McDonald (Moosomin) 
_ Everett McLean 
*Wiyailie Nichol 
Fournier (Madawaska- Paterson 
Restigouche) Pearson 
Gelinas Phillips (Rigaud) 
Grosart Phillips (Prince) 
Hays O’Leary 
Isnor Sparrow 
Kinley Walker— (27) 


(Quorum i) 


*Ex officio members 


Orders of Reference 


Extract from the Minutes of the Proceedings of the 
Senate, November 24th, 1970. 


“With leave of the Senate, 

The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Smith: 

That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures set out in the Supplementary Esti- 
mates (A) laid before Parliament for the fiscal year 
ending the 31st March 1971. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 
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Minutes of Proceedings 


Wednesday, December 2, 1970. 
(1) 


Pursuant to notice the Standing Senate Committee on 
National Finance met this day at 9.30 a.m. to consider the 
Supplementary Estimates “A” laid before Parliament for 
the fiscal year ending March 3lst, 1971. 


Present: The Honourable Senators Everett (Chairman), 
Aird, Beaubien, Desruisseaux, Gélinas, Grosart, Isnor, 
Kinley, Laird, McLean, Méthot, Molson, Paterson, Pear- 
son and Phillips. (15) 


Also present but not a member: The Honourable Sena- 
tor Lafond. 


On Motion of the Honourable Senator Gélinas, it was 
resolved that 800 copies in English and 300 copies in 
French of the Proceedings be printed. 


Witnesses from the Treasury Board: 
The Honourable C. M. Drury, President; 
C. Osbaldeston, Deputy Secretary, (Program Branch); 
F. Fry, Assistant Secretary, (Program Branch); 


B. A. MacDonald, Director General, Budget 
Coordination. 


The Treasury Board undertook to provide the Commit- 
tee with a breakdown of amounts to be distributed by 
Provinces and by Departments out of the $60,000,000. 
They also undertook to provide a list of votes legislative 
in nature that are not one dollar items. 


It was agreed to report on the said Supplementary 
Estimates (A) after approval by the Steering Committee, 
composed of the Honourable Senators Everett, Molson, 
Grosart, Sparrow, Hays and Beaubien. 


At 12.10 p.m. the Committeed adjourned to the call of 
the Chairman. 


AUT ES 
Gérard Lemire, 
Clerk of the Committee. 


Report of the Committee 


Wednesday, December 2, 1970. 


The Standing Senate Committee on National Finance, 
to which was referred the Supplementary Estimates (A) 
for the fiscal year ending March 31, 1971, has in obedi- 
ence to the order of reference of November 24, 1970, 
examined the said Supplementary Estimates and reports 
as follows: 


1. Your Committee has examined the said Supple- 
mentary Estimates (A) and has heard evidence there 
on from the Honourable C.M. Drury, President of the 
Treasury Board, Mr. G. Osbaldeston, Deputy Secre- 
tary, Programs Branch, Mr. F. Fry, Assistant Secre- 
tary, Programs Branch, and Mr. B. A. MacDonald, 
Director General, Budget Co-ordination, all of the 
Treasury Board. 

2. The said Supplementary Estimates provide for 
total expenditures for which Parliament will be 
asked to provide funds in the amount of $239,112,754, 
statutory expenditures in the amount of $195,808,000 
and loans, investments and advances in the amount 
of $22,200,002. This brings the total of the Main and 
Supplementary Estimates for the current fiscal year 
to $14,209,415,192. 

3. Included in the said Supplementary Estimates 
(A) are fourteen $1 items about which your Commit- 
tee made enquiries and the explanations of these 
items are contained in a statement furnished by the 
Treasury Board and attached as an appendix to this 
report. 

4. Your Committee expressed concern about a 
number of Votes in these Supplementary Estimates 
which are legislative in nature. Six of these Votes 
are $1 items and are contained in Part III of the 
aforementioned appendix to this report. However, 
other Votes which are not $1 items are also legisla- 
tive in nature and your Committee has requested 
explanations of these items from the Treasury Board. 


5. Your Committee is of the opinion that the afore- 
mentioned Votes which are legislative in nature 
should also be contained in summaries to the Main 
Estimates and Supplementary Estimates so that they 
will be more readily available to persons consulting 
the statutes so amended, as well as being available 
for inclusion in statute consolidations. 


6. In the appendix attached to this report a 
description of the source of funds is given for each 
$1 Vote. Your Committee recommends that Supple- 
mentary Estimates contain such a description of the 
source of funds in every case where funds are trans- 


ferred from one program to another program. The 
supplementary estimates presently indicate the vote 
from which the funds are taken, but your Committee 
recommends that in addition to this a description of 
the actual program being abridged or abandoned be 
given. 

7. Your Committee received evidence from the wit- 
nesses to the effect that these Supplementary Esti- 
mates (a) contain $60 million of expenditures for the 
alleviation of unemployment where unemployment 
conditions are especially severe. Your Committee 
reviewed the method used by the Treasury Board in 
selecting the programs, to be included in this expen- 
diture, and your Committee is to receive a break- 
down of these expenditures by government depart- 
ment and by provinces from the Treasury Board. 


Respectfully submitted. 


D. D. Everett, 
Chairman. 


APPENDIX 


EXPLANATION OF ONE DOLLAR ITEMS 
SUPPLEMENTARY ESTIMATES (A), 1970-71 


SUMMARY 


The one dollar items in these Estimates have been 
grouped in the attached according to purpose. 


(I) One dollar items authorizing transfers from one 
vote to another within a ministry to meet certain 
increased costs or additional expenditures to be 
incurred (6 items). 

(ID One dollar items which require listing in Esti- 
mates in order to secure approval of certain grants 
and contributions (2 items). 

(III) One dollar items which are legislative in nature 
(6 items). 


November, 1970 
PART I 


and air photographic products, as a result of the 
government anti-inflation measures. 


Source of funds—Vote 25 ($649,999)—Due to 
engineering problems and renegotiation of timing 
and cost sharing formulas, certain delays have been 
incurred in the payments for federal-provincial 
water control works. 


Vote 20a—Amount of transfer to this Vote 
$374,999. 


Purpose—A further $375,000 is required within the 
Inland Waters activity to provide not only for the 
purchase of additional equipment needed by the 
Canada Centre for Inland Water Laboratories to 
monitor the water samples being tested for waste 
content but also for the purchase of furnishings 
($300,000) for certain laboratories now under 
construction. The purchase of the furnishings for the 
new laboratories was originally scheduled for 
delivery next year, however, due to the completion 
of the laboratories ahead of schedule the equipment 


One Dollar Items Authorizing Transfers from One Vote 
to Another Within a Ministry to Meet Certain Increased 


Costs or Additional Expenditures to be Incurred (6 Items) 


will be required in the current fiscal. year. 
Source of Funds—Vote 25 ($374,999)—Due to 
engineering problems and re-negotiations of timing 
and cost sharing formula, certain payments have had 
COMMUNICATIONS AND POST OFFICE—Communica- to be delayed for federal-provincial water control 
tions works. 
Vote la—Amount of transfer to this vote $225,999. 


Purpose—It is planned to establish a task force to INDUSTRY, TRADE AND COMMERCE—Dominion Bu- 
study and recommend specific policies and _  reau of Statistics. 


institutions to ensure the orderly and efficient growth 
of combined computer/communications systems in 
the public interest. It was originally proposed that 
this task force would commence its work on April 1, 
1971 but in order to co-ordinate its proposals with 
other legislative recommendations resulting from the 
telecommission studies it is essential that this work 
begin immediately. 

Source of funds—Vote 5 ($225,999)—these funds 
are available as a result of the deferment of the 
purchase of minor capital items in the Management 
of Radio Frequency Spectrum activity and a less 
rapid rate of expenditures than anticipated in the 
ISIS “B” SATELLITE PROGRAM. 


ENERGY, MINES AND RESOURCES 


Vote 5a—Amount of transfer to this vote $649,999. 


Purpose—To provide a further $450,000 required 
to cover the cost of additional aerial photographic 
work carried out during the year. The mapping and 
survey work has progressed more quickly than 
anticipated due to better weather conditions and use 
of jet aircraft. An additional $200,000 is also required 
to cover the loss of anticipated revenue due to the 
cancellation of proposed price increases from maps 


Vote 30a—Amount of transfer to this vote 
$1,599,999. 


Purpose—To provide for the additional costs of the 
Decennial Census of 1971. The increased costs 
consists of publicity costs including advertising 
($335,860), freight and supplies purchased ($318,825), 
increased printing costs and quality control 
($749,500) and certain other costs such as salaries, 
travel, office expenses, etc. These increased costs 
were not known when the Main Estimates were 
prepared. 

Source of Funds—Vote 5 of the Department of 


- Industry, Trade and Commerce ($1,599,999)—dis- 


bursements under the Program for Advancement of 
Industrial Technology have been less than were anti- 
cipated. 


TRANSPORT—St. Lawrence Seaway Authority 


Vote 95a—Amount of transfer to this Vote 
$199,999. 

Purpose—To provide for the increased expend- 
itures resulting from keeping the Lachine Canal 
open to navigation ($50,000) and the continuation of 
the operation of the Cornwall Maintenance shops 


($150,000). It was originally proposed to close the 
Lachine Canal however this has been delayed pend- 
ing the-results of an appeal now before the Courts. 
The shops are to be kept open because of current 
economic conditions in the area. 


Source of Funds—Vote 85 ($199,999)— Due to the 
delay of certain maintenance projects for the 
Welland Canal funds are available for transfer. 


VETERANS AFFAIRS 


Vote 45a—Amount of transfer to this Vote 
$1,296,499. 


Purpose—Additional funds are required to carry 
out renovations and maintenance projects to the 
Queen Mary Veterans Hospital in Montreal and the 


Ste. Anne’s Hospital, Ste. Anne de Bellevue. These 


projects are part of the stimulation of economic 
expansion program. 

Source of Funds—Vote 35 ($1,296,499)—Forecast 
Pension expenditures resulting from the 
implementation of the “White Paper” proposal will 
be less than anticipated due to certain delays in 
implementation. 


PART II 


One dollar items which require listing in estimates in 


order to secure approval of certain grants and 
contributions (2 items). 


INDIAN AFFAIRS & NORTHERN DEVELOPMENT 


Vote 35a—To authorize grants as detailed in the 
Supplementary Estimates, for a total of $553,500. 


Explanation—These grants are required to: 


(a) Provide for the payment of $133,000 to the 
Government of the Yukon Territory to assist with 
the cost of a second language training program in 
the territorial school system. 


(b) Provide for a capital grant of $420,500 to the 
Government of the Yukon Territory for the purchase 
of the renovated Dawson Water System from the 
Northern Canada Power Commission. The 
Commission on receipt of the purchase price will use 
this money to repay advances made by the Minister 
of Finance to the Commission. 


Source of Funds—The provision within the Main 
Estimates for the Northern Mineral Development 
Assistance Grants will not be totally used, due to 
certain of the claims under the regulations being less 
than was initially estimated due to aé_ recent 
limitation of $50,000 having been placed on the 
amount payable to each eligible claimant. It is 
proposed to reuse part of the funds already voted. 


MANPOWER & IMMIGRATION 


Vote 20a—to authorize an additional grant of 
$20,000. 


Explanation—An additional grant of $20,000 is 
requested for the Frontier College of Canada. A 
grant of $5,000 has already been made to the college 
this year by the Department of Labour. 

Source of Funds—lIt is proposed to use part of the 
funds already allocated to the Planning, Evaluation 
and Research activity for grants for Manpower 
Research and Development for the payment of this 
additional grant. 


PART. IIt 


One dollar items which are legislative in nature 
(6 items). 


FISHERIES & FORESTRY—Freshwater Fish Marketing 
Corporation 


Vote L20a—To authorize an increase of $5,000,000 
in the borrowings limit under Section 17 of the 
Freshwater Fish Marketing Act. 


Explanation—The Freshwater Fish Marketing 
Corporation is requesting authorization to permit 
interim financing of fixed assets through additional 
borrowings from the Minister of Finance as well as 
the private sector. These additional funds will be 
used to finance the plant construction program of the 
Corporation. The approval of the increased 
borrowing limit does not mean any substantial 
changes in the Corporation program. 


INDUSTRY, TRADE & COMMERCE 


Vote la—To authorize a change in the Vote 
Wording so as to extend eligibility criteria with 
respect to insured loans under the General 
Adjustment Assistance Program to certain industries 
and manufacturers. 


Explanation—The revision to the Vote Wording 
proposed is intended to provide for the extension of 
the loan insurance feature of the General 
Adjustment Assistance Program to: 


(a) Canadian manufacturers of textile and clothing 
goods who require loans to restructure their 
operations in order to improve their competitive 
position in domestic or export markets and who are 
unable to obtain loans at reasonable rates without 
such insurance; and 


(ob) To any person or body providing marketing, 
financing or other’ essential services to a 
manufacturer covered by the existing provisions of 
the General Adjustment Assistance Program and to 
manufacturers covered by para. (a) preceding. 


The change under (a) is required because of the 
problems of the textile and clothing industries in 
Canada. 

The Change in (b) is intended to permit assistance, 
consistent with the general intentions of the General 
Assistance Adjustment Program with respect to firms 
providing marketing, financing, and other essential 
services to manufacturers. 


Vote 5a—To authorize an increase of $20,000,000 in 
the commitment limitation during the current and 
subsequent fiscal years for payments to advance the 
technological capability of Canadian manufacturing 
industry by supporting selected civil development 
projects. 

Explanation—The present ceiling on the program 
for the advancement of industrial technology is not 
sufficient to meet the applications for commitments 
for future years. The nature of the program is such 
that the Department generally has to make 
commitments of assistance for three to five years in 
advance. While the current year disbursements are 
estimated to be within the approved estimates for 
1970-71, the commitment requirement for future 
years is growing more rapidly than anticipated and 
cannot be met within the current ceiling. 


Vote Lila—To authorize the extension of the 
eligibility criteria with respect to direct loans under 
the General Adjustment Assistance Program. 


Explanation—The revised Vote Wording is needed 
to permit the Government to make direct loans to a 
manufacturer of textiles and clothing who has 
suffered or is threatened with serious injury from 
low cost imports and who cannot receive loans on 
reasonable terms to enable him to adapt efficiently. 


This assistance is an essential element in the 
implementation of the new textile policy announced 
by the Government earlier this year. 


TRANSPORT 


Vote la—To authorize the spending of revenue 
received during the year to cover expenditures made 
under the Vote. 


Explanation—Authority is required to reuse 
revenues received for computer services rendered by 
this Program to other Programs of the Department. 
The Main Estimates for 1970-71 included estimated 
revenue to be credited to the Vote, however, 
authority was not included in the Vote Wording for 
the reuse of these revenues. 


TRANSPORT—Canadian Transport Commission 


Vote 60a—To authorize the payment of grants and 
to extend the statutory level of subsidization. 


Explanation—Authority is requested to: 


(a) Amend the present grant in aid of 
transportation and research authorization included 
in the Main Estimates to include the words 
‘university students” thus enabling the Commis- 
sion to provide fellowships to post-graduate 
students carrying out research in connection with 
transportation. It is anticipated that approximately 
$150,000 of the $500,000 presently included in the 
Estimates will be awarded as fellowships. 


(b) Revise the present Vote wording in order to 
extend the Statutory level of subsidization of truck 
freight rates on shipments “within” the Atlantic 
region beyond that provided under the Atlantic 
Region Freight Assistance Act of 1969. 


The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Wednesday, December 2, 1970 


[Text] 

The Standing Senate Committee on National Finance, 
to which was referred the Supplementary Estimates (A) 
laid before Parliament for the fiscal year ending 31st 
March, 1971, met this day at 9.30 a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, I would like to 
have the usual motion for the printing of proceedings. 


Upon motion, it was resolved that a verbatim 
report be made of the proceedings and to recommend 
that 800 copies in English and 300 copies in French 
be printed. 


The Chairman: We are honoured today to have with us 
the President of the Treasury Board, Honourable C. M. 
Drury, in our consideration of Supplementary Estimates 
(A) for the fiscal year ending March 31, 1971. 
Accompanying Mr. Drury are officials of the Treasury 
Board, Mr. G. F. Osbaldeston, Mr. J. L. Fry and Mr. B. 
A. MacDonald. Since Mr. Drury’s time is restricted I 
wonder if we could proceed immediately to his statement 
on the Estimates. 


Hon, Senators: Agreed. 


The Honourable C. M. Drury, President, The Treasury 
Board: Mr. Chairman and honourable senators, I have a 
relatively short statement which gives an overall view 
and after reading that I would be glad to answer any 
questions I can and the ones I cannot the officials will be 
glad to help out. 


I see that you all have before you the printed copy of 
the Supplementary Estimates (A). As will be seen these 
Estimates contain budgetary items in the amount of $435 
million, which brings the total of the budgetary items for 
the fiscal year 1970-71 to $13,345 million, a summary of 
which appears at the beginning of the book. These 
Estimates also contain loans, investments and advances 
which amount to $22 million. I would like to draw 
attention, if I may, to certain aspects of the contents of 
these Estimates and, in addition, to certain changes that 
have been made in the form. 


Dealing first with matters of content, you will recall 
that the Minister of Finance, when speaking during the 
debate on the Address in Reply to the Speech from the 
Throne, announced that the Government would be 
seeking the approval of Parliament for an additional $60 
million of expenditures for the alleviation of 
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unemployment where unemployment conditions were 
especially severe. Spread through these supplementary 
Estimates are items reflecting the requirements of 
departments to carry out various operations and 
maintenance and capital projects which have been 
specifically undertaken with a view to alleviating 
unemployment. 


A second matter of content involves the special efforts 
which the Government made last summer to provide 
summer employment for students. The total expenditure 
by the Government to this end was about $17 million. 
Almost all of this expenditure is being charged to the 
Treasury Board contingencies vote. This is the main 
reason that a supplement to the contingency vote is being 
sought in these Estimates. 


The $25 million supplement to the contingencies vote 
also covers other salary items arising from a number of 
circumstances, including unprovided-for salary costs 
arising out of additional personnel hired in the Ministry 
of Transport to allow air traffic controllers a shorter 
work week, in accordance with a collective bargaining 
agreement. There are also costs arising out of the 
reclassification of certain employees in another 
department and the usual adjustments we have made at 
this time of year in the contingency vote in the light of 
our experience in arriving at salary settlements 
generally. 


In introducing supplementary Estimates in other years 
I have had occasion to tell the committee that as a matter 
of policy the Government puts its provision for meeting 
salary increases arising out of collective bargaining into a 
number of pockets. It places some of the provision in the 
contingency vote in the main Estimates, some in the 
departments’ main Estimates and some in supplementary 
Estimates in the contingencies vote. This way we hope to 
keep those on the other side of the bargaining table 
somewhat in the dark as to the final settlements we 
expect will emerge so that meaningful collective 
bargaining can take place. 


If I may, I would like to say a few words about the 
design of these documents in which the supplementary 
Estimates proposals are incorporated when laid before 
Parliament. This spring we introduced a new form for 
the main Estimates; one which presented the expenditure 
proposals of the Government along program lines and 
one in which the quantity of information supplied was 
greatly increased in comparison with previous years. In 
changing the form of the supplementary Estimates we 
have, of course, had to bring them into compatibility 
with the main Estimates. We have also tried to increase 
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the store of information. For the first time we are 
showing certain statutory items in supplementary 
Estimates, those for which the latest information we have 
reflect substantial changes. In general what we have done 
here is to show any change in the expected outlay for a 
statutory item where the change has been at least $1 
million in magnitude and where it represents at least a 
10 percent increase or decrease from the level shown in 
the main Estimates when they were tabled. 


We are also showing, in all cases, approved 
construction projects which were too late for reflection or 
detailing in the main Estimates. We are showing these 
even in cases where no new funds are involved. A 
department may well have a capital vote in the main 
Estimates which is not all taken up in approved projects 
in excess of $250,000 when the main Estimates material is 
drawn up. 


In the course of the months after November the 
Treasury Board will approve other capital projects 
expected to cost in excess of $250,000. We take the 
opportunity afforded in the supplementary Estimates to 
update the capital project table shown in the main 
Estimates whether or not there is, at the same time, a 
request for additional money to finance the projects. 


Another change involves the treatment of grants. From 
time to time in the course of the year the necessity for 
new grants arises, usually relatively small ones. These 
are met from the Treasury Board’s contingencies vote 
which provides for miscellaneous, minor and unforeseen 
expenditures. We show in these supplementary Estimates 
all cases where such grants have been temporarily 
financed from the Treasury Board’s vote. As you know, it 
is customary to have each grant or group of grants 
submitted for parliamentary approval through the 
appropriation act that arises out of the Estimates. 


I will be glad to endeavour to answer any questions 
that you have during the time I will be here, and you 
may be assured that throughout this morning and the 
rest of the period of your deliberations the Deputy 
Secretary of the Treasury Board, Mr. Osbaldeston, and 
his staff, will be here to provide further details. 


The Chairman: Thank you, Mr. Minister. Before we 
proceed to questioning, honourable senators, may I say 
the minister has filed with your chairman an explanation 
of the $1 items in the supplementary Estimates. If there 
are copies, could these be distributed to honourable 
senators? 


Hon. Mr. Drury: Yes. 


Senator Grosart: Would you read the headings of the 
breakdown of the $1 items? 


The Chairman: I will read the summary in the front. It 
gs 
The one dollar items in these Estimates have been 
grouped in the attached according to purpose. 
(I) One dollar items authorizing transfers from one 
vote to another within a ministry to meet certain 
increased costs or additional expenditures to be 
incurred (6 items). 
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(II) One dollar items which require listing in 
Estimates in order to secure approval of certain 
grants and contributions (2 items). 


(III) One dollar items which are legislative in nature 
(6 items). 


Senator Laird: You mentioned an increase in 
employees for the Department of Transport. Would you 
explain that? What does the increase take in and why is 
the increase there? 


Hon. Mr. Drury: The particular increase to which I had 
reference arose really out of the inquiry into the life and 
working conditions of the air traffic controllers. It was 
decided or agreed with the air traffic controllers as a 
group that a shorter working week would be more 
conducive to the proper discharge of the responsibility 
these men have. A shorter working week still with seven 
days, 24 hours a day, of operations, called for a 
substantial increase in staff. 


Senator Laird: I have one more question along the 
same line. You mentioned something about new 
construction projects. Could you give any idea as to what 
unforeseen new construction projects arose? 


Hon. Mr, Drury: What I had reference to there was not 
so much unforeseen projects. When the main Estimates 
are made up, it has been the habit in the past to list 
specifically those items, those new projects, costing in 
excess of $250,000. At the time the main Estimates go to 
print, it is known in general terms what the quantum of 
capital projects will be but the details of all the 
individual projects have not necessarily been worked out. 
Provision is made for the gross amount of money in the 
main Estimates. The details which are worked out 
subsequently during the course of the fiscal year are now 
being put into the supplementary Estimate presentation 
without new money being involved. 


Senator Laird: Thank you very much. 
Senator Isnor: How do you arrive at that list? 


Hon. Mr. Drury: I suppose the easiest answer to that, 
Mr. Chairman, is that the process by which any capital 
project is gestated is that the need for it is seen and 
articulated by the department having the need, as the 
means of executing its program. In some instances the 
construction work, the design and construction, is carried 
out by the department concerned; in other cases, by the 
Department of Public Works. By way of example, take 
the changes currently being made at the international 
airport, Toronto, at Malton. The development of a stated 
need or requirement is produced by the Department of 
Transport, and the satisfaction of this need is approved 
and the money voted and the work of design and 
construction is carried out by the Department of 
Transport. To take as another instance, a new laboratory 
for the Department of Fisheries, the need and 
justification would be the responsibility of the 
Department of Fisheries. When this had been approved 
and the money voted, the provision would be the 
responsibility of the Department of Public Works. 


a 
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Senator Isnor: Is the unemployment situation taken 
into consideration? 


Hon. Mr. Drury: Most certainly, and as I mentioned 
here, in these Estimates there are a number of such 
projects specifically designed for areas of high 
unemployment. 


Senator Isnor: Thank you. 


Senator Grosart: I wonder if the minister would give 
us an overview of the effect that these Supplementaries 
will have on the total budget situation in respect 
particularly to the switch from the anticipated surplus to 
a deficit and the percentage increase in anticipated 
expenditures this year compared to last year. I think you 
have said it meant a switch from $200 million surplus to 
a $400 million deficit, did you not—elsewhere? 


Hon. Mr. Drury: Elsewhere, yes. In the ordinary course 
of events, the task of representing or presenting the 
policy of balance as between revenue and expenditure is 
done by the Minister of Finance and I was merely 
quoting figures that he used in his review of the 
economic situation. These Estimates here merely give 
legislative effect to that expression of intention. It is a 
little hard to say what effect those Estimates are going to 
have on the change of economic posture. This is more 
clearly seen, I think, and arises more directly out of the 
statement of policy of the Minister of Finance. 


Senator Grosari: I was speaking about the numbers. 
You have given a figure of $13,345,000,000, which seems 
to me to be about a 10 per cent increase over last year 
as against a hoped for increase of merely 7.4 per cent 
when we had the main Estimates. In other words there 
is a very substantial increase in expenditure this year, 
$60 million of which is accounted for by the special 
situation, which leaves a very substantial amount of 
money involved in the supplementary Estimates that 
has not been anticipated or is the result of emergency 
and I would just like to know the magnitude of this. 


Hon. Mr. Drury: If I could refer you to the table on 
page 5, which lists the departments making up this, it 
will be seen that the main Estimates in the first column 
were $13,752,000,000. In the current supplementary 
Estimates there are two types of additional expenditure 
involved. One is the so-called budgetary expenditures to 
be voted, in the amount of $239 million. 


In addition, we have a revised forecast of statutory 
expenditures. The statutory expenditures which arise out 
of enabling statutes do not have to be voted We have 
updated the forecasts as best one can where, as I indi- 
cated in my statement, the difference between the forecast 
contained in the main Estimates of last February and the 
current forecast is more than $1 million and more than 
10 per cent of the sum in question. This updating calls 
for an additional $22 million. This gives a total increase 
in expenditures, statutory, non-statutory and _ loans, 
investments and advances, of $457 million on a figure of 
$13,752 million. 


I might get somebody to work that percentage out for 
you. 
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Senator Grosari: What I was really asking for was a 
comparison with last year’s expenditures. What is the 
percentage increase? I have estimated it to be over 10 per 
cent myself. Is that correct? 


Hon. Mr. Drury: Over the previous year? 


Senator Grosart: Over the previous year, yes. We were 
on a scale where we were actually dropping the 
percentage increase from year to year. We had it down to 
7.4 last year. It looks like we are going up the other way. 


The Chairman: Excuse me, Senator Grosart, but are 
you referring there, in respect of percentages, to the 
percentage of the Supplementary Estimates to the total? 


Senator Grosarit: No. I am referring to the new 
total—_the new anticipated total expenditures for this 
year compared with last year. After I get that I am going 
to ask if we are going to have any more supplementaries 
this year. 


Hon. Mr. Drury: The answer is yes to that. So one can 
only compare what it is today against some period last 
year. The forecast expenditures for the current year as of 
today are $14,209 million. What would you like to 
compare that with? The main Estimates of last year or 
the final supplementaries or the Estimates as of October? 


Senator Grosari: It does not matter. Say the total. 
When the main Estimates were tabled we were given the 
comparison then and we were given the figure of 7.4 as 
the anticipated increase in expenditures this year. 


Hon. Mr. Drury: One has to be careful. The expenditure 
figure is derived from the Public Accounts. So you are 
not comparing like things. I have not got that figure here. 
We can compare it with what the Estimates were last 
year, but. the Estimates and expenditures are not 
necessarily the same. 


Senator Molson: How about the main Estimates and 
the supplementaries? In other words, the total Estimates 
of last year. 


Hon. Mr. Drury: We will try to work that out. 


Senator Grosart: May I just read this to you? I am 
reading from the report of the committee on national 
finance: 


The Main Estimates for 1970-71 amount to $12,910 
million, an increase of 7.4 per cent over the Main 
Estimates for 1969-70. This increase compares with a 
percentage increase of the 1969-70 estimates over 
1968-69 estimates of 9.5 per cent. 


Now, it is in that area that I was looking for some 
comparisons. 


Hon. Mr. Drury: You have in that statement, which is 
quite easy, a comparison of main Estimates in one year 
with main Estimates in another year. If one takes the 
main Estimates in one year and compares that with the 
main plus the supplementaries in another year, you get a 
different set of figures. But I think what you are getting 
at is that the rate of increase in Government 
expenditures one year to the next is rising rather than 
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falling. Whereas the rate of increase had been declining 
this year, it is likely to rise. I think we can say that. 


Senator Grosart: The reason I raise that in this 
committee, Mr. Minister, is that we have a 
recommendation made by this committee to the effect 
that in any one year the percentage rate of increase of 
Government expenditures should not exceed the rate of 
growth of the economy. That was a recommendation of 
this committee. 


Hon. Mr. Drury: Well, if this is a convenient index as a 
guide to policy it does considerably inhibit the 
Government in endeavouring to pursue a position, or to 
achieve a position, in which it can effectively influence 
the economic cycles through which we travel. 


The Chairman: I wonder if I could ask Senator Grosart 
if the statement that was made by this committee was 
not a statement that when the economy is travelling at 
its full potential or close to that, the Government would 
limit its increase in expenditures to the increase in the 
gross national product? 


Senator Grosart: I don’t think it was qualified, but that 
does not matter. The point is, of course, and we are all 
aware of the fact, I am sure, that we cannot go on 
indefinitely in a situation where the rate of Government 
expenditure is definitely and continuously in excess of the 
rate of the national productivity. Somewhere we have to 
stop, obviously. I am not suggesting it is this year. 


Hon. Mr. Drury: I would be inclined to agree that, 
unless the Government did all the spending and the 
private sector did none, you could not go on indefinitely. 
That is true. 


Senator Grosart: There are some who advocate that, 
too, but I do not think you are one of them, Mr. Minister. 


Senator Beaubien: What did we spend in 1969-70? How 
much was spent? 


The Chairman: That would be the Estimates plus the 
supplementaries, Senator. 


Hon. Mr. Drury: That figure has to come out of the 
Public Accounts. It does not come out of the Estimates 
books. 


The Chairman: That is right. 


Hon. Mr. Drury: We are trying to get that figure out 
now, if we can. 


The Chairman: Perhaps what would satisfy Senator 
Beaubien would be the amount of the 1969-70 Estimates 
plus the supplementaries, which would be a figure you 
would have at this stage. 


Senator Beaubien: That would be close enough. 


The Chairman; It would not be a final figure. Perhaps 
while we are on that subject I could ask Mr. Minister 
how much of the supplementaries of $457 million is 
attributable to the present policy of the Government to 


accelerate the economy. Is it the $60 million or does it go 
beyond the $60 million? 


Hon. Mr. Drury: Well, there are specific projects 
covering the $60 million figure. I think probably in 
relation to some of the statutory increases these would be 
a reflection of the policy of some stimulation for the 
winter. What we have tried to do in relation to the $60 
million is to seek out projects which would have their 
principal impact in areas of high unemployment and 
which could be undertaken rapidly and the full trust of 
which would be during the current winter, not the ini- 
tiation of large capital projects which could only get 
started now and perhaps take four or five years to com- 
plete. 


The Chairman: Have you compiled a list of those 
projects? 


Hon. Mr. Drury: We have, yes. 


Mr. G. F. Osbaldesiton, Deputy Secretary, Program 
Branch, Treasury Board: It is not ready in the form of a 
table yet. 


The Chairman: Is it agreeable, honourable senators, 
that this list detailing the $60 million worth of special 
projects be tabled with the clerk? 


Hon. Mr. Drury: This I think will be of some but 
perhaps not too much assistance. I think members will 
understand that $60 million of relatively minor projects 
whicn can be carried out during the current winter 
represents a great many both in number and in detail. 
What I have here shows by departments the amounts of 
money involved for each department. For instance, the 
Department of National Defence is shown on this list as 
undertaking $1,250,000 worth of work. This is principally 
an acceleration of operations and maintenance, to a large 
degree in the camp at Valcartier, Quebec. This will 
require the services for the relatively short period of the 
winter of a considerable number of casual labourers. The 
Department of Indian Affairs and Northern Development 
is proceeding with the kind of clean-up work involving 
manual labour in the newly established parks and in some 
of the older parks. This again in a sense is directed 
towards relief of winter unemployment. This list here 
does show the departments with the amounts of money 
opposite them, but it does not specify, and it would be a 
very long list to do this, how many men are going to be 
employed in cleaning up Pine Forest north of Three 
Rivers. 


The Chairman: Is this list satisfactory? 


Senator Isnor: Just one question; what amount do you 
have there to relieve unemployment in Nova Scotia? 


Hon. Mr. Drury: This list is not broken down by 
provinces, but rather by the agencies that are going to do 
the work. Most of the departments operate on a national 
basis, and the way we have tabulated this is on the basis 
of what can be done by a department in the total number 
of man-years, and the sum total we have that these 
expenditures relating to the departmental projects should 
total about 11,000 man-years. If one compresses all this 
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into a four-month period it would represent about 33,000 
man-winters, if I can use that term. It will involve 
employment continuously for four months for some 
people, longer for others and shorter than that for some 
others. 


Senator Phillips: Mr. Chairman, I think what Senator 
Isnor wanted and I would be interested in the same thing 
is the breakdown in the areas. It is fine to say there is so 
much to be done nationally, but we would like to know 
what is going into Quebec, what is going into the Mari- 
time Provinces and Newfoundland which are areas of 
high unemployment. 


Hon. Mr. Drury: We can get this. It will involve, I 
think, some effort in that each department with these 
projects will have to break them down or recompile them 
on a national basis. 


Senator Phillips: The Public Works Estimates are 
fairly well broken down on a regional basis, and I believe 
it will be possible for the other departments to do the 
same. 


The Chairman: Are you referring to the supplementary 
Estimates, Senator Phillips? Where do you say it is 
broken down? 


Hon. Mr. Drury: On page 66. These are capital projects 
which are a lot easier to do because they are specific, 
discrete and relatively large. 


The Chairman: I wonder, honourable senators, if we 
could perhaps have the Treasury Board officials table the 
information in the way they suggest, and if at that time 
it is not satisfactory to honourable senators, we could ask 
for more information, because we may be asking for 
something that will create an enormous amount of 
expense or work, and what they propose to table with us 
may well satisfy us. Would that be agreeable? 


Senaior Pearson: I notice under the heading of Man- 
power there is the large amount of $93 million for sup- 
plementaries. I wonder how successful you are in devel- 
oping work or jobs for these people who are retrained. 


Hon. Mr. Drury: This, I think, is a very good and inter- 
esting question. I suppose the extent to which one is 
successful in general depends on the level of employment 
and the growth in the labour force which really means 
the growth in the number of jobs at any given moment. In 
relation to specific individuals, the answer, I suppose, is 
partly the same, but it may be quite different. A man 
who takes training as a welder may be able to secure 
employment as a common labourer, but not as a welder. I 
think we would have to ask the Department of Manpower 
really to answer this particular question—the success 
that they have had in marrying the output of these 
specific training courses to demand. 


Senator Pearson: Could you have a tabulation made for 
us of the number of people who have actually taken 
welding, bricklaying, carpentry and such courses by 
province? Are they kept so that when employment does 
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develop you can call on these particular areas for these 
men already trained, or are they just lost in the crowd? 


Hon. Mr. Drury: I think there is currently being made 
a conscious and quite intensive effort to categorize and to 
analyse and have records of the availability of particular 
skills, both by skill and geographical location, and to 
match these to employer demands. This is being done in 
a general way over the years. I think it is now a lot more 
effective and a lot more efficiently done than it has been 
in the past. But a new thrust of the Department of 
Manpower has been an active one of seeking from 
employers additional employment rather than merely 
waiting until the employer presents a demand. But the 
Department itself has not been, I think, engaged in the 
job of creating or trying to create jobs for welders, 
carpenters or whatever it might be. I think the list that 
you suggest would be quite a vast one, in that there are 
probably a large number of different vocational courses 
being financed through this program, I do not know how 
many categories there might be, and to break this down 
into relatively small areas by numbers would run to 
quite a large book. 


Senator Pearson: Each division of Manpower in every 
part of the provinces would have a list, would it not? 


Hon, Mr. Drury: Each Manpower office would have a 
list of available manpower under the various skill head- 
ings, and this should be translatable from one office to 
the other. Whether this is done in advance of demands 
arising or after, I do not know. It might be of interest to 
the committee to call the Manpower department to 
answer these questions. I am perhaps rather more remote 
from this than I should be. 


Senator Grosart: Mr. Chairman, in this committee we 
have always been interested in the one-dollar items, 
which the minister has made a specialty of explaining. 
He said on one occasion that the Treasury Board avoids 
making substantive legislative changes by way of an 
Appropriation Act. 


Mr. Minister, do you see any substantive changes in 
these one-dollar vote items you label as legislative? 
Would you regard any of those as substantive in terms of 
your comment elsewhere? 


Hon, Mr. Drury: It has been our policy, as indicated, 
not to legislate by way of the Appropriations Acts the 
kind of items which perhaps could more properly be 
dealt with by way of a special bill. I think we have been 
successful in avoiding this. Obviously, there is a question 
of judgment as to whether extending the date of opera- 
tion of a particular statute is a substantive act or rather 
more procedural, as to whether increasing the total 
amount available in a fund is substantive or otherwise; 
but such things as extending the period of duration of an 
act, changing the amounts of money covered and, to 
some degree, the method of disbursing or controlling, 
have not been regarded as sufficiently, shall I put it, 
significant to call for a special bill. In this case I do not 
think we have strayed outside those limits. 
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Senaior Grosart: This is not a one-dollar item, but I 
wonder if the minister would mind looking at page 8, 
Vote L6a under Agriculture, which seems to be an 
authorization sought on the authority of an Appropria- 
tion Act of 1952. I wonder if there has been an amend- 
ment put through to cover that? It just seems unreasona- 
ble to go on on the basis of an Appropriation Act of 1952 
and to continue regarding this as a statutory authority. I 
do not know what this particular item is, but it might be 
an example that would explain this queer process to us. 


Hon. Mr. Drury: Like Senator Grosart, I do not know 
what this particular item is in detail, However, let me 
say that the Appropriations Acts are themselves substan- 
tive legislation. There is a resolution presented, a bill for 
the Appropriation Act. It receives three readings, a 
rather more intensive committee study than most other 
bills, and requires passage through both the House of 
Commons and the Senate. So this is a statute, a regular 
statute of Parliament. 

I think perhaps the problem is that it is in the nature 
of an omnibus bill rather than a specific subject bill. The 
way most new programs of governments are initiated, in 
legislative terms, is through the Appropriation Acts. 
These are the statutory authorities for initiating and 
carrying through most programs. A rather more limited 
number of them receive statutory authorization through 
special bills, and if one were to require a separate, dis- 
tinct act to cover each program, most of which have to 
be amended each year, I am afraid the legislative calen- 
dar of these two houses would just grind to a halt, 
overburdened. 


Senator Grosart: I do not want to get into a discussion 
on this, but I do not agree with that viewpoint, Mr. 
Minister, because there are various ways it could be 
handled. I would suggest, for example, that there be an 
omnibus amendment attached to a supplementary Appro- 
priation Act where you would say, “Here are the acts 
that we are amending, in effect, that are being amended 
in the normal form so they will show up in office consoli- 
dations.” The problem is that if a lawyer some place 
today goes to look at a statute, to give advice to a client, 
he looks at the statute, gets the office consolidation and 
believes that he has an up-to-date version of this act, but 
he has not. He would have to go all the way through the 
supplementary Estimates, maybe back to 1952, to find out 
really what the intention of Parliament was. This is my 
objection to this procedure. 

Where, for example, would someone, regarding this 
particular case on page 8—the Agricultural Revolving 
Fund, which was established by a vote in 1952—find this 
appearing in our statutes? The Appropriations Acts, as 
such, do not appear in the statutes, as I understand it. 
Perhaps one of the officials might have an answer. 


Mr. MacDonald: They do appear in the statutes. 


Hon. Mr. Drury: They do appear in the annual statutes 
but not in the revised statutes. 


Senator Grosart: They do not appear in the office 
consolidation in many cases, and that is the act as it 
stands which people are going to. You have amended an 


National Finance 


2-12-1970 


act and the office of a department puts out a consolida- 
tion of the statute, and it is a false document. 


Hon. Mr. Drury: Perhaps we should have a look again 
at this office consolidation. That would seem to be an 
easier approach perhaps than that of entirely revising 
Parliament’s modus operandi. 


Senator Grosari: I do not think it would be. My 
suggestion, for what it is worth, is that you should 
merely add to the appropriation act a document saying, 
“The following amendments are made...”. They would 
then be here, and people would become aware of the fact 
that there was a tabulation of the amendments to appro- 
priation acts as well as to ordinary statutes. It would go 
through just as easily as the supplementary estimates. 
You would add to it by putting in a table consolidating 
these legislative changes, and thus ask Parliament to pass 
not only that part of the appropriation act which pro- 
vides money but also that part of it which is a tabulation 
amending previous votes or statutes. It is just a 
suggestion. 


The Chairman: This would be an addendum to the 
Estimates something along the lines of Part 3, or the 
one-dollar items? 


Senator Grosari: That is right, something along that 
line. 


The Chairman: But it would also include items which 
are not one-dollar items, but which are legislative in 
their character. 


Senator Grosart: That is right. 


The Chairman: Would the committee like to request 
the minister to supply a list of items that are legislative 
in their nature but which are not one-dollar items? 


Senator Grosart: I think it would be useful to have it, 
because there are quite a few of them that extend the 
purpose of a vote. I do not think there are any that 
extend the purpose of an act, but there are some that 
extend the purpose of a previous vote. There is a distinc- 
tion we have to make between extending the purpose of 
an act and extending the purpose of a vote. I think that 
that is where the minister makes his distinction between 
substantive and non-substantive legislative amendments. 


Mr. Minister, I believe you gave two examples of the 
kind of legislative effect achieved by the appropriation 
act that you do not regard as substantive. One was where 
it is merely the dollar numbers, and the other—for the 
moment I forget what it was. 


Hon. Mr. Drury: It was extending the period. 


Senator Grosart: Yes, exending the period. 


The Chairman: But we are only referring here to items 
that change the substance of the act itself. 


Senator Grosari: Or a previous vote. 


Hon. Mr. Drury: In that case every one of these falls 
under that category. 
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Senator Grosart: Do you mean the six here? 


Hon. Mr. Drury: No, everything in the book is, in 
effect, an amendment of the previous appropriation act. 
The Appropriation Act, 1969-70 might provide for and 
authorize the construction of a large terminal somewhere 
which will take five years to build, and towards that is 
provided $600,000. The Appropriation Act in the next year 
comes along and amends that by putting in the second 
year of the program, but providing for a different sum of 
money. 


Senator Grosari: Yes, but what I am referring to, Mr. 
Minister, is an item such as that found on page 8. An 
appropriation act has established an agricultural revolv- 
ing fund, which is substantive legislation. It is a change 
to that kind of thing that should be clearly set out. There 
is a difference between saying in the Main Estimates, 
“We provided $600,000, and now we want $700,000.” That 
is an example of where an appropriation act actually 
establishes a Crown corporation. We had a case such as 
this last year where the supplementary Estimates actual- 
ly established a Crown corporation. The chairman will 
remember that case because he drew attention to it. 


Hion. Mr. Drury: Are you referring to the Telsat 
corporation? 


The Chairman: No, it was something to do with a 
co-operative that handled Indian or Eskimo crafts. A 
Crown corporation, which turned out to be a very small 
one, was, in fact, established by the Estimates them- 
selves. But, this could be the subject of our report. We 
can make a recommendation to the Senate along these 
lines. 


Senator Grosart: I am just making some suggestions, 
Mr. Chairman, as a worried layman who has tried to 
understand this Blue Book. 


The Chairman: But what you are more concerned 
about, Senator Grosart, is that a list be appended to the 
Estimates and to the supplementaries which would give 
notice to anybody reading the consolidated statutes that 
an amendment has been made? Is that correct? 


Senator Grosart: Yes. I think the situation is that the 
distinguished members of the Public Service understand 
this, but sometimes they are not too keen to have mem- 
bers of Parliament understand it as well as they do. 


Hon. Mr. Drury: Mr. Chairman, I protest. 


The Chairman: That is a view of a member of the 
committee. It is not necessarily the view of the 
committee. 


Hon. Mr. Drury: We have made a conscious and I think 
not entirely unsuccessful effort to make these Estimates 
meaningful, or, at least, more meaningful than they were. 
I think that this has been to a large degree successful. 


If I may make what is perhaps an unkind observation 
here, I should like to say that Senator Grosart is really 
directing his views not at the form of the Estimates but 
at the form of the appropriation act as a statute enacted 


by Parliament. The appropriation act itself contains very 
few clauses, but attaches as a schedule the revised Esti- 
mates. The problem is that no one, including the office 
consolidators, have been willing to take the trouble to sit 
down and index and analyze the schedules to the appro- 
priation act. This is where the problem lies, and not 
really in the form of the Estimates, which I hope are 
considerably more informative than they have been in 
the past. 


Senator Grosart: I would agree generally, Mr. Chair- 
man, but perhaps I might give an example of a qualifica- 
tion I have. I refer to page 6, Vote la under “Agriculture” 
there is the subheading “Activity to be Supplemented”’. 
This is our new system of giving full information. There 
is “Economics”, and an extra $1,300,000 provided. I would 
suggest that that is hardly full disclosure. 


The Chairman: But it goes on to break that down 
under “Objects of Expenditure’. 


Senator Grosart: They are not objects of expenditure. I 
would suggest that “objects” is a wrong word to use, 
because they are classifications of salaries and wages. 
The word “economics” does not help me a bit, Mr. Chair- 
man. I want to know what “economics” is. 


Hon. Mr. Drury: I think if we go to the main Estimates 
we will find quite a few words describing these activi- 
ties, which it has not been felt desirable to reprint in the 
supplementary Estimates—that is, unless you want this 
book to be as thick as the main Estimates. 

On page 1-8 of the main Estimates under “Agriculture” 
we have 


PROGRAM DESCRIPTION 


Economics—Conduct and evaluation of research of 
economic importance to the agriculture industry; as- 
sistance in the formulation of agricultural policies 
and programs, projection of trends and developments 
in agriculture and related sectors of the economy; 
development and dissemination of economic guide- 
lines for production, marketing, management and 
adjustment. 


That is what is meant by the single word “economics” 
here. 


Senator Grosart: I suggest it is just too much of a short 
cut. If it is economic research, which it is, then I think in 
another capacity you would agree with me. 


I have a final question, Mr. Chairman. Throughout the 
supplementaries I notice a substantial number of research 
projects. I think the minister will understand why I ask 
this question. Would these research projects have been 
the subject of an overview by the cabinet committee on 
Science and Research? 


Hon. Mr. Drury: Not in these supplementary Estimates 
in the way which I think would require an affirmative 
answer to your question. 


Senator Grosarit: But probably the main Estimates 
upon which they are based would be subject to that kind 
of review? 
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Hon. Mr. Drury: Scrutiny, that is correct, sir. 


Senator Grosart: I am sorry for taking up so much of 
the committee’s time, Mr. Chairman. 


The Chairman: Not at all, Senator Grosart. I was won- 
dering if, in connection with your request, it would be 
outrageous to ask the minister for a list of the legislative 
items that are not one-dollar items—that is, the substan- 
tive legislative items. 


Hon. Mr. Drury: Well, I am afraid, Mr. Chairman, I 
shall have to ask for a rather more precise definition, in 
that every item here is a legislative item. It is part of the 
schedule of an appropriation act. 


The Chairman: We agree with that. We would use the 
definition which you use in Part III of the explanation of 
one dollar items. We would be content with that. I think 
you consider those items fairly substantive. 


Hon. Mr. Drury: This is one dollar items which are 
legislative in nature? 


The Chairman: Yes, you have six of them. For exam- 
ple, Vote 1a extends the eligibility criteria with respect 
to loans. Presumably you mean by eligibility the persons 
or firms or corporations who can be included. I suppose 
that would be substantive. It changes the application of 
legislation. 


Hon. Mr. Drury: I suppose really there are some hair- 
line judgments as to what would be substantive. 


The Chairman: We would be content with your 


judgment. 
Hon. Mr. Drury: All right. We can do that; gladly. 


The Chairman: If it is not an enormous undertaking, 
and I notice that Mr. MacDonald is shaking his head 
indicating that it is not an enormous undertaking. 


Hon. Mr. Drury: Oh, the cost to the Public Service is 
going up. 


Senator Grosari: Judging by what Mr. Minister has 
said, Mr. Chairman, I think he is making a distinction 
between items that are legislative in nature and items 
which are substantively legislative in nature. I think he 
is saying that there are none that he would regard as 
substantively legislative but that there are some he 
would classify as legislative changes. There is that dis- 
tinction. I think we should ask the Minister for all effects 
here that are legislative, and not necessarily just for the 
substantive ones, because the Minister is going to come 
back and say that they are not substantive. I think I 
would agree with him. 


Hon. Mr. Drury: Mr. Chairman, that is quite true. This 
is a proposed schedule to a legislative enactment. It has 
no statutory life, if you like, outside the schedule. How 
much of the schedule is legislative and how much is not? 
How much is substantive and how much is not? Clearly 
all of it is legislative; but how much of it is substantive 
depends really on whether you come from the Maritimes 
and regard a post office as important or come from 
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Ontario and figure that perhaps post offices in the Mari- 
times are not substantive or significant. 


The Chairman: I think that I had indicated to the 
Minister, Senator Grosart, that if they used the test 
which they provide in Part III that would be sufficient 
definition. 


Senator Grosarit: The Treasury Board itself has estab- 
lished these categories, Mr. Chairman, because we can go 
back quite a time in this committee and see that the 
Treasury Board has been giving us these breakdowns for 
some time. All we are asking is that they exend the 
current categories to the legislative categories to include 
items over $1 as well as one dollar items. That is all we 
are asking. 


Hon. Mr. Drury: I am not sure we all understand the 
same thing, Mr. Chairman. You referred to category III in 
this paper. You refer to one dollar items which are 
legislative in nature. There are six of those. For example, 
the first one given is under the Department of Fisheries 
and Forestry, Vote L20a, under section 17 of the Fresh 
Water Fish Marketing Act. This is amending the Fresh 
Water Fish Marketing Act. It is not amending the Appro- 
priation Act. 


The Chairman: That is what we are referring to, Mr. 
Minister. It is an amendment of the actual act itself and 
not an amendment of the Appropriation Act. 


Senator Grosart: But, Mr. Chairman, if you turn to 
page 44 of the Supplementary Estimates (A), you will 
find three items there that are in one department’s clas- 
sification which are to extend the purposes of Appropria- 
tion Acts. As a matter of fact, all six of the items 
segregated here as legislative are of the same type. 


The Chairman: They are listed as part of these one 
dollar items, however, Senator Grosart. 


Senator Grosart: It so happens that in this particular 
set of supplementaries they are all to extend the pur- 
poses. The six of them happen to be that kind. But when 
we had the breakdown from the department previously, 
and I am referring now to December 4, 1969, the heading 
there was: 


(III) One dollar items to amend legislation usually 
approved through Estimates. 


I think we can leave it at that. 


Hon. Mr. Drury: I hope that the list we have this time, 
dividing it up into three headings, is a little more clearly 
defined. 


The Chairman: I agree that it is. 
Senator Grosart: I would agree with that. 


Hon. Mr. Drury: Here we have one category with six 
items—amendments through the vehicle of the Appro- 
priation Act—amending acts. There are six items of that 
kind. The programs of the Department of Industry, Trade 
and Commerce which received their statutory authoriza- 
tion in an earlier Appropriation Act are in there. Now, 
clearly the Appropriation Act is the vehicle to amend 
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that previous act. Then we have other one dollar items 
which merely particularizes grants made without any 
increase in money required. 


Senator Grosart: The total of the one dollar items is as 
follows: there are six transfers, six extending the pur- 
poses, one to increase and one the purpose of which I do 
not know. 


Senator Phillips: Mr. Chairman, I should like to come 
back to the question that Senator Isnor and I had raised 
before, dealing again with the Department of Public 
Works’ estimates. They are clearly laid out province by 
province, specifying each project. Nevertheless, there is 
not one project in there for the Atlantic provinces. That 
is why I should like a breakdown of the Estimates and a 
little more detail so that I can determine if the Atlantic 
region has been completely left out of any other depart- 
mens. I would point out to the Minister that the Atlantic 
provinces have the highest rate of unemployment in 
Canada and, if these Estimates are to be a means of 
combatting unemployment, I find it rather strange that 
the Atlantic provinces should be completely left out of 
one department. Moreover, I should like to know how 
many other departments have omitted the Atlantic 
provinces. 


Hon. Mr. Drury: I will undertake to see if we can 
prepare some material to satisfy Senator Phillips, Mr. 
Chairman. 


The Chairman; The Minister has made the point, Sena- 
tor Phillips, that the $60 million of projects breaks down 
into a multitude of projects. I think in the interest of 
economy he is trying to avoid listing every single project 
and breaking it down as to provincial application. 


Senator Phillips: I am not convinced that it is going to 
break the Government to do this. 


The Chairman: I wonder if it would be agreeable if 
there were a breakdown of the expenditures by province. 


Senator Phillips: Yes, by province would be fine. You 
can just give it for the Atlantic provinces. I can add up 
the four Atlantic provinces myself. 


Senator Grosart: And perhaps by man-years. 


Hon. Mr. Drury: I think the money is easier to get. I 
think one of the problems that this could give rise to is 
this; if one were to look at our summer student employ- 
ment programs, there are records obviously in the pay 
offices of the names and the jobs the various students 
are engaged in. But if one tries to divide this up by 
province, are you interested in the normal residence of 
the student or are you interested in where he worked? 
We have, of course, a record of where he worked, but I 
am not sure if we have a record of where he came from. 
This is the kind of thing I worry about, but we will have 
to try to give it to you. We can do this by province and 
the location of the proposed expenditure. I think your 
observation in relation to the apparent omission from this 
program so far as public works is concerned is a valid 
one. I think a large number of the items put in here 
under the heading “Public Works” do not represent the 


thrust of the $60 million program, but relate rather to a 
particularization of an earlier program as the projects 
have become defined. I think you will discover in the 
main Estimates that provision is made for quite substan- 
tial Public Works expenditures in the Maritime prov- 
inces. The work on and progress towards public work 
activities in the other areas of Canada where unemploy- 
ment has not been so serious has been left until later. 
That is why this particularization appears later. My 
attention has been drawn to the fact, and I am glad to 
get confirmation of my view, that in this Public Works 
Estimate it is called “new Major Capital Projects (Infor- 
mation only—no appropriation required.)” That is on 
page 66. 


Senator Phillips: Then it goes on to list the projects 
item by item after that. 


Hon. Mr. Drury: That is correct. As I say this is a 
specification or a particularization of projects of the 
Department of Public Works which they had in fact 
when the main Estimates were tabled and the necessary 
money provided for that. But the specification of them 
has been left until later in the year, and the specification 
of ones in more urgent areas was contained in the main 
Estimates. This was done first. 


Senator Desruisseaux: This could be misleading in 
relation to work being done in certain areas, because you 
find for instance on page 72 what has been done for the 
Cape Breton Development Corporation which calls for a 
supplementary Estimate of $5 million making a total of 
$26 million right there. There may be other items. 


Senator Phillips: I don’t think it would be misleading. I 
think it would be interesting to make the comparison by 
region. 


The Chairman: You are referring specifically here to 
the $60 million additional expenditure? 


Senator Phillips: Yes. 


Hon. Mr. Drury: I am sure we can provide at least a 
statement of the breakdown of the $60 million as 
between the various regions of Canada, and also we have 
a breakdown by department. 


Senator Gélinas: Referring to page 16 under Energy, 
Mines and Resources, I see Vote L10a—Loans to Hydro 
Quebec Research Institute to assist in the financing of the 
construction of laboratories. Are those term loans and 
interest-bearing loans? 


Hon, Mr. Drury: They would certainly have a term 
attached to them, and I would be very surprised if they 
were not the normal type of loan with the normal rate of 
interest attached to them. I understand they are 25-year 
loans and the precise rate of interest we do not have. It 
probably would be the long-term Crown corporation rate, 
the kind of rate of interest that the CBC is charged. 


Senator Gélinas: It could not come in under the Indus- 
trial Research and Development Incentive Act? This is 
research. 
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Hon. Mr. Drury: This was quite a specific agreement 
negotiated between the federal Government and the pro- 
vincial Government acting through Hydro on the one 
side and the Minister of Energy, Mines and Resources on 
the other. This is for the construction, not far from 
Montreal where the main energy lines pass by, of a new 
laboratory which would concentrate principally on ultra- 
high voltage transmission problems. We have had some 
experience of this in the attempt to design and construct 
long lines from Manicougan at first and Churchill subse- 
quently. This has given rise to the necessity or desirabili- 
ty for new techniques and new insights into long distance 
transmission of electrical power. One of the main objects 
of this new laboratory will be to innovate in this particu- 
lar field. The federal Government has had for some time 
a body of expertise in this and the method by which we 
intended to operate on a joint basis rather than an out- 
right grant and let the Hydro to it all themselves is this 
loan arrangement, and the laboratory will be jointly 
operated by Hydro and by the agency of the federal 
Government. 


Senator Paterson: I should like to ask the Minister if 
the Government has information or if it has made up its 
mind as to what type of government expenditure affords 
the best distribution of quick employment? 


Hon. Mr. Drury: The question, Mr. Chairman, was 
whether the government has made up its mind. The 
government has some views on this and has endeavoured 
to implement them with the $60 million. In order to get 
the most employment for the fewest dollars in a most 
rapid way, I would suggest that the launching of projects 
directly under the control of the federal Government, 
requiring the direct hiring of those who are without 
work now would be the quickest and indeed cheapest 
way of relieving unemployment. 


There are a number of other ways which take rather 
longer to work through the system. There are some 
people who advocate a reduction in taxes as being a way 
of stimulating employment. 


Senator Beaubien: Right! 


Hon. Mr. Drury: But it does take some time before a 
reduction in taxes moves through the system and pro- 
duces a direct increase in employment. This is not as 
rapid a means and, more particularly, is probably not as 
specific in relation to locales or regions or areas as the 
direct undertaking of projects. 


Senator Pearson: Would you do that through the 
regional expansion program? 


Hon. Mr. Drury: Mr. Chairman, the question is, 
“Would you do ‘that’?”. One would not reduce taxes. 


Senator Pearson: No, not reduce taxes, but increase the 
employment. 


Hon. Mr. Drury: This is being done in two ways. One 
is through the operations of the Department of Regional 
Economic Expansion. Their approach, however, is longer 
term than what we are looking at here, and improve- 
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ments of the infrastructure of a municipality have a 
longer term benefit, perhaps, than the immediate relief of 
unemployment. In the case of the $60 million, some por- 
tion of this will be moving through the Department of 
Regional Economic Expansion, but a great deal of it goes 
directly through other government departments that are 
not engaged in this specific kind of work. 


Senator Desruisseaux: I hope, Mr. Chairman, you will 
overlook the fact that I may be out of order on this 
question. 


There is considerable concern over what is being said 
in the papers at the present time about Mr. Henderson. 
There is also the impression being created in the press, 
as far as I am able to view it myself, that the Govern- 
ment is trying to starve off his staff, so to speak, so that 
the checking will not be done as it used to be—just to 
put it in a few words. 

In view of that, if it is to be done, as seems to have 
been decided, is there going to be any really serious 
replacement for close checking in the different depart- 
ments, such as Mr. Henderson used to do? I am sorry if I 
put this now, but I am taking advantage of the fact you 
are here. 


The Chairman: In view of the fact that this is a consid- 
eration of supplementary Estimates, my ruling would be 
that if, is in order. 


Hon. Mr. Drury: In order? 
The Chairman: Yes, in order. 


Hon. Mr. Drury: Mr. Chairman, to use the phraseology 
of the House of Commons, the question is based on a 
false premise. If I understood the senator correctly, he 
said, “If this is going to be done, and it appears to be in 
process.” There is not, there has not been and, as far as I 
am concerned, there will not be any attempt to starve off, 
stifle, muzzle, inhibit, limit, or terrorize the Auditor 
General; and the work that he has been doing in the 
past, through his staff, will, I hope, continue to be done 
by him. 

The Public Accounts Committee in the House of Com- 
mons has been seized with this complaint, I guess I might 
call it this, of the Auditor General that he has suffered as 
a consequence of the system of pay classification in the 
Government, and the Public Accounts Committee is 
addressing itself to getting to the bottom of this, to 
discover whether there has in fact been any such 
discrimination. 


I guess I need hardly say here that I am satisfied there 
has not been any such discrimination, and there certainly 
should not be. 


Senator Desruisseaux: In the press the impression is 
certainly otherwise, if I may say so. 


Hon. Mr. Drury: That I would not deny at all, but you 
have another committee which examines the media. 


Senator Molson: Mr. Chairman could I revert to this 
matter of the $60 million for unemployment relief? 


The Chairman: Yes, Senator Molson. 
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Senator Molson: I find it difficult to believe that the 
Government would plan to spend the $60 million without 
specifically feeling that that is going to reach the regions 
and pockets of the worst unemployment. 


The minister has been asked several questions in this 
regard, as to regional, provincial, and so on, plans. It 
sounds as though $60 million have been produced for the 
pot but have not actually been designed to move rapidly 
into the pockets of high unemployment. I find this dif- 
ficult to believe—not the minister’s words, but that in the 
course of this plan for the $60 million they are not 
actually looking at the worst hit areas for the deployment 
of these funds. 


Hon. Mr. Drury: Mr. Chairman, the reason I am unable 
to give the kind of precise detailed documentation of this 
point is not because this was not the intention, but I can 
assure the committee that the instructions which went 
out to the departments to review their particular activities 
over the period of the forthcoming winter, were to 
review them in order to secure a maximum of accelerat- 
ed employment in the areas of high unemployment; and 
it was in the light of these instructions that action has 
been taken. I have just cited one example which, in a 
sense, I learned of by accident. The Department. of 
National Defence, in looking at its operations and 
maintenance procedures, would accelerate them and plan 
to accelerate them in these areas, and then send in a 
list—not perhaps in the kind of detail that is needed to 
satisfy the committee here in this respect—showing that 
they needed supplementary sums of money for operations 
and maintenance under various of these budgetary head- 
ings or classifications. 


The Chairman: But, Mr. Minister, do you not in the 
Treasury Board employ a method of program analysis 
which decides the priorities submitted by the various 
departments, and would you not employ a program anal- 
ysis on this $60 million? Would you not determine in 
some way those projects? It seemed that you left it up to 
the department. That raises two questions, one of which 
is: How did you achieve the total figure of $60 million? 
Does that mean there was no analysis of the priorities? 


Hon. Mr. Drury: No, it does not. You are quite correct. 
The analysis was made not by one man but by a number 
of individuals working to a system with a great deal of 
documentation. These papers could be collected and put 
together again in a different way if that is what the 
committee wants. The information does exist. It is a 
question of gathering it together and collating it in a 
particular way. 


The Chairman: I think what Senator Molson is inter- 
ested in is the method by which you determined the 
priorities of the $60 million. What determined the 
amount to start with, and what determined the priority 
as between the various departments? 


Hon. Mr. Drury: Well, the process followed was that 
all departments should review their operations to meet 
this problem. The criteria in respect of the projects and 
the increased sums of money were that the projects 
should be of short duration, and not ones that would last 


four or five years, and have their main impact during the 
winter of 1970-71; that they should be in areas of high 
unemployment in Canada—and the principal ones that 
are known are in the Maritimes and in the Province of 
Quebec; that they should involve a maximum of local 
men as distinct from imported materials and heavy 
machinery from elsewhere; and that they also should be 
related to the particular program that was being 
accelerated or reinforced. By that I mean is that one 
would hope that the Secretary of State would not put in 
a project to build a stretch of road somewhere just 
because it involved a lot of people and was in an area of 
high unemployment, and would be done during this 
winter. 


Senator Molson: You would not even consider roads to 
fishing camps and other such useful works? 


Hon, Mr. Drury: Unfortunately, we do not have a 
program to which that could be related. 


Senator Molson: May I ask the minister one other 
question in an endeavour to complete this, Mr. Chair- 
man? Would it be correct to say, Mr. Minister, that as far 
as you are concerned you are quite satisfied that the $60 
million has been put out under specifications which 
ensure that it is going to be used for the immediate relief 
of unemployment in the worst areas of unemployment in 
the country, but you have not got a detailed breakdown 
here to give us today? Is not this the answer? 


Hon. Mr. Drury: That is correct, not in the kind of 
detail in which you want it. We can give you what each 
department is spending. 


Senator Molson: But from the plans and the way it is 
being dealt with you are satisfied that it will achieve this 
purpose? 


Hon. Mr. Drury: That is correct, sir. 


Senator Grosart: May I ask a supplementary question, 
Mr. Chairman. I am a little concerned about the fact that 
the total is $60 million. I believe the minister said that 
this will create 11,000 man-years of employment. This 
works out, if my arithmetic is correct—and I asked Sena- 
tor Beaubien to check it—to about $5,400 per man-year. 
It would seem that all the money you have would go to 
salaries, so there must be some other money provided in 
the $60 million to create these jobs. 


Senator Beaubien: They will not be paid more than 
$300 a month. 


Senator Grosart: It works out to about $5,400 a year, 
which is about the average pay. 


Hon. Mr. Drury: Speaking generally, Mr. Chairman, this 
will not provide for the purchase of equipment which 
would have a longer life. When I mentioned its being 
program-related I meant that it is hoped that this will 
mean an intensive use of the types of construction equip- 
ment that departments now have. 


Senator Grosari: But will not the whole of the $60,000 
have to go into salaries in order to create 11,000 man- 
years of work? 
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Hon. Mr. Drury: I have said that this program is 
concentrated as much as possible on job producing 
opportunities in the current winter. The sum provided 
for expenditure in the current year is $60 million. Some 
of the projects, however, are of a longer duration than 
this, and they will involve capital expenditures. This 
means that there will need to be further sums of money 
provided in relation to those capital projects in next 
year’s Estimates, so that the total cost of this effort is not 
$60 million. This is the expenditure in the current year. 
It will mean, as I say, some additional moneys next year, 
and it is out of these, in a sense by anticipation, that you 
get this money required for non-salary expenditures. I 
have not really got the breakdown of that. 


The Chairman: Clearly, Mr. Minister, the committee is 
most interested in how you established the $60 million, 
and how effective it is, and how you relate the 11,000 
man-years to cost. As you can see, the committee keeps 
coming back to it. 


Hon. Mr. Drury: Yes, they do, and the only way to do 
this is by way of an intense analysis of the whole pro- 
gram. There are always dangers in taking gross numbers 
and dividing them up, and reaching conclusions. One can 
secure a man-year’s removal from the unemployment 
relief roles through the manpower training scheme for 
considerably less than $5,000. For $4,000 or $5,000 under 
that arrangement you can get two or perhaps more man- 
years. This is a danger in using gross figures. 


The Chairman: This committee is particularly interest- 
ed in the effect of Government expenditures on the 
economy, and the fact as to whether or not the economy 
is reaching its potential or is below its potential. For that 
reason the method you use in the Treasury Board and 
the Department of Finance to determine these matters, 
such as a fast acceleration of expenditures in low growth 
areas, is of a great deal of interest to this committee. 


Senator Grosart: Mr. Chairman, could I say this, that it 
might help if the minister could explain the statement he 
made that the departments were asked to come up with 
projects that might assist in this, and then the Treasury 
Board made choices from among those suggestions from 
the departments. Can you give us a rough idea of the 
relation of the $60 million to the suggestions? In other 
words, what was your choice element there? 


Hon. Mr. Drury: Mr. Chairman, a number of the 
suggestions of the departments did not fit 100 per cent 
with the criteria, and there were included a number of 
large capital projects which would have had some effect 
on this kind of program, but because of the amount of 
money involved in terms of both expenditure in the 
current year and commitment in the future, we put aside. 
I suppose there would be a tendency on the part of some 
departments anyhow to bring out the old chestnuts that 
they had been unable to get approved in principle in 
previous times, and try to run them under this umbrella. 
These were not accepted. What we tried to do was get 
those which most nearly fitted the criteria I have 
indicated. 
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Senator Grosart: Which is high labour intensity, really. 


Senator Beaubien: Mr. Chairman, I should like to ask 
the Minister to look at page 4, Information Canada. It 
shows previous estimates of $7,300,000 and it shows the 
amount added by this vote to be $555,000, making a total 
of $7,900,000. 

On the other hand, if we look at page 84, item D, 
Information Canada, we see that the previous estimates 
are put down in the same way as $7,300,000 and there is 
the supplementary of $555,000, making a total of $7,900,- 
000. But then, in explaining it, it says ‘“‘Activity to be 
Supplemented”, and it has “Information OUT’, which is 
a program of $8,500,000, to which you add the same figure 
of $555,000 to get a new total of $9,088,000. That does not 
seem to make any sense to me. Is that another program 
altogether? In the Supplementary Estimtes (A) on page 4 
Information OUT is not shown. 


Hon. Mr. Drury: We will have to go back to the main 
Estimates to see what this Information OUT is all about, 
Mr. Chairman. I believe one will discover there that in 
relation to Information OUT there is submitted to Parlia- 
ment what is called a net vote. Part of the expenditures 
comes from a parliamentary appropriation and part of it 
comes from revenues. 


Senator Beaubien: Should it not all be included in this 
total figure of $14,200 million? 


Hon. Mr. Drury: Well, the $555,000 should certainly be 
included. 


Senator Beaubien: Well, it is. The $555,000 is, but it 
seems to be added to two different amounts. 


Hon. Mr. Drury: One must distinguish between the 
amount to be voted, which is Vote 25a for a net vote of 
$7,900,000, and... 


Senator Beaubien: What is the Information OUT for $8 
million? 


Hon. Mr. Drury: Well, Information OUT, in relation to 
that activity, has put forward a total expenditure pro- 
gram in the main Estimates of $10 million. 


Senator Molson: That is a new figure. 
Senator Beaubien: Where would you find it in here? 


Hon. Mr. Drury: It is summarized here. In the main 
Estimates it is a total expenditure of $10 million less 
receipts and revenues accredited to the vote, of $2,850,- 
000, or a net on that account of $7,249,000. That is 
further adjusted by other receipts and the cost of ser- 
vices provided by other departments to get to the figure 
of a net vote of $7,355,000. 


Senator Beaubien: Mr. Minister, you vote the $10 mil- 
lion which is set aside, then some other money comes in 
which reduces that. Where would that money come 
from? 


Hon. Mr. Drury: From either the public, in relation to 
sale of materials or services, pamphlets and that kind of 
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thing, or the cost of services provided to other depart- 
ments of Government for which a charge is made. 


Senator Beaubien: Then that would be reflected. So it 
is a net amount the Government pays for Information 
Canada. 


Hon. Mr. Drury: That is correct. 
Senator Beaubien: All right. I understand. 


Senator McLean: Mr. Chairman, I would draw the 
attention of the Minister to page 56, National Defence. I 
note that new major capital projects are cited for 
Canadian forces stations right across Canada, including 
such bases as Valcartier, Quebec; Borden, Ontario; King- 
ston, Ontario and so on, but the base at Gagetown is not 
mentioned. May we take it from the fact that the Gage- 
town base is not mentioned that either it is going to be 
eliminated or it does not need any money? 


Hon. Mr. Drury: Do you mean that because we have 
not got a supplementary to the main program for Gage- 
town that that is an indication that it will be eliminated? 


Senator McLean: It is not mentioned here. What can 
we take from that? 


Hon. Mr. Drury: That the needs of Gagetown in 
respect of capital projects either have been met earlier in 
time than the current year, and that these other bases 
are coming along late, or that the Gagetown base was 
able to formulate the capital projects required at Gage- 
town in time for the main Estimates so that they do not 
need to put it in the supplementaries. These others are the 
johnny-come-latelies. 


Senator McLean: Do the main Estimates include Gage- 
town, then? 


Hon. Mr. Drury: I will have to check on that. 


Senator Phillips: Mr. Minister, on page 70 I find Vote 
L25a for an amount of $12,025,000. Directly underneath 
that is the expression “Economic Expansion and Social 
Adjustment—Central Canada”, and again the figure of 
$12,025,000 is given. Is that the same vote? 


Hon. Mr. Drury: That is the detail of Vote L25a. It is 
the same vote. It is the same subject, but it is the detail 
of it. 


Senator Phillips: I suppose it would be unfair of me to 
suggest that this smacks somewhat of the same sort of 
thing as the department ahead of it; therefore I will not 
do so, Mr. Minister. But I must point out that again this 
emphasizes central Canada. 


Hon, Mr. Drury: I am sure the honourable senator is 
aware that the Department of Regional Economic Expan- 
sion in one of its programs negotiates and concludes 
agreements with the provinces in relation to the depart- 
ment’s program for limiting and reducing regional dis- 
parities. The agreements embodied in the program, relat- 
ing to the province, have to be approved by the Governor 
in Council. The department has proceeded to formulate 
and discuss programs with the provinces apparently most 


in need, and Ontario is one of the last provinces for 
which such an agreement has been concluded. 


Senator Phillips: I am aware of that, but the point I 
should like to make, sir, is that, if this program is 
designed to provide employment, I would expect to see 
the Department of Regional Economic Expansion direct 
more efforts towards those areas of low employment than 
they have. I am not criticizing this vote, but rather I am 
criticizing the department for not having taken up and 
provided for the proposal as made by the Government. 


The Chairman: Senator, you are going to be given the 
breakdown of the $60 million expenditures which you are 
concerned about, and perhaps you can review that then. 
The Minister has explained that in the case of the 
Department of Regional Economic Expansion—the specif- 
ic matter you raise—the agreements were concluded 
prior to the supplementary Estimates for your region and 
this supplementary refers to an agreement to be conclud- 
ed subsequent to that time. 


Senator Phillips: I still would like to see more activity 
on the part of the department. 


The Chairman: I thought the Minister explained that 
you had to take the program in toto, and it was only the 
question of the signing of the agreement that was 
involved here. 


Senator Phillips: I am aware of that, but I would like 
to explain that my criticism is directed at the lack of 
action on the part of the department. 


The Chairman: Lack of adequate action? 
Senator Phillips: Lack of adequate action, yes. 


Hon, Mr. Drury: This could lead to a prolonged debate 
on how much is enough. 


Senaior Gélinas: May I refer the Minister to page 76, 
Secretary of State’s Department, Citizenship Develop- 
ment Program. In activities to be supplemented here, it 
says, “Travel and Exchange” and it is the word ‘“ex- 
change” I am trying to clarify. It is the exchange of 
what? 


Hon. Mr. Drury: People who are not foreigners. This 
department has a program which subsidizes—I suppose 
that is the best term—travel between the various regions 
of Canada by young people. It has nothing to do with 
foreigners. 


Senator Molson: Does that include the Canadian Coun- 
cil of Christians and Jews in this case who have a 
program for young people to exchange visits across 
Canada? 


Hon. Mr. Drury: This would be part of it. 


The Chairman: One of the things that has concerned 
this committee in the past is exemplified, perhaps, on 
page 36 where you take an appropriation from Vote 35, if 
I understand it correctly, and you add it to Vote 25 and 
call it Vote 25a. I realize we could refer back to the main 
Estimates to find out what was cancelled, but we wonder 
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whether it would be possible to designate exactly what 
was cancelled in that Vote 35a. In other words, to put in 
the supplementary themselves that “The following proj- 
ect was cancelled or reduced.” 


Hon. Mr. Drury: There has been under Vote 35a a 
gross amount provided for grants for Northern Develop- 
ment, and in the main Estimates there will be a number 
of specific grants proposed which in total add up to less 
than the gross amount voted at the time. But we come 
along now and specify additional grants still within the 
original sum and these additional grants make up the 
total. The names of these will be found on page 40 in this 
case. Within the total amount of money provided under 
this heading “Grants” and under the subheading ‘“Ter- 
ritorial Relations” there is a specific grant made to the 
Government of the Yukon Territory towards the cost of a 
Second Language Training Program of $133,000. 


Senator Molson: What is the second language in this 
case? 


Hon. Mr. Drury: In the Yukon it would be the second 
official language, and I suspect that in the Yukon the 
majority would be English speaking so this would refer 
probably to French. There is another grant to the Ter- 
ritorial Government to enable them to purchase the reno- 
vated Dawson Water System which is a specification of 
an expenditure within the total sum appropriated in the 
main Estimates. It does not in fact represent an increase 
in money to be granted, but it does represent a spelling 
out precisely of how this money is to be spent. 


The Chairman: Then on page 36 you authorize the 
transfer of $21,373 from Indian Affairs and Northern 
Development, Vote 35, and I am wondering what pro- 
gram in the main Estimates that refers to, and what 
program was modified. We wonder whether you should 
state in the supplementary Estimates as a footnote that 
“this reduces the following program by this amount,” and 
then describe the reduction. It would make the supple- 
mentary Estimates clearer. In other words, you detail 
increases in expenditure, and we wonder if you should 
also detail decreases. 


Hon. Mr. Drury: I think it would be clearer and more 
informative, but then one runs into the problem as to 
how much information one should try to get into this 
kind of document. As you will recall in some previous 
years the Supplementary Estimates (A) have been four 
pages long for a comparable amount of money. Now we 
have a booklet which is 94 pages long. However, I will 
take note of the suggestion and we shall see whether we 
can add further information. As a matter of fact I sup- 
pose there is no limit to the amount of information you 
can provide but then one runs into the danger of trying 
to provide too much and the document becomes, as Sena- 
tor Grosart’s informants on the outside have discovered, 
so big that you cannot find your way through it and you 
have to have somebody else do it for you. This appears to 
be the state we have reached in the public accounts. You 
have the situation where there is so much information 
and so much detail that you cannot really make too much 
out of it. You cannot find your way through it and so we 
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have to make a judgment or this kind of trade-off as to 
how much detail you put in here. 


Senator Grosart: I think the problem that faced us 
before in this is that when a department can find, as in 
this case, almost $1 million in its Estimates, we begin to 
wonder if there isn’t a temptation to overestimate in the 
first place. We find these transfers throughout the Esti- 
mates which means that the department has found some 
money some place. In this case it is a very large sum, 
$900,000. Admittedly out of a total of $82 million it is not 
too big, but the point is that something has been found to 
be less expensive than anticipated, which is not likely, or 
even more likely that some project approved by Parlia- 
ment has been cancelled. 


I think this is the point the chairman is raising, that if 
programs that have already been approved by Parlia- 
ment are cancelled at departmental discretion, and if this 
is how they find the money, Parliament should be told 
that a department has changed its mind. 


Hon. Mr. Drury: This is quite correct. There are two 
possible sources: one is loose estimating—and I hope we 
are making progress in limiting this; the other is change 
of priorities during the course of the year. I can under- 
stand the problem. We are told in these Estimates what 
are the new higher priorities, but perhaps there is not a 
clear indication of what ones have gone down in the 
scale. 


Senator Grosart: Particularly in view of the fact the 
priorities are Parliament’s, in the first place. 


The Chairman: I wonder, Mr. Minister, if your officials 
had an answer to Senator McLean’s question about 
Camp Gagetown. 


Hon. Mr. Drury: I have a note here that says there is 
no item in the main Estimates for capital expenditure at 
Camp Gagetown in the current year in excess of $1,000,- 
000; and there is no item in the supplementary Estimates 
for a capital project in excess of $1,000,000. 


Senator McLean: What may we take from that? 


The Chairman: That probably you will make a speech 
on it! 


Hon. Mr. Drury: You could take a number of things 
from that, which would be assumptions. I think probably 
the best way to find out is to inquire of the Department 
of National Defence how it is that capital expenditures 
appear to be necessary on a number of other bases, but 
not on Camp Gagetown. 


Senator McLean: Do you say we should inquire direct- 
ly from the Department of National Defence for this 
information? 


Hon. Mr. Drury: That is from where the information 
would have to come. 


Senator McLean: Would it be proper for me to inquire 
myself? 


Hon. Mr. Drury: I think this would be entirely proper. 
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Senator McLean: Thank you. 


Senator Grosari: Mr. Chairman, I would like to raise 
one matter with the minister. This is in connection with 
the policy of keeping the other side somewhat in the 
dark in respect to collective bargaining with Public Ser- 
vice employees. The minister has pointed out to us today 
that the amounts the Government regards as possibly 
necessary to meet increases in salaries negotiated are, I 
think it is fair to paraphrase his statement and say, 
“hidden” or “disguised” by placing them in three differ- 
ent places—in the contingency vote, in the departmental 
Estimates and, sometimes, in supplementaries. I wonder 
if this is really a good policy, for the Government to play 
hide-and-seek with its employees in this way. 


What I am really saying is: Is there not some other 
way, rather than saying, “We have to hide the money 
and we must not let you know how much we think 
negotiations may cost us’? For example, could it not be 
done by making no prior provision to reaching these 
agreements, subject to appropriations in supplementary 
Estimates? I am sure this has been considered. 


Hon. Mr. Drury: It has, of course. Given the fact, then, 
that there would have to be some provision made for 
salaries, presumably, in the new year at the rates which 
prevailed during the previous year, and making no fore- 
cast at all of what the increases might be, when these are 
of the order of 5 per cent or, in some cases, more than 
this, 6 per cent, in a year, you are leaving out of the 
main Estimates, the kind of summary budgetary presen- 
tation, 5 per cent of $2 billion, which is quite a substan- 
tial sum of money. 


Senator Grosari: That is if everybody got a new con- 
tract in the same year. 


Hon. Mr. Drury: I see. One would regard in the Esti- 
mates the state of Affairs which collective agreements 
reflect and then just leave out of accounting new agree- 
ments. I am afraid this would produce quite a misleading 
picture. In some years the omission would be relatively 
insignificant, and in other years it would be very signifi- 
cant indeed. 


In attempting to achieve the balance between revenues 
and expenditures, and to get an overall picture of the 
budget, there would have to be this footnote, “While we 
are budgeting for a surplus of $200 million, for all we 
know or are prepared to think now, this may turn into a 
deficit of $200 million, or it may be a surplus of $400 
million.” 


This is not really a very satisfactory way of presenting 
your plan to the public, so we have tried to come as 
reasonably close as we can to what we estimate the final 
result will be; and, indeed, in these Estimates, in the 
main Estimates of departments, provision has been made 
for the 5 per cent increase. It is going to be marginally 
different from that, and the object is to keep the margin 
as small as possible without, hower, getting into a situa- 
tion where a union analyst can look at these things and 
figure out pretty closely what the result will be. 


Senator Grosart: If you are assuming 5 per cent 
normal, across-the-board increases, why do you have to 
hide the dollars? 


Hon, Mr. Drury: We do not assume 5 per cent across 
the board. What we have done is to make provision in 
the main Estimates for 5 per cent across the board, and 
then make provision in the Contingencies Vote for a sum 
of money over and above the 5 per cent, and have in our 
minds another sum in the supplementary Estimates to 
make the full provision for the excess over 5 per cent, 


The Chairman: That is contained in other items in the 
supplementaries, the Contingencies Fund, is that correct? 


Hon. Mr. Drury: No, in relation to salary increases this 
is financed out of the Contingencies Vote. Normally, in 
the case of payments made out of the Contingencies Vote, 
these are charged back to departments where there are 
specific projects. In the case of salaries, to try and spread 
them back through all the departments affected would 
mean that there would be a supplementary Estimate for 
every single department of Government. The book then 
would be almost as big as the main Estimates. 


The Chairman: So the sum you are talking about is 
entirely contained in the Contingencies Fund? 


Mr. Osbaldesion: That is, in the main Estimates plus 
the supplementaries. 


Senator Grosari: I notice immediately a difference 
between the policy of a large corporation and that of the 
Government. Perhaps the difference is only in the fact 
that the large corporations do the same thing but do not 
admit it. 


Hon. Mr. Drury: Well, there are relatively few corpo- 
rations which publish to their shareholders a detailed list, 
such as is contained in the main Estimates, of their 
operations projected over the forthcoming year. This is a 
discipline from which I am sure the private entrepreneur 
is glad he is free. 


Senator Molson: I think that that is a pretty safe 
assumption. 


Mr. Chairman, I should like to ask what is referred to 
on some television programs as a quickie. On page 64 I 
see a supplementary Estimate of $1 million for Royal 
Commissions and Task Forces. May I ask what this 
envisages in this present year? 


Hon. Mr. Drury: The $1 million is made up of three 
items. There is provision for $350,000—roughly a third— 
for the expenses of the Indian Claims Commission for 
1970-71, the current fiscal year. 


Senator Molson: Is that an additional amount? 

Hon. Mr. Drury: I think the Indian Claims Commission 
was established and began its operations in the current 
year. It had no existence at the time of the printing of 
the main Estimates. 


Senator Molson: That is a new one? 
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Hon, Mr. Drury: Yes. $150,000 is an additional expense 
for the completion of the report of the Royal Commission 
on the Status of Women. This is a supplementary item to 
the provision in the main Estimates for this particular 
commission. The sum of money provided, it is hoped, will 
be sufficient to enable it to complete its report and wind 
up its operations. 

There is a contribution of $500,000 to the National 
Committee on Indian Rights and Treaties. I have a note 
here that the expenses of the National Committee on 
Indian Rights and Treaties are included and will be 
provided in the form of a contribution to the committee. 
The Government’s statement on Indian policy which was 
presented to the first Session of the Twenty-eighth Parlia- 
ment by the Minister of Indian Affairs and Northern 
Development has concluded that appropriate support will 
be provided to the committee so that it can conduct a 
search on the Indians’ behalf and assist the Indian Claims 
Commissioner in his inquiry. The amount of money has 
been provided through this particular channel of the 
Privy Council office rather than through the Department 
of Indian Affairs and Northern Development to indicate a 
rather more neutralist approach, because obviously the 
Minister of Indian Affairs is directly involved in this 
operation. 


Senator Molson: That seems to be a very laudable 
purpose. 


Senator Isnor: Mr. Chairman, I wonder if I am in order 
in asking the question I wish to ask. It is nice to have a 
minister here to give us the information we seek. I was 
impressed by the questions asked by Senators Phillips 
and McLean concerning expenditures in the Maritime 
provinces. Yesterday we were supplied with a news 
release in connection with the Department of Supply and 
Services. Would I be in order in asking the minister a 
few questions concerning these contracts? 


The Chairman: Do they relate to the supplementary 
Estimates? 


Senator Isnor: They relate to expenditures. 


The Chairman: Perhaps you could give us an example, 
Senator Isnor. 


Senator Isnor: In this release there is mention of some- 
thing like 132 contracts awarded, of which 62 went to 
Ontario and 30 to Quebec. In comparing those two prov- 
inces with the rest of Canada I notice that Nova Scotia 
had eight contracts out of the 132 and New Brunswick 
seven. The provinces of Quebec and Ontario received 75 
per cent of the contracts awarded, and this is apart from 
the larger contracts of which, of course, they received 
most. As these contracts affect employment I was won- 
dering just how they were awarded. Was price taken into 
consideration, or conditions in the various provinces, or 
what were the other factors that entered into it? 


The Chairman: This may be part of a departmental 
examination, Senator Isnor. It might be difficult for the 
minister to give you an answer on that ground, but I am 
prepared to let him try. 
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Hon. Mr. Drury: Mr. Chairman, you are entirely right. 
I have not seen this press release so I do not know what 
the contracts are all about, but generally speaking the 
Department of Supply and Services has been given the 
task of purchasing the needs of the various departments 
of Government. It is a service agency, and it generally 
follows the approach of acquiring what it is required to 
acquire at the lowest possible price, and it does this 
basically through a system of calling for tenders and 
accepting the lowest tender that meets the specification. 
This, of course, has resulted in contracts being placed for 
the most part where the manufacturing or supplying 
facilities are. 


By way of example, if the Department of National 
Defence has a demand for motor vehicles the contract 
will be placed with the company that can produce these 
in a factory which exists at the lowest possible price, and 
the location of the execution of the contract is where the 
manufacturing plant happens to be. This tends to pro- 
duce a large volume of contracts in areas of Canada 
where there is the greatest concentration of manufactur- 
ing and producing facilities, namely, Ontario and, to 
some degree, Quebec. 


There is an attempt made to supply or acquire by 
making use of regional productive facilities through re- 
gional offices to meet regional needs of the departments 
concerned. I suppose the simplest example would be the 
nutrients required by the Department of National 
Defence. This requirement is met to the greatest extent 
possible by calling on the local economy in relation to the 
base to which food is to be supplied, rather than con- 
solidating the entire food requirements and having them 
supplied from a central depot. 


If a particular base requires tomatoes it will seek them 
out from a local supplier rather than inviting tenders 
from the United States or from producers in British 
Columbia. 


That is a general exposition. Perhaps in relation to a 
specific contract I could be more specific, but apart from 
this general exposition I have nothing more to add. 


Senator Isnor: I might point out that I only received 
that document last evening. Moreover, while the discus- 
sion has been going on today I have been listening care- 
fully to the questions and answers and I have been doing 
a little figuring. It has struck me that there is too much 
going to those who now have and too little to those who 
do not. For example, 75 per cent of the 136 contracts 
awarded went to Ontario and Quebec. In my opinion 
greater care should be taken in respect of, and more 
study devoted to, the Maritime provinces who require 
assistance along this line. That is why I brought the 
question up at this time. I hope the Minister will bear 
that thought in mind. 


The Chairman: Your point is well taken, Senator Isnor. 
Perhaps when we examine the main Estimates next year 
we can ask the Minister of Supply and Services to come 
to the committee and give some explanation of that. 


Senator Isnor: Why not this year? 
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The Chairman: Yes, it could be done this year. Perhaps 
we could discuss that with the steering committee. 


Senator Isnor: All right. 
The Chairman: Thank you, Senator Isnor. 


Hon. Mr. Drury: Mr. Chairman, the answer lies largely 
in the efforts of departments such as the Department of 
Regional Economic Expansion, whose task it is to try to 
organize in these disadvantaged areas manufacturing and 
producing facilities which can meet these requirements. 
To come back to my case in point, the Minister of Supply 
and Services really has not much option when he is 
seeking to acquire automobiles. For instance, in that 
respect he would hardly look to the province of Manito- 
ba. He could look but that is about all he could do. Until 
such time as the province of Manitoba has facilities for 
the production of automobiles it is unlikely that the 
federal Government will be able to buy automobiles from 
Manitoba. 


It is one of the regrettable characteristics of the 
Canadian economy now that manufacturing and produc- 
ing facilities tend, for historical and economic reasons, to 
be concentrated in what is known as central Canada. It is 
the specific and explicit objective of the Department of 
Regional Economic Expansion to reduce this concentra- 
tion and to increase the size, scale, quality and quantity 
of manufacturing and producing establishments in areas 
which in this sense in the past have been at a disad- 
vantage. 


Senator Isnor: I do not think they are buying very 
many automobiles from the manufacturers; they are 
buying them from the agencies, are they not? 


Hon. Mr. Drury: I am sorry, sir, but we buy them from 
the manufacturers direct. 


Senator Laird: Always. 


Senator McLean: They might be shipped to the 


agencies. 


The Chairman: That might be the subject of another 
inquiry. 
Hon. Mr. Drury: The economics to the taxpayer in 


buying them direct from the manufacturer are very sub- 
stantial indeed. 


The Chairman: Senator Isnor nevertheless raises a 
point that while the burden of this sort of thing may fall 
upon the Department of Regional Economic Expansion, 
the purchasing branch of the Department of Supply and 
Services could perhaps do a lot for regional expansion by 
giving consideration to the freight disadvantage that is 
on the shoulders of manufacturers in the Maritimes. It 
would be worthwhile at some point discussing this with 
the Department of Supply and Services to see whether 
they have any regional consideration in their purchasing 
policy. 


Senator Phillips: I might point out, Mr. Chairman, that 
quite often the delivery point is destined to be central 
Canada, and then the products are shipped back to vari- 


ous other parts of Canada; this places both the east and 
the west at a disadvantage. 


Hon. Mr. Drury: I must say that the economics of 
paying freight to a central point from a producer and 
then shipping it back again at public expense leaves a 
ae to be desired. I do not know why this would be 

one. 


Senator Phillips: Perhaps we can take the Chairman’s 
suggestion and go into that aspect in this committee with 
the Department of Supply and Services. 


The Chairman: I would suggest to honourable senators 
that the reason I am suggesting we delay it to next year 
is that, if we are going to make such an investigation, we 
should have more information than we would have or 
would be able to put together in the time that is available 
to us in the examination of the Supplementary Estimates. 
But that would be a matter for discussion whith the 
steering committee. 


That is my reason for suggesting that we do not go 
ahead immediately. 


Senator Isnor: That is all right, Mr. Chairman. 


The Chairman: Thank you, Senator. Are there any 
further questions? 


Senator Grosart: If Senator Isnor wishes to have the 
Minister of Supply and Services called this year, he could 
move in the Senate to have the matter referred to this 
committee. Perhaps he would do that. 


Senator Isnor: Thank you for the suggestion, Senator. 


The Chairman: That is possible. I have one question 
for the Minister; can he tell me whether the fact that a 
budget is a cash budget, in certain times in the economic 
life of Canada, causes the Government to lease accommo- 
dation as opposed to constructing accommodation? In 
other words, a business which carries an asset on its 
balance sheet would undertake a capital project with the 
idea that it would be written off in 20 to 25 years, and, 
therefore, if the cash were available and there was suffi- 
cient cash flow, the business would not look upon it as a 
serious matter as to whether or not that was constructed 
as a capital asset or whether they went outside and 
leased the space. There might be other considerations 
such as cash flow or cost. But in the case of a govern- 
ment I can see in terms of restraint, for example, where 
you might need space, that you might very well say, “We 
are tight on the budget; we are holding down; we will 
pay $100,000 a year rent, because that is all we have to 
include in this particular budget, but we won’t pay $2 
million or $3 million for a building because that is going 
to put us into a worse deficit’. Is that good reasoning? 


Hon. Mr. Drury: I think, generally speaking, Mr. 
Chairman, that, when the provision of space is contem- 
plated, an assessment is made of the economics of buying 
the land and doing the work ourselves as a capital pro- 
ject financed through annual appropriations and at the 
rate of expenditure on the building—not on an amortized 
basis. Given the present value of the future expenditures, 
there is an assessment between a leaseback arrangement 
and this, and the economics of this depend on the notion- 
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al value that the entrepreneur puts on the land he has 
and the rate at which he can borrow money with ulti- 
mate ownership residing in the Government, and finally 
just a straight short-term lease rental. These three pos- 
sibilities are examined in cases where it is foreseen that 
the particular space is going to be needed on a long-term 
basis. Now there are other occasions where the require- 
ment, if I can call it that, cannot be defined in terms of 
long term precise needs, and we are liable then to go into 
just a short term lease. 


The Chairman: Yes, but I was referring more to the 
long term. 


Hon. Mr. Drury: Basically the examination is made of 
these three alternatives. 


The Chairman: That is something we might inquire 
further into in future. 
Any further questions, honourable senators? 


Our procedure is not really to adopt a report, but 
rather to examine and report upon the supplementary 
Estimates. We have had a full and frank discussion with 
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the Minister this morning. When the Appropriation Bill 
comes, it is of course debatable, and I wonder if honoura- 
ble senators would be satisfied if the chairman wrote the 
report in accordance with the discussions we have had 
here and submitted it to the Senate? Is that agreeable? 


Senator Grosart: With the Steering Committee? 


The Chairman: I would be prepared to discuss it with 
the Steering Committee or the full committee if 
desirable. 


Hon. Senators: Agreed. 


The Chairman: Thank you. 

I would like to thank Mr. Drury and his officials for 
coming before us this morning and taking so much of 
their time, which I am sure went far over the amount of 
time he was able to allot to it. On behalf of all honoura- 
ble senators, I would like to thank you very much. 


Hon. Mr. Drury: On behalf of my officials, I want to 
thank you for the very courteous and friendly reception. 


The committee adjourned. 
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THE STANDING SENATE COMMITTEE 
ON NATIONAL FINANCE 


The Honourable DOUGLAS D. EVERETT, Chairman 


The Honourable Senators: 


Aird 
Beaubien 
Benidickson 
Bourget 
Bourque 
Desruisseaux 
Everett 

*Flynn 
Forsey 
Fournier (Madawaska- 

Restigouche) 

Gelinas 
Grosart 
Hays 
Isnor 
Kinley 


(Quorum 7) 


*Kx officio members 


Langlois 

Laird 

Macdonald (Queens) 
*Martin 

Methot 

Molson 

McDonald (Moosomin) 

McLean 

Nichol 

Paterson 

Pearson 

Phillips (Prince) 

O’Leary 

Sparrow 

Walker— (28) 


Orders of Reference 


Extract from the Minutes of the Proceedings of the 
Senate of Tuesday, December 8, 1970: 


With leave of the Senate, 

The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Cook: 

That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures set out in the Supplementary Esti- 
mates (B) laid before Parliament for the fiscal year 
ending the 31st March, 1971. 


The question being put on the motion, it was— 
Resolved in the affirmative. 


Extract from the Minutes of the Proceedings of the 
Senate of Wednesday, December 9, 1970: 


With leave of the Senate, 
The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Smith: 


That the names of the Honourable Senators Forsey 
and Langlois be added to the list of Senators serving 
on the Standing Senate Committee on National 
Finance. 


The question being put on the motion, 1t was— 
Resolved in the affirmative. 


Robert Fortier, 
Clerk of the Senate 
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Minutes of Proceedings 


Wednesday, December 16, 1970 
(2) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
9:30 A.M. to consider the Supplementary Estimates (B) 
laid before Parliament for the fiscal year ending March 
ist, 1971: 


Present: The Honourable Senators Everett (Chairman), 
Aird, Beaubien, Benidickson, Grossart, Laird, Langlois, 
Pearson and Sparrow. (9) 


On Motion of the Honourable Senator Laird it was 
Resolved that 800 copies in English and 300 copies in 
French of the Proceedings be printed. 


Witnesses from the Treasury Board: 
Mr. G. F. Osbaldeston, Deputy Secretary (Program 
Branch); 
Mr. B. A. MacDonald, Director General, Budget 
Coordination. 


It was agreed to report on the said Supplementary 
Estimates (B) after approval by the Steering Committee. 


At 10:45 A.M. the Committee adjourned to the call of 
the Chairman. 


ATTEST: 


Gérard Lemire, 
Clerk of the Committee. 


Report of the Committee 


Wednesday, December 16, 1970. 


The Standing Senate Committee on National Finance, 
to which was referred the Supplementary Estimates (B) 
for the fiscal year ending March 31, 1971, has in obedi- 
ence to the order of reference of December 8, 1970, 
examined the said Supplementary Estimates and reports 
as follows: 


1. Your Committee has examined the said Supplemen- 
tary Estimates (B) and has heard evidence thereon from 
Mr. G. Osbaldeston, Deputy Secretary, Programs Branch, 
Treasury Board, and Mr. B.A. MacDonald, Director Gen- 
eral, Budget Coordination, Treasury Board. 


2. The said Supplementary Estimates (B) provide for 
total expenditures for which Parliament will be asked to 
provide funds in the amount of $54,000,001 and loans, 
investments and advances in the amount of $150,000,001. 
This brings the total of Main and Supplementary Esti- 
mates for the current fiscal year to $14,413,415,194. The 
Main Estimates called for an expenditure of $13,752,- 
294,436. Supplementary Estimates (A) and (B) increase 
this by $661,120,758. 


3. Included in the said Supplementary Estimates (B) are 
two $1 items about which your Committee made enqui- 
ries. The first one dollar item extends loan insurance 
under Industry, Trade and Commerce Vote 30c, Appro- 
priation Act No. 1, 1968 to manufacturers and marketers 
of footwear and to those who provide services to such 
manufacturers. The second one dollar item extends the 
authority to make loans under Industry, Trade and Com- 
merce Vote L80, Appropriation Act No. 4, 1968 to certain 
manufacturers of footwear to permit them to adapt effici- 
ently to competition from footwear imports. 


4, An amount of $54,000,000 is provided in these Sup- 
plementary Estimates (B) to provide an immediate 
increase of 10 per cent in unemployment insurance bene- 
fits pending the implementation of the new system of 
unemployment insurance in July 1971 as outlined in the 
White Paper on Unemployment Isurance. 


5. An amount of $150,000,000 is provided for 
loans to provinces for capital development projects which 
involve construction that the provincial government 
would not otherwise undertake in 1971-72 and which will 
contribute directly and quickly to additional employment. 
The loans will be repayable within 15 years at the 
Canada Pension Plan interest rate. Distribution of the 
loans follows the number of unemployed persons in 
excess of 4 per cent of the labour force, determined by 
averaging rates reported and forecast for the last six 


months of 1970 together with estimated unemployment 
among treaty Indians on reserves. On this formula the 
tentative distribution of the funds is as follows: 


Province Amount Percentage 
of total 
Newfoundland 5,000,000 3.6 
Prince Edward Island 1,000,000 0 
Nova Scotia 4,000,000 2.6 
New Brunswick 4,000,000 2.6 
Quebec 68,000,000 45.1 
Ontario 17,000,000 halas: 
Manitoba 8,000,000 5.6 
Saskatchewan 5,000,000 3.1 
Alberta 4,000,000 2.6 
British Columbia 35,000,000 23.6 


Respectfully submitted. 


D. D. Everett, 
Chairman. 
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The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Wednesday, December 16, 1970. 


[Text] 


The Standing Senate Committee on National Finance, 
to which was referred the Supplementary Estimates (B) 
laid before Parliament for the fiscal year ending March 
31, 1971, met this day at 9.30 am. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, our witnesses are 
Mr. G. F. Osbaldeston, Deputy Secretary of the Programs 
Branch of the Treasury Board, and Mr. B. A. McDonald, 
Director General, Budget Co-ordination of the Treasury 
Board. Both these gentlemen are well known to you. 


Before we begin, I will ask Mr. Osbaldeston if he has 
any statement to make. 


Mr. G. F. Osbaldeston, Deputy Secretary, Programs 
Branch, The Treasury Board: I do not have any particu- 
lar statement to make, Mr. Chairman, unless it would be 
helpful for the senators to have me comment on each 
item. They might prefer that I do that. 


Senator Benidickson: I think a little comment at the 
beginning to put in plain language the long wordage that 
we have here with respect to this vote would be helpful. 


The Chairman: I might point out that there are only 
three items in these Supplementary Estimates (B) and if 
it is agreeable to you we could have Mr. Osbaldeston 
comment on each one. 


Mr. Osbaldeston: The first item, Mr. Chairman, is the 
special loan program, Department of Finance, Vote L12b. 
Now this program is intended to stimulate employment 
by providing loan funds to the provinces which would 
permit them to proceed with capital expenditures, such 
as roads, bridges, buildings, et cetera, which the prov- 
inces had not included in their own capital programs for 
the fiscal years 1970-71 or 1971-72. The provisions as to 
eligibility for the loan in a province is where the unem- 
ployment exceeds 4 per cent of the labour force and then 
that province becomes eligible to apply for a loan. The 
amount for which they are eligible is then related to the 
total unemployed in the province over 4 per cent, as it 
relates to the total of unemployed in Canada over 4 per 
cent. Therefore, if a province had 100,000 unemployed 
over 4 per cent of the labour force and in Canada there 
was 400,000 unemployed over 4 per cent that province 
would be eligible for one-quarter of the loan fund—one- 
quarter of the $150 million. Given the situation that 
existed at the time Mr. Benson spoke in the House of 
Commons on the budget, I can provide, if you like, Mr. 


Chairman, detail on how the $150 million would be 
allocated by province on that formula as at the time Mr. 
Benson spoke. 


Senator Benidickson: I was going to ask that question 
eventually, anyway. 


Senator Beaubien: Are there any provinces under 4 per 
cent? 


Mr. Osbaldeston: No. Every province would be eligible 
for part of the loan fund. 


Senator Benidickson: One province gets less than one 
per cent of the grant. 


Mr. Osbaldeston: That is correct. If I can refer to the 
figures... 


The Chairman: If I can interject, I did notice, looking at 
those figures, that Prince Edward Island is not eligible 
under either of the tests, that is, apparently according to 
these figures it has no Indians unemployed and unem- 
ployed above 4 per cent. But it is shown that it receives 
$1 million. 


Mr. Osbaldeston: I believe what we have there is a 
rounding of figures. If you notice, the figure in the front 
comes to $151 million, but I believe that is a rounding. 
The document I am quoting from, Mr. Chairman, is a 
document put out by the Department of Finance and was 
a document of the highlights of the budgetary speech by 
Mr. Benson. I could give you the date. It is on the front. 


The Chairman: There is only one copy of this docu- 
ment. Would senators like the details? 


Senator Benidickson: I think we were given it. I got 
one the other day. While it was dated December 3, I 
only received it a day or two ago. 


The Chairman: Perhaps the witness could read the 
percentage distribution. 


Senator Benidickson: Of the dollar items. 

Senator Laird: For each province. 

Senator Pearson: Is this a cost sharing loan? 

Senator Benidickson: No, it is a straight loan. 

Mr. Osbaldeston: It is a loan available to the provinces. 


Senator Pearson: The provinces do not have to put up 
an equivalent amount? 


Mr. Osbaldesion: No, they do not. 


Senator Beaubien: They pay interest on the loan? 


Mr. Osbaldeston: Yes, at the rate that the Crown 
charges in the Canada Pension Plan, which as of Decem- 
ber was 7.71 per cent. 


Senator Laird: Mr. Chairman, could I get this straight? 
Is the fixing date the date when Mr. Benson gave his 
speech? In other words, you do not vary from the unem- 
ployment percentages after that? 


The Chairman: I believe it is the average of the six 
months. 


Mr. Osbaldesion: It is spelled out in the vote—the 
number in that province of unemployed workers in 
excess of 4 per cent of the labour force in the six months 
period commencing on July 1, 1970 and ending on 
December 30, 1970 as estimated by the Minister of 
Finance. 


Senator Laird: That is right. That is what I wanted to 
get at. 


Mr. Osbaldeston: The figures are, in dollars and 
percentages: 

Province Dollars Percentage 
Newfoundland $ 5 million 3.6 
Prince Edward Island $ 1 million 0 
Nova Scotia $ 4 million 2.6 
New Brunswick $ 4 million 2.6 
Quebec $68 million 45.1 
Ontario $17 million ibs 
Manitoba $ 8 million 5.6 
Saskatchewan $ 5 million Shui 
Alberta $ 4 million 2.6 
British Columbia $35 million 23.6 


If I may just conclude these remarks, I would say that 
the loan repayment period is fifteen years and, as I 
mentioned, the rate of interest is that in effect for the 
Canada Pension Plan at the time of borrowing and in 
December 1970 it was 7.71 per cent. 


Senaior Beaubien: Has the money been lent? 


Mr. Osbaldeston: I am not aware that it has been lent, 
but I do know that the Minister of Finance has been in 
touch with the provinces, but I am not aware whether it 
has been lent. 


Senator Benidickson: None could be lent until we pass 
this legislation. 


Mr. Osbaldeston: I am sorry, that is quite right, not 
until the legislation is passed. I was thinking of the 
agreements—getting agreement in principle. 


The Chairman: Perhaps you would like to proceed 
with the second item. 
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Senator Benidickson: Could we not deal with them one 
by one? 


The Chairman: If that is your wish. We will deal, then, 
with the $115 million special loans program. 


Senator Grosart: Where do we find the original vote? 


Mr. Osbaldeston: On the special programs? 


Senaior Grosari: On this item, Vote 12B. 


Mr. Osbaldeston: It is a completely new vote. There is 
no previous vote. 


Senator Grosari: So this is not a supplementary to a 
vote. It is, in effect, a new request for authorization for 
expenditure. 


Mr. Osbaldeston: That is right. 


Senator Benidickson: I have a few questions. Presuma- 
bly this is an attempt to help alleviate the most deplora- 
ble situation that we have and which will doubtless 
worsen with respect to unemployment over the next 
period of time. We cannot foresee how long, but for some 
time. Everybody I think says that. This was one of the 
most important items in the recent budget, dollarwise. I 
have some questions in my mind as to how rapidly any 
employment can be created by this vote. We have not 
any longer got a winter works program, have we? 


Mr. Osbaldeston: No, not by the federal Government. 


Senator Benidickson: A special project to cope with 
unduly, heavy winter unemployment? That has been 
abandoned, has it not? 


Mr. Osbaldeston: The project that I believe you refer 
to as the federal one, relative to the municipalities, is no 
longer in existence. However, relative to winted works, 
I think the government’s program of $60 million in 
October, relative to capital works, and the Government’s 
program here... 


Senator Benidickson: That includes the Montreal Air- 
port? 


Mr. Osbaldeston: No. The first program was in the order 
of $60 million, which was devoted to operation and 
maintenance work by the federal Government on their 
federal properties, and also included smaller capital 
item—the $60 million in October. Then, within this 
budget which Mr. Benson has just brought down, you 
have $250 million worth of new funding, among which 
is $23 million for capital works. So when I say there 
is no winter works program in that, I want to make it 
quite clear that there are other programs operating at 
the moment. 


Senator Benidickson: But in the context of the feder- 
al Governement budget—I think these Supplementary 
Estimates (B) now says that for the 1970-71 year our total 
estimates to date are $14,413,000,000—it is not very sig- 
nificant. Back to the point as to how quickly any action 
could take place with respect to the spending of this $150 
million, you have referred to some discussions already 
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with the provinces. As a result of those discussions, how 
much good do you think this vote is going to be this 
winter? I see that it can be spent beyond this winter and 
could go later—what is the terminal date for all the loans 
for the fiscal year 1971-72? 


Mr. Osbaldeston: Quite. 


Senator Benidickson: So we are really doing something 
unusual here, we are providing funds for the year ahead 
—which we normally do not do. 


Senator Beaubien: We are letting them borrow. 


Senator Benidickson: No. The loan would be made in 
a future fiscal year—which is not normal for 
appropriation. 


Mr. Osbaldeston: Could I comment on that? 


Senator Benidickson: I can understand the reason for 
it. The provinces naturally want assurance as to when 
they can do this. But my first question is back to the 
one of what action is likely to help with unemployment 
under this vote in the current winter. 


Mr. Osbaldeston: Senator, I have not been involved in 
these earlier discussions with the provinces, nor would I 
likely be. But could I comment from the point of view of 
something in which I have been heavily involved that is, 
the $60 million federal program of capital works and the 
present $23 million program of capital works. I think the 
provinces would have similar problems to face as we, in 
the federal Government, have had to face in trying to 
mount these capital works programs quickly. 


Senator Benidickson: Yes. 


Mr. Osbaldeston: Our experience has been that you can 
do a considerable amount rather quickly, because you 
have a number of items that are really shelf items, a 
number of items that have been prepared, the plans have 
been drawn, the property has been expropriated, but the 
funds were not available, so it had to stop at a certain 
point in the planning process. 


Senator Benidickson: There was retrenchment. 


Mr. Osbaldeston: That is quite so. So these items can 
come off the shelf and I think we can get a certain 
amount of action this year. I think I would anticipate that 
from our federal experience. However, it is true to say 
that when you are engaged in a larger program it does 
take time, there is planning time required. Therefore as 
is evident in this, if this program is seen as extending 
into the fiscal year 1971 to 1972, for the very reasons I 
have suggested, that you mentioned, the fact that capital 
programs take some time to get going. 


Senator Benidickson: That is what I am afraid of. I 
think it has not really too much immediate value. 


Mr. Osbaldeston: I think we will really only know 
that, senator, when the bill has been passed and we have 
concluded discussions with the provinces. At that point 
we will know the percentage. We will not know until 
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then the shelf items that the provinces have. I certainly 
do not. 


Senator Benidickson: This stipulates that the loans will 
be made only with respect to projects that the provinces 
had not decided to undertake in 1970-71 or 1971-72. Now 
probably all the provinces have prepared their Estimates 
for 1970-71, but they probably have not prepared any 
Estimates to indicate what they propose to do in 1971-72. 
So how are you going to determine whether or not they 
would have gone ahead with a certain project in 1971-72 
irrespective of this loan? 


Mr. Osbaldeston: Provincial planning would now have 
concluded relative to 1971-72. All their plans would have 
been decided upon at this point, but they would not have 
tabled these plans. Simply in conversation with the prov- 
inces we would determine what their plans were and 
what items they were unable to finance, and these are 
the items that would be eligible. 


Senator Benidickson: You would then more or less 
have to conduct informal discussions with them to decide 
whether or not to take their word that except for this 
loan they would not have gone ahead with a specific 
project in 1971-72. 


Mr. Osbaldeston: That is correct. It would be a matter 
of negotiation with the provinces. 


Senator Benidickson: This is only a loan and even at 
that they have to pay an interest rate under the formula 
of 7.71 per cent. Now what is the advantage or what is 
the difference between that 7.71 per cent and what, say, 
Quebec would have to pay on its own borrowings if it 
was concerned with unemployment and wanted to put on 
some projects that otherwise they could not have gone 
ahead with except for the current unemployment 
situation? 


Mr. Osbaldeston: I am not aware of the present rate 
that applies to Quebec borrowings, but I would expect 
it would be higher than 7.71 per cent. 


Senator Benidickson: But what is the incentive to take 
advantage of this loan? 


Mr. Osbaldesion: The first incentive would be quite 
clearly the difference in rate, and the second incentive is 
relative to the two-year total borrowing power. That, of 
course, is reflected in the interest rate which raises as 
your borrowing capacity or capability tends to reach its 
limit. But these two incentives are working directly, the 
difference in rate between that which we apply with the 
Canada Pension Plan and the difference in rate which 
must be paid by the province, and secondly the question 
of your total borrowing capability. Those are the two 
incentives. 


Senator Benidickson: But over this length of time, 
surely one of those criteria does not amount to very 
much because if it is known that the total debt of the 
province has increased by virtue of a repayable loan to 
the federal Government by so many millions, the lenders 
are aware of that and if they feel that the province has 
been borrowing too much money already they may be 
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rather cool to them in the money market. The are going 
to be very well aware of this so it will not help very 
much. 


Senator Grosari: They are not forced to take the loans. 


Mr. Osbaldeston: I think we will really know how 
attractive it is when we see the amounts that are taken 
up. The indications I have seen, only in the press, are 
that the provinces welcome the loan fund. 


Senator McLean: Any province that goes out to borrow 
will borrow through a bond issue, I presume. 


Mr. Osbaldeston: Yes. 


Senator McLean: Most provinces are offering 9 1/2 or 
9 1/3 per cent. So naturally they can afford 7 per cent 
on $60 million. They would not let that drop. 


Senator Benidickson: That is the incentive I wanted to 
know about, and how valuable it would be in encourag- 
ing them to do something which they otherwise did not 
plan to do. 


Senator McLean: I imagine 2 per cent would be quite a 
difference. 


Senator Grosart: The limitation is as to capital expen- 
diture. The amounts authorized under these loans must 
be expended on capital works. 


Mr. Osbaldeston: That is correct. 


The Chairman: Does it not have to go further than 
that? Does it not have to be job-creating? 


Mr. Osbaldesion: Yes, it cannot be used for 0 and M 
operations. 


Senator Grosart: And they are different from the 
winter works programs, or the former winter works pro- 
grams, I should say. 


Mr. Osbaldeston: Yes. 


The Chairman: Any further questions on this point? 


Mr. Osbaldeston: Then Vote Ib and Vote 11b are inter- 
related, both extending assistance to the footwear indus- 
try, and senators will recall that in Supplementary Esti- 
mates (A) similar votes appeared relative to the clothing 
and textile industries. The extension of the GAP which is 
the program to assist Canadian manufacturers to adjust 
to the new trading environment that began with the 
Kennedy Round to both these industries is, of course, to 
help them restructure in the face of this new world 
trading environment. In particular, in the case of the 
votes you have before you here, they are to help them to 
restructure in face of low import competition. The ele- 
ments which would concern you in this vote are precisely 
the same elements that appeared in the Supplementary 
Estimates (A) which dealt with the clothing and textile 
area. The first aspect of the assistance is the insurance of 
loans made by private lenders to the manufacturer or to 
a company or group that provides marketing, financial or 
other services to a manufacturer. The first item is insur- 
ance of loans made by private lenders, and the second 
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item is direct loans made by the government to the 
manufacturer. In the case of the direct loans, the Board 
operates as a lender of last resort. 


Senator Pearson: What do you mean by “restructure”? 
And where or in what province does this mostly take 
place? 


Mr. Osbaldeston: This particular program is available 
to a company that makes footwear in any province in 
Canada. It is open to any manufacturer of footwear. 


Senator Pearson: It might be a brand new industry, 
then, in some province? 


Mr. Osbaldeston: Yes, but of course there are certain 
criteria here where they must prove to the Board that in 
fact they have been hurt by low import competition, and 
secondly, they must show to the Board, the lending 
authority, that they have a plan for restructuring which 
over time would make them competitive, so it is not 
simply a question of extending a loan or providing a 
guarantee to a private lender just on the basis that 
somebody wants a loan. And, as I mentioned earlier, not 
only must they show these things, but they must also 
show that they could not, in the case of a direct loan, 
secure the loan from any other source. 


Senator Sparrow: It is not for new industries, then, but 
only for existing ones? 


Mr. Osbaldeston: This is a question of restructuring an 
existing industry. I am sorry, senator, I missed your 
point. 


Senator Pearson: To whom do you antic pate most of 
this loan will go? 


Mr. Osbaldeston: I am relying now on my own knowl- 
edge of the footwear industry in Canada, which I believe 
is concentrated in Quebec and Manitoba, and I believe 
that there is also a fairly healthy industry in Ontario. 


The Chairman: Have you any idea of the rough per- 
centage breakdown as between those? 


Mr. Osbaldeston: I am sorry, senator, I do not. 


Senator Grosart: Does this come under the assistance 
program for adjustments as a result of the Kennedy 
Round? 


Mr. Osbaldeston: It is an extension of the GAAP, the 
General Assistance and Adjustments Program. 


Senator Benidickson: The original Vote 30c in 1968 was 
limited to a hurt that resulted from the Kennedy Round 
of agreements. 


Mr. Osbaldeston: That is correct. 


Senator Benidickson: What you are doing here is 
making provision for assistance, even if it does not 
directly relate to something that happened as a result of 
the Kennedy Round agreement. 


Mr. Osbaldeston: That is correct. 
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Senator Benidickson: We had sub-items (a) and (b) in 
item 30C in 1968. In effect, for the textiles the other day 
and now for the footwear industry, you are doing what is 
tantamount to adding (c) and (d)? 


Mr. Osbaldeston: That is correct, senator. When the 
GAAP was brought in it was to assist Canadian compa- 
nies to be more competitive in the face of the new inter- 
national trading environment. At that time, when it was 
brought in, one related the need for this specifically to 
the Kennedy Round. That was the fact at that point in 
time that was dominant. At this point in time, still deal- 
ing with this world trade environment, you have new 
facts presented. One is that the Kennedy Round effects 
have been felt and the more favourable entry that was 
provided under the Kennedy Round is still with us. How- 
ever, we are faced with the low-cost import competition, 
as I am sure all honourable senators are aware. 


Senator Benidickson: From Asiatic countries and other 
countries that had nothing whatever to do with the Ken- 
nedy Round. 


Mr. Osbaldeston: That is right. I think they can only be 
related to this new world trading environment where 
they are shipping into the North American market in 
heavy quantities, as senators are well aware. Therefore, 
this program is really an extension of the GAAP in terms 
of ensuring that Canadian companies can compete in the 
world trade market. In that sense, senator, it is a con- 
tinuation of the GAAP. 


Senator Benidickson: I was not at the last meeting with 
respect to Supplementary Estimates (A), Mr. Chairman, 
and I have noticed that Senator Grosart raised a point 
that has always been a sore point with me, that is that 
we have these dollar items and not only do we legislate 
something important by a dollar item originally—as we 
did in 1968—but then we build on top of that legislation, 
instead of bringing in a separate bill which somebody 
can find in the statutes properly indexed, and we bring 
in subsequently, in another couple of years, another 
dollar item based on that original piece of legislation that 
is simply entitled Appropriation Act No. 1. I am not 
going to repeat that argument. I was not here last week 
because I was not able to attend the last meeting, but I 
have read the remarks of Senator Grosart and what went 
on with the President of the Treasury Board at that time. 
I have for years shared the view that we have too many 
of these dollar items that are really of a rather perma- 
nent nature and should be presented in the form of an 
act of Parliament. 


The Chairman: I think, senator, that forms part of the 
report of the committee on Supplementary Estimates (A) 
and is now before the Senate. 


Perhaps we could return though, before we get on to 
that item, to Senator Grosart’s question on the footwear 
industry. 


Senator Grosart: My question was very much along the 
line that Senator Benidickson is commenting on at the 
moment, Why is there not an act of Parliament, other 
than an appropriation act of 1968, to authorize these 
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expenditures? I am not asking you a political question, 
but why within the responsibilities of Treasury Board is 
there not a suggestion that this kind of thing should be 
in a regular act of Parliament and not an appropriation 
act of 1968. 


Mr. Osbaldeston: Sena or, I believe that Mr. Drury 
undertook to give a response to a similar question at the 
last meeting he had with you. I can only really repeat the 
essence of that which, as I recall his comment, was to the 
effect that an appropriation act is an act of Parliament 
and does go before the House and before the Senate for 
consideration at the time it is past, obviously. Therefore, 
as senators all know better than I, this vehicle, this 
particular bill has been used for this purpose. I do not 
think I can go past that, senator. 


Senator Benidickson: It has in the past, but I think its 
use is increasing, and I think the way of use is being 
enlarged. 


I learned, I think for the first time yesterday, that 
under the rules in the other place, in the House of 
Commons, this is a very good gimmick to put through 
legislation, because I think I read that with respect to a 
certain supplementary estimate the other place was dis- 
cussing last week it was stated that under the rules, if 
they did not complete their discussion within two or three 
days—I have forgotten what it was exactly—the thing 
was carried and had to go back to the House for a vote. 
That is practically closure. If that is their new rule, this 
is going to be a temptation for the Ministry to use this 
increasingly, rather than to present bills which might be 
subject to some debate at length. 


Senator Grosart: I wonder if Senator Benidickson 
would allow me to carry through with my questioning 
on this, Mr. Chairman. 


I am aware of the explanation given by Mr. Drury and 
your summary of that explanation, but this does not 
answer the question as to why we use this formula 
sometimes but not always. In other words, if this is a 
valid formula, why do we have acts of parliament, o*her 
than appropriation acts? This is the point I am getting at. 
I say that because when we have this item in an appro- 
priation act it is a couple of paragraphs. An act of 
Parliament spells out the respective powers of the minis- 
ter, the respective powers of an Order in Council. It has 
an interpretation section. In other words, it is designed to 
give us information so we know exactly what is contem- 
plated, what authority is given. I suggest that this is not 
so when we have legislation by an appropriation act. 


Senator Benidickson: You point out that lawyers, 
accountants and other interested individuals should be 
able to find some reference to it in the statutes. 


Senator Grosart: That is one point, but the more fun- 
damental point is that this is not, by any means, the 
normal way of enacting legislation, particulary legislation 
that authorizes the spending of large sums of money. I 
am not concentrating merely on the one dollar aspect of 
it now, but the fact that any money can be repeatedly 
spent and the authority of an appropriation act. used year 
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after year, when we have no act in the normal sense, to 
define the parameters of the authority given to the 
Executive. 

This is perhaps a policy question, in which case, we 
would not expect you, Mr. Osbaldeston, to give an 
answer, but what I am asking is: In the Treasury Board 
has there not been some suggestion that this Appropria- 
tion Act of 1968 should have been brought before Parlia- 
ment as a normal Act of Parliament? There may be 
reasons. Is there a reason? Is the reason that this may be 
ephemeral? I am anxious to get some understanding of 
the thinking that presents us over and over again with 
this type of legislation to which we have been objected so 
often. 


Mr. Osbaldeston: I think, senator, as you have pointed 
out, the issue as to whether or not you bring an item 
forward in legislation or whether you bring it forward in 
an appropriation bill, is, of course, a policy decision of the 
Government. I do not think I can really comment on it. I 
have only held my present position for a short while, but 
in the two supplementary Estimates I have been involved 
in myself, the $1 items are, generally speaking, to extend 
the puposes of an appropriation bill itself. In that sense, I 
have not personnally had experience with legislation in 
the appropriation bill that is not of the order of the sort 
of thing we are looking at here. 


Senator Grosart: We sometimes have an appropriation 
act going back to 1957 and earlier. 


Senator Benidickson: And no legislation. 


Mr. Osbaldeston: At the last meeting the question of 
search was raised. We will be in discussion with the 
Department of Justice to determine whether that aspect 
cannot be resolved, because in developing an office con- 
lidation or such there is no reason why the appropriation 
bill should not be searched to make sure the proper 
references are there and give the lawyers and others who 
are interested proper office consolidation. 


Senator Grosart: I will ask this final question. Is there, 
to your knowledge, any categorization of legislative for- 
mula that would separate this kind of legislation from 
the normal kind of legislation? 


Mr. Osbaldeston: I am not aware of any formula that 
one can test this question against, because I would think, 
given that the appropriation bill is an Act of Parliament, 
the question of how you legislate seems to be a matter of 
judgment in each case. 


Senator Grosart: The normal understanding in an 
appropriation act is that this is an act to appropriate 
money under an authority already given by Parliament. 
That is the normal definition of the purpose of an appro- 
priation act in the literature written on the sujbect. 
Parliament itself does not always actually appropriate 
the money in the original statutes. There is normally a 
statute on which the appropriation act relies for the 
authority to engage on a certain program and then comes 
back and asks for the money. These seem to be abnormal 
amounts in that respect. That is the point I am getting at. 


After examining them I have come up with one sugges- 
tion of a category which might be used where it is felt 
this is temporary legislation. You might say this is un- 
employment directed to a certain period, the remainder 
of this fiscal year and the next and presumably it will 
lapse. 


The Chairman: As I understand it, you are not so 
concerned about this particular $1 vote but that it refers 
back to a 1968 act. You would not be concerned if it 
referred back to a statute. 


Senator Grosart: I would not be concerned at all. I 
would say that it was a statute which has gone through 
six readings of both houses and been fully examined. 


Senator Benidickson: And all the principles and man- 
ner of administration. 


Senator Grosari: This does not apply here and this is 
my objection to this. This is why I keep asking if this is 
in a special category in the minds of those presenting 
legislation of both kinds to us. 


Mr. Osbaldeston: As to your general question, I am not 
aware of the category. In the case we have in front of us, 
of course, it is an extension of an appropriation act and 
in this case it is perhaps appropriate that it be handled 
here. As to the original vote being used in the appro- 
priation act, I think that is a question for the Govern- 
ment as to how they will legislate. 


Senator Grosart: It could be called a continuation of a 
bad habit. 


Senator Benidickson: As to the main Estimates in 1968 
with respect to both of these times, one of which is an 
operating expense and the other a loan, by means of an 
appropriation act we gave the Department of Industry, 
Trade and Commerce certain authority in these matters. In 
intervening years does the department get down to some 
estimate of what it is going to cost them in the next 
current year and put in dollars and cents an item in the 
main Estimates for the purposes we are discussing here 
today? 


Mr. Osbaldeston: Yes. In the case of the guarantees we 
co not publish a figure. In the case of the loans there is a 
figure published in the main Estimates. 


Senator Benidickson: So that next year with respect to 
loans to the footwear industry, if this thing is authorized 
to continue we can contemplate that the department will 
put in its main Estimates an item under the loan section 
indicating what it proposes to spend and what it will put 
in outlay in 1971-72 for these purposes. 


Senator Grosart: I think what Senator Benidickson is 
asking is will they put (c) and (d) in the main Estimates 
which they obviously would not, because they are (a) and 
(bo) and the others are (a) and (b). 


Senator Benidickson: I do not think they know what 
this is going to cost and it is something they had not 
decided to do at the time the main Estimates were 
printed. 


16-12-1970 


Mr. McDonald: The original appropriation act, under 
item Ll1lb, provided for a sum of money for a loan 
amount which has not been entirely used so that the 
estnesion here is to permit... 


Senator Benidickson: As to purpose. 


Mr. McDonald: Yes, they are extending the purpose, 
but the amount of money originally provided under the 
item has not been added to. 


Mr. Osbaldeston: I have some information on the back- 
ground. In the two years of operation of this GAAP 
program a total of $32.6 million worth of loans have been 
insured—no direct loans. 


Senator Benidickson: You are authorized for $100 
million. 


Mr. Osbaldeston: That is correct and no direct loans 
have been provided during that two-year period. As Mr. 
McDonald has pointed out, there is no need for new 
limits. 


The Chairman: I note that under Vote 1b there is a 
previous esiimate of 40 million odd dollars. How do you 
achieve an estimate on a guarantee 


Mr. McDonald: That was in the previous Estimates for 
the fiscal year 1970-1971. For the trade-industrial-operat- 
ing expenditures vote some $40,165,000 was provided, and 
we are showing the previous estimate. It has no reference 
though to this particular item. 


Senator Benidickson: In other words, the answer to my 
question is that if you had used up the $11 million that 
was provided in Appropriation Act No. 1 in 1968, or had 
used up with respect to loans the $8 million authority 
that was provided in Appropriation Act. No. 4 of 1968, 
then you would require in the future to put new figures 
in the main Estimates? 


Mr. Osbaldeston: That is correct or in the supplemen- 
taries if indeed this program at this point required new 
funding or extension of the limits of the funding. 


The Chairman: If there are no further questions. 


Senator Grosart: I am sorry to be persistent, but this 
point has just occurred to me. This is called the “trade- 
industrial program’. Could you give us the genesis of 
that, how this name was acquired, was it authorized by 
Parliament? 


Mr. Osbaldeston: I think I can answer that in general 
and perhaps Mr. McDonald can answer specifically on the 
main Estimate. That describes the program. As senators 
are aware, the new form of the Estimates provides for 
the programs. This program appeared in the main Esti- 
mates of 1970-71 as the trade-industrial program 
and it was then attached first as an appendix to the 
appropriation bill relative to the main Estimates. It was 
at that point that the program was given birth to, at the 
time of the 1970-71 main Estimates. I might go on fur- 
ther. Senators perhaps are aware that the form of the 
Estimates was discussed at length with the Public 
Accounts Committee. 
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Senator Grosart: I am aware of that. Not the form, but 
I am aware of the fact. I am just wondering where this 
name came from, on what page of the main Estimates. 


Mr. McDonald: On page 10-4. 


Mr. Osbaldeston: The name is, I believe, an attempt to 
be descriptive of what is contained within the program 
vote. 


Mr. McDonald: There is then a further description on 
page 10-8 of some of the objectives and activities under 
the program. 


Senator Grosart: My point is that normally we would 
expect there to be an act called the Trade-Industrial 
Programs Act. 


Mr. Osbaldeston: That is to take care of the elements, 
or the gap, within the vote. As the senator realizes, there 
are some other elements within the vote which would not 
have been contained probably within such an act. 


Tke Chairman: If there are no further questions on this 
section, we will move to Vote 7B. 


Mr. Osbaldeston: Mr. Chairman and honourable sena- 
tors, this item relates to the unemployment insurance 
benefits. It provides a supplementary benefit of 10 per 
cent of the existing UIC benefit rate, for all those draw- 
ing unemployment insurance benefit in the period Janu- 
ary 3, 1971 to June 30, 1971. As senators are aware, the 
Government’s White Paper proposes a change in the UIC 
legislation to increase the rates. Given the present situa- 
tion relative to unemployment, the Government decided 
to bring forward this item to supplement the UIC rate to 
a level which would presumably approximate the final 
decision on the UIC benefits. 


Senator Pearson: This would be the Government’s 
share of it? 


Mr. Osbaldeston: No, this is a 10 per cent supplemen- 
tary benefit paid by the Government. 


Senator Benidickson: It says that the increase is not to 
exceed 10 per cent. It does not say that it will be 10 per 
cent. You have an estimate here that the authority to go 
up to 10 per cent would be $54 million extra. I assume 
that that $54 million is based on the maximum, the 10 
per cent. 


Mr. Osbaldeston: That is correct. 


Senator Benidickson: To your knowledge has there 
been any commitment either in the committee of the 
Estimates when this was examined in the House of Com- 
mons, or in the House of Commons itself? Has there been 
any statement made by a minister to say that the 
increase will be 10 per cent, or will it be less than 10 per 
cent? 


Mr. Osbaldeston: If I just might make reference to Mr. 
Benson’s statement—certainly the commitment was not 
given there. I think that obviously the reason was that 
Parliament had not dealt with the legislation, so there 
was no commitment in Mr. Benson’s statement. I was not 
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present when the Unemployment Insurance Commission 
appeared, and Mr. Benson appeared, before the house 
committee and I cannot really answer your question. I do 
not know that a commitment was given to that level. 


Senator Benidickson: This of course does not help that 
mass of young people who probably have not got unem- 
ployment insurance entitlement this winter. This has 
been of great concern, I suppose, to all parliamentarians 
and officials. Probably the mass of that group are not 
qualified—in the group under 24 years of age. 


Mr. Oskaldeston: That is correct. There are several 
programs that were begun by the Government in this 
past summer relative employment of students. 


Senator Benidickson: But there is nothing presented yet 
with respect to winter projects for that age group. 


Mr. Osbladesion: No, there is not. It is only those 
who are eligible for UIC benefits. 


The Chairman: Are there any further questions? 
Moving on from there, I would like to ask you a question, 
Mr. Osbaldeston. In the budget speech, the Minister of 
Finance spoke of certain projects which were designated 
to increase employment or to get the economy moving 
again. I am speaking specifically of the additional $23 
million to the $60 million that was spent on federal 
capital projects; $20 million of roads to the Montreal 
International Airport; amendments to the industrial 
incentives program; ship building incentives. I wonder if 
you could tell me where those funds are provided in the 
Estimates or where they will be provided? 


Mr. Csbaldeston: In most of the cases that you referred 
to, Mr. Chairman, they are 1971-72 programs. I am think- 
ing particularly of the shipbuilding program. It is not 
anticipated that this can be put into play as a particular 
program until April 1, 1971. Obviously, it will have an 
effect on their planning in the intervening months. In the 
case of the capital programs, as you are aware, the 
federal Government initiated capital programs under the 
$60 million program earlier and therefore many of the 
federal Government programs on capital could only begin 
in 1971-72. I think the general answer to your question is 
that these new funds would appear in 1971-72 main 
Estimates. Some of these activities—without going 
through them in detail—can begin in 1970-71 and would 
be found within the existing appropriation. 


The Chairman: Let us speak specifically of the $23 
million in the budget highlights communiqué, where they 
show the $23 million as being reflected in the Govern- 
ment’s accounts for 1970-71. I do not know of any Esti- 
mate or supplementary Estimate that covers it. 


Mr. Osbaldeston: I would like to check that, if I could, 
honourable senators, because my undestanding is that 
some of these may begin in 1970-71. I do believe that 
there will be a large portion of that which would appear 
in 1971-72. I would like to check to see if I am correct on 
that. I did not bring it with me. 


' The Chairman: I note further that, in the increase in 
the unemployment insurance benefits. again the budget 


highlights show that of the $54 million that we are 
appropriating here by this supplementary Estimate, $31 
million will be spent in 1970-71 and $23 million will be 
spent in 1971-72. I wonder why we appropriate a sum in 
1970-71 that could be dealt with in the main Estimates of 
1971-72, that is, the $23 million. 


Mr. Osbaldesien: As I understand it, Mr. Chairman, the 
reason the Government proposes this is that they wish to 
assure the unemployed, the presently unemployed, as to 
the income that they would have over this period of time. 
It is true that it could be in two sections, but I think it 
would then leave the unemployed uncertain as to what 
their income would be for the period April, May and 
June. 


The Chairman: With respect, in the cases of the prov- 
inces you are appropriating $40 million of $150 million in 
this fiscal year, and $110 million in the next fiscal year. 
Are you prepared to reassure the unemployed that you 
are going to leave the provinces? 


Mr. Osbaldeston: Perhaps the provinces are more 
sophist cated in looking at these matters. I would like to 
point out that these are our Estimates, and in the case of 
the provinces they are Estimates of what is going to be 
drawn down in 1970-71 and 1971-72. I do think it is a 
question of trying to provide some assurance to the 
unemployed. 


The Chairman: There is one other point; in our last 
meeting with the Minister, and I quote from our Minutes 
of Proceedings: 

The Treasury Board undertook to provide the Com- 
mittee with a breakdown of amounts to be distribut- 
ed by provinces and by departments out of the $60 
million. They also undertook to provide a list of 
votes legislative in nature that are not $1 items. 


Do you know if those lists are forthcoming 


Mr. Osbaldeston: If they have not gone forward, I shall 
certainly see that they come forward to you today, sena- 
tor, and if they have not come forward to you, I can only 
apologize. 


The Chairman: In the programs that have been sug- 
gested here in the budget highlights and some of the 
programs we have been dealing with today, do you have 
any figures? Now we have figures on the $150 million 
fund, but I am thinking of the $60 million fund in which 
we are going to get figures, and the $23 million fund, the 
ship building assistance, the footwear assistance, the 
industrial incentives program. Do you have figures as to 
what percentage of the benefits, the total benefits that 
are being put into operation by the government to allevi- 
ate the unemployment situation that are going to the 
Province of Quebec 


Mr. Osbaldeston: Senator, in the majority of the pro- 
grams you have mentioned, the government is responsive 
to requests from industry. I have not seen estimates of 
what the requests are likely to be. I would not be at all 
certain that such estimates have been made. I could 
check that with the department under which most of 
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those programs come, the Department of Industry, Trade 
and Commerce—and here I am thinking of shipbuilding 
and footwear—to determine whether they did make such 
forward forecasts of what the likely requests are to be 
from each province. I have not myself seen them. 


The Chairman: Do you know what portion of the $60° 


million and the $23 million, which is $83 million 
altogether, is going to the Province of Quebec? 


Mr. Osbaldeston: In the case of the $60 million, we 
have undertaken to provide that breakdown and I will 
see that you do receive it. In the case of the $23 million, 
we are still working with the department in the develop- 
ment of final projects. That will be available and I could 
provide it when it is available. I would like to make my 
point clear; we collect from the departments in advance 
of this operation a rather large list of projects, and then 
as the Minister pointed out at the last meeting, we check 
each project against certain crteria such as the employ- 
ment it gives, where it falls and that sort of thing and 
then we arrive at a final list and authority to go ahead is 
then given to the department. That is the explanation, 
sir. We will have tha: when we get the final lists, and we 
will provide it. I do not think I would be too far wrong in 
saying that it is probably somewhere in the neighbour- 
hood of 45 per cent, similar to the percentage used in the 
case of the $150 million fund. 


In the case of the $60 million figure, that is correct, and 
it will appear from the figures that it is in that order. In 
the case of the $23 million, I would prefer to wait to see 
what the final breakdown is by department. I would 
anticipate it will be considerably higher than that. 


The Chairman: Higher than 45 per cent? 
Mr. Osbaldeston: Yes. 


Senator Grosart: I have a general question, Mr. Chair- 
man. I wonder if I might ask the witness if he antici- 
pates any further supplementary Estimates this year. 


Mr. Osbaldeston: Well, I am a new boy, senator, but I 
understand that there is nearly every year a demand for 
supplementary Estimates towards the end to tidy up the 
books, if for no other reason, in terms of transfer 
between allotments and things of that sort. 


Senator Grosart: I ask the question because the Sup- 
plementary Estimates (B) bring our total of supplemen- 
taries for this year to $661.1 million, the highest supple- 
mentary Estimates in any year back to 1960 according to 
Table 1, “Total Budgetary Estimates” on page xii of the 
main Estimates. The highest during that time was the 
1962 when they amounted to $282 million. In this com- 
mittee we are hopeful that there would be a trend to 
keep supplementary Estimates low, but now they are at 
their highest point for this period. This also means that 
our total Estimates for the year now of $14.4134 billion, 
which is an increase of $1.5 billion over last year which 
again is the highest increase year to year since 1960-61, 
and there has been an increase of $1.196 billion in 1969- 
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70 over the previous year. So that in effect total Govern- 
ment expenditures have now doubled in the six years 
from 1964-65. In that year the total, that is main and final 
supplementaries, was $7170.3 million. We might want to 
comment in our report in view of the statements by the 


_Economic Council and others that high Government 


spending is one of the contributory problems to our other 
problem of inflaton. We are back into very, very greatly 
increased Government spending this year. I am not being 
critical in saying that. 


The Chairman: If I might just comment on your 
remark on the supplementary Estimates, one of the rea- 
sons for the increase in the amount of the two supple- 
mentary Estimates that we have had has been a shift in 
Government policy to overcome a massive unemployment 
situation. 


Senator Grosart: There are always reasons, Mr. Chair- 
man. We have never had an increase, whether great or 
small, uniess there was a reason. I am not discussing this 
politically at the moment, I am merely saying that that is 
the fact before this committee, which is the National 
Finance Committee, and I think we should take note of 
these things. I am not saying it in any way critically at 
all. 


Mr. Osbaldeston: Mr. Chairman, may I comment on the 
figures that the honourable senator has quoted? They are, 
of course, correct, but there has been one change this 
year which adjusts your figures slightly and that is that 
we showed in the Supplementary Estimates (A) the statu- 
tory amount of $200 million which has not been shown in 
previous years. In effect we have updated the forecast for 
the statutory amount which in effect has not been done 
in previous years. 


Senator Grosari: I am very glad you called that to my 
attention because otherwise I would have forgotten it. 
That would subtract $200 million making it somewhere 
in the neighbourhood of $400 million which is still higher 
than any year back to 1964. 


Mr. Osbaldeston: In 1966-67, senator, the supplemen- 
tary Estimates gross tabled amounted to $607 million and 
the final was $2,367 million, but the gross tabled during 
the year was $607 million, and in 1965-66 the gross was 
$426 million. 


Senator Grosart: I am sorry, I was quoting the final 
supplementary figures and not the total during the year. I 
will withdraw that statement. It may also apply to my 
Table 1 comparisons. 


The Chairman: Any further questions? 


The procedure we follow, honourable senators, is to 
make a report on Supplementary Estimates (B) to the 
Senate. The report on Supplementary Estimates (A) is 
now tabled in the Senate and should be dealt with this 
afternoon. Is it your wish that you leave the report on 
Supplementary Estimates (B) in the hands of your chair- 
man and the Steering Committee? 
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Hon. Senators: Agreed. Mr. Osbaldeston and Mr. McDonald for giving of their 
time to us and for being so willing to answer our 


The Chairman: Honourable Senators, if there are no questions. 
further questions, on your behalf I would like to thank The Committee adjourned. 
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Order of Reference 


Extract from the Minutes of the Proceedings of the 
Senate of Wednesday, March 10th, 1971. 


“With leave of the Senate, 
The Honourable Senator Smith moved, seconded 
by the Honourable Senator Urquhart: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures set out in the Supplementary Es- 
timates (C) laid before Parliament for the fiscal year 
ending the 31st March, 1971. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate 
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Minutes of Proceedings 


Thursday, March 18, 1971 
(3) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day 
at 10:00 a.m. to consider the Supplementary Estimates 
(C) laid before Parliament for the fiscal year ending 
March 31st, 1971. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Desruisseaux, Flynn, Grosart, McDonald, 
Pearson, Phillips and Sparrow. (9) 


Also present but not of the Committee: The Honourable 
Senators Connolly (Ottawa West) and Smith. 


In attendance: Mr. E. Russell Hopkins, Law Clerk and 
Parliamentary Counsel. 


It was resolved that 800 copies in English and 300 
copies in French of these proceedings be printed. 


Witnesses from the Treasury Board: 
The Honourable C. M. Drury, President; 
Mr. G. F. Osbaldeston, Deputy Secretary (Program 
Branch) ; 


Mr. B. A. MacDonald, Director General, Budget 
Coordination. 


It was resolved to print Appendix “A’—Breakdown 
by Departments of $60 million in 1970-71 Supplementary 
Estimates (A) as well as the breakdown by Region 
of Canada re: unemployment, to these proceedings. 


It was also resolved to print as an addendum to these 
minutes: Explanation of the $1.00 items of the Supple- 
mentary Estimates (C) 1970-71. 


At 11:55 a.m. the Chairman vacated the Chair. 


On motion of the Honourable Senator Pearson, the 
Honourable Senator Desruisseaux was elected Acting 
Chairman. 


At 12:05 p.m. the Committee adjourned to the call of 
the Chairman. 


ATTEST: 
Gérard Lemire, 
Clerk of the Committee. 


Report of the Committee 


Thursday, 18th March, 1971. 


The Standing Senate Committee on National Finance, 
to which were referred the Suplementary Estimates 
(C) for the fiscal year ending March 31, 1971, has in 
obedience to the order of reference of Wednesday, 10th 
March, 1971, examined the said Supplementary Estimates 
and reports as follows: 


1. Your Committee has examined the said Supple- 
mentary Estimates (C) and has heard evidence thereon 
from the Honourable C. M. Drury, President of the 
Treasury Board, Mr. G. Osbaldeston, Deputy Secretary, 
Programs Branch, Treasury Board, and Mr. B. A. Mac- 
Donald, Director General, Budget Co-ordination, Treas- 
ury Board. 


2. The said Supplementary Estimates (C) provide for 
total expenditures for which Parliament will be asked 
to provide funds of $29,914,877, statutory expenditures 
of $43,036,000 and loans, investments and advances in 
the amount of $268,571,692. This brings the total of the 
Main and Supplementary Estimates for the fiscal year 
ending March 31, 1971 to $14,531,986,886 of which $13,- 
470,600,000 is for budgetary item and $1,061,300,000 is 
for loans, investments and advances. 


3. The Minister enunciated the following rules used 
by the Treasury Board to limit the use of dollar items 
in the Appropriation Acts to amend other legislative 
enactments: 


(a) to alter financial limitations imposed by legislation 
or by previous Estimates (as an example, an in- 
crease in the maximum amount which may be 
loaned by C.M.H.C. for housing purposes) ; 


(b) to alter time limitations imposed by legislation 
or by previous Estimates (an example of this 
was the change in the termination date of the 
Trans-Canada Highway Program); 


(c) to extend the application of legislation to persons 
not covered by the legislation so as to authorize 
the making of payments to such persons in ac- 
cordance with the substance and purposes of the 
legislation (for example, authority to make pay- 
ments under the Government Employees’ Com- 
pensation Act to similar employees of Dosco 
suffering from silicosis); 


(d) to amend legislation originally approved through 
broadening the scope of a Revolving Fund, 
items in the Estimates or the Appropriation Fund, 


itself established by an Appropriation Act; and 


(e) to effect transfer of available funds to votes 
where additional funds are required. 


4. Your Committee was provided with the explan- 
ation of certain items in the said Supplementary Esti- 
mates (C). These items have been grouped in the follow- 
ing categories: 

(a) Items authorizing transfers from one vote to 
another within a Ministry to meet certain in- 
creased costs or additional expenditures to be 
incurred. These items consist of 19 items for $1 
and 5 others. This listing includes 9 items, includ- 
ing 7 $1 items which appear in other sections. 

(b) $1 items which require listing in Estimates in 
order to secure approval of certain grants and 
contributions. This listing includes 4 items which 
are also listed in other sections. 

(c) Items which are legislative in nature, consisting 
of 17 items for $1 and 9 other items which also 
request additional sums for various purposes. 
This listing includes 5 items, including 3 $1 items 
which appear in other sections. 


5. Two of the items contained in summary (c) of 
the previous paragraph, being Votes 10C and 35C, have 
been withdrawn by the Treasury Board. Vote 10C was 
to authorize the payment of increased War Veterans 
Allowances and Civilian War Allowances effective April 
1, 1971. Vote 35C was to authorize legislative changes 
required as a result of the increased pension benefits 
to ex-members of the Armed Forces or their dependents. 


6. Your Committee has noted that in several ex- 
planations in these Supplementary Estimates (C) ex- 
penditures are lumped under one heading and suggests 
that wherever possible such expenditures be broken 
down into their constituent elements. 


Respectfully submitted. 
D. D. EVERETT, 


Chairman. 
ADDENDUM 
EXPLANATION OF CERTAIN ITEMS 
SUPPLEMENTARY ESTIMATES (C), 1970-71 
SUMMARY 


The items in these Estimates have been grouped in 
the attached according to purpose. 


A Items authorizing transfers from one vote to 
another within a ministry to meet certain increased 
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costs or additional expenditures to be incurred (24 
items). 

B One dollar items which require listing in Es- 
timates in order to secure approval of grants and 
contribution (6 items) 

C Items which are legislative in nature (26 items) 


Estimates Division, 
March, 1971 
71-16 


SECTION A 


Items authorizing transfers from one vote to another 
within a ministry to meet certain increased costs or ad- 
ditional expenditures to be incurred (24 items). These 
items consist of 19 items for one dollar and 5 others. 
This listing includes 9 items including seven one dollar 
items which appear in other sections. 


ENERGY, MINES AND RESOURCES 

Vote 20c—Amount of transfer to this Vote $485,999. 
Purpose—A further $486,000 is required to: 
(a) Provide for the purchase of equipment and 
machinery by the Water Quality Division to equip 
the Sewage Treatment Pilot Plant at the Canada 
Centre for Inland Water. Due to unforeseen demands 
for water quality studies and analysis, the completion 
date for this Plant was advanced one year. Funds 
were consequently not included in the Estimates for 
the equipment required—$334,000. 
(b) Purchase equipment ($152,000) required for the 
completion of the following three main projects now 
underway within the Hydrological Sciences Division: 

(i) Ice thickness measurements; 

Gi) Oil contamination studies; and 

Gii) Ice Science Laboratory 


Source of Funds—Vote 25 ($485,999)—Due to en- 
gineering problems and the renegotiations of timing 
and cost-sharing formulae, certain payments have had 
to be delayed for Federal-Provincial Water Control 
Works. 


EXTERNAL AFFAIRS 

Vote 5c—Amount of transfer to this Vote $1,599,999. 

Purpose—To provide for the construction and acquisi- 
tion of various buildings in Hong Kong, Madrid, and 
New Delhi; for the commencement of design work for 
a new Chancery in Brazilia and miscellaneous property 
acquisitions. 

Source of Funds—Vote 10—($1,599,999)—It is expect- 
ed that the following grants totaling $1,750,000 will 
not be required in the current year because of: 


(1) A grant was provided in the Estimates to assist 
in defraying costs of accommodation for the Inter- 
national Civil Aviation Organization. The payment 
of this grant of $1,000,000 hinges upon this Organiza- 
tion moving to a new and larger headquarters build- 
ing in Montreal. This move has not yet taken place. 
(2) No expenditures are now anticipated in the cur- 
rent year under the grant provided for defence sup- 


port assistance to Greece and Turkey because 
agreement has not been reached on the form of 
assistance—$750,000. 


INDIAN AFFAIRS AND NORTHERN DEVELOPMENT 


Vote 1c—Amount of transfer to this Vote $99,999. 

Purpose—A further $100,000 is required by the 
Technical Services Branch. This Branch was establish- 
ed effective April 1, 1969 to provide departmental 
engineering and architectural services and functional 
direction of materiel management. In preparing the 
1970-71 Budget certain expenditures for salaries, and 
associated costs previously borne by other branches, 
were not provided for. 

Source of Funds—Vote 5 ($99,999)—Funds are avail- 
able from operating expenditures as a result of cer- 
tain under-expenditures for salaries due to staff vacan- 
cies and an under-utilization of manpower. 

Vote 25c (Also listed in Section C) Amount of trans- 
fer to this Vote $300,000. 

Purpose—An additional amount of $475,000 is re- 
quested to cover the cost of forest fire fighting in the 
Northwest Territories. Approval is requested in these 
Estimates for $175,000 to supplement this transfer. 

Source of Funds—Vote 5 ($300,000)—Forecasts of 
grants and contributions to fairs, other organizations 
and individuals to promote agriculture, handicrafts 
and economic enterprises indicate an under expendi- 
ture. 

Vote 65c—Amount of transfer to this Vote $50,000. 

Purpose—To finance a study to be undertaken by the 
Canadian Wildlife Service on the prevention, reduction 
or control of environmental degradation as it relates 
to Wildlife and ecosystem preservation in the North. 

Source of Funds—Vote 35 ($50,000)—Forecasts of 
grants for northern research and for northern scienti- 
fic expeditions indicate an under expenditure. 


INDUSTRY, TRADE AND COMMERCE 


Vote 23c (Also listed in Section C)—Amount of 
transfer to this Vote $249,999. 


Purpose—To provide for the reimbursement of the 
Canadian Wheat Board for payments to producers of 
soft white spring wheat. 

Source of Funds—Vote 5 ($249,999) Credit subsidies 
on wheat sales to developing countries will be less 
than expected. 


MANPOWER AND IMMIGRATION 


Vote 5c (Also listed in Section C)—Amount of trans- 
fer to this Vote $7,500,000. 


Purpose—To finance the purchase of additional train- 
ing courses (both academic and skilled) through pro- 
vincial authorities. 

Source of Funds—Vote 10 ($7,500,000)—The costs of 
the Canadian Manpower Training Program are repre- 
sented by two elements: course costs and Training 
Allowances. Each element is based on a forecast of the 
activity anticipated for the following fiscal year. 
Throughout that year, as the particular economic 

situation unfolds, it may become necessary to read- 
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just the allocated funds between the two elements. As 
a result of the current years experience a transfer of 
the elements is required. 


NATIONAL DEFENCE 


Vote 5c (Also listed in Section C)—Amount of trans- 
fer to this Vote $1,099,999. 

Purpose 

(a) To finance the clean up operations in connection 

with the oil leakage attributable to the oil tanker 

“Arrow”. The out-of-pocket expenses of the Depart- 

ment cannot be recovered until the involved claims 

procedure against the tanker operators is settled— 

$500,000. 

(b) To finance the activities of the Canadian Forces 

outside the Province of Quebec following the procla- 

mation of the War Measures Act. These costs do not 

include pay and allowances for the Forces. 

Source of Funds—Vote 10 ($1,099,999)—Funds are 
available due to unforeseen delays in the acquisition of 
capital equipment for the Canadian Forces. 


Vote 30c—Amount of transfer to this Vote $107,999. 

Purpose—A sum of $108,000 is required for the pro- 
curement of low range meters for the National Radio- 
logical Defence Monitoring System which is operated 
in cooperation with the Provinces and Municipalities. 
These meters are capable of measuring the rate of 
radiation dosage. 
Source of Funds—Vote 1 ($107,999)—Funds are avail- 
able as a result of staff vacancies. 


NATIONAL HEALTH AND WELFARE 


Vote 1c—Amount of transfer to this Vote $454,999. 


Purpose—An additional sum of $455,000 is required 
for the following purposes: 


(1) To provide for cost of research contracts, payroll 
costs and travelling expenses for the remainder of 
the current fiscal year in connection with the LeDain 
Commission of Inquiry into the Non-Medical Use of 
Drugs—$250,000. 

(2) To cover the costs involved in the reorganization 

of the office of the Deputy Minister of National 

Health—$20,000. 

(3) Additional costs have been incurred as the result 

of increased administrative workload created by the 

Interim Report on the LeDain Commission; the White 

Paper on Income Security; Studies on Alienation; 

Bilingualism and Personnel Management Systems— 

$185,000. 

Source of Funds—Vote 20 ($454,999)—Due to in- 
creased recoveries of hospital costs from Provincial 
Hospital Insurance Plans, revenues are higher than was 
anticipated. 


Vote 30c—Amount of transfer to this Vote $536,999. 


Purpose—To provide for the additional costs in- 
curred because of the increased workload resulting 
from the changes in the Old Age Security and Guaran- 
teed Income Supplement legislation recently approved 
by Parliament. 
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Source of Funds—Vote 20 ($103,999)—Due to in- 
creased recoveries of hospital costs from Provincial 
Hospital Insurance Plans, revenues are higher than 
was anticipated. 

—Vote 35 ($433,000)—As a result of a lower rate of 
immigration in 1970 the forecast payments for Family 
Assistance with respect to children of immigrants and 
settlers will be less than was expected. 


SECRETARY OF STATE 


Vote 1c—Amount of transfers to this Vote $177,999. 

Purpose—To provide for the increased costs incurred 
in connection with the Committee on Youth ($74,000), 
departmental travel expenses, supplies, etc. 

Source of Funds—Vote 5 ($109,500)—Due to delays in 
developing the Bilingual Districts Advisory Board. 

—Vote 10 ($68,499)—Grants for language research 
will be less than expected. 


Vote 15c—Amount of transfer to this Vote $41,500 
and approval of an additional sum of $670,000. 

Purpose—To provide an additional sum of $711,500 
to cover the cost of two royal tours (1970—$620,000 and 
1971—$50,000), costs of two cultural conferences 
($20,000), monitoring expenses of the Edmonton educa- 
tional television ($14,000) and other minor increased 
costs. Approval is requested for an additional $670,000 
to supplement the transfer of $41,500. 


Source of Funds—Vote 5 ($41,500)—Due to delays in 
developing the Bilingual District Advisory Board. 


Vote 20c (Also listed in Section B)—Amount of 
transfer to this Vote $49,999. 


Purpose—A further grant of $50,000 is requested to 
assist with the annual operating expenses of the 
Fathers of Confederation Memorial Trust Building in 
Charlottetown. A sum of $175,000 was provided in 
previous Estimates for this purpose. 


Source of Funds—Vote 5 ($49,999)—-Due to delays in 
developing the Bilingual Advisory Board. 


Vote 25c—Amount of transfer to this Vote $29,999. 


Purpose—To provide for the cost of studies carried 
out on Post-Secondary Education by the Association 
of Universities and Colleges in Canada ($10,060), the 
cost of a survey on financial assistance extended to 
post-secondary students ($11,000) and the cost of 
consultants retained by the Branch ($9,000). 


Souree of Funds—Vote 5 ($29,999)—Funds are 
available due to staff vacancies. 


Vote 30c—Amount of transfer to this Vote $119,999. 

Purpose—To cover increased administrative expenses 
in the Translation Bureau due to the general increase 
in the activities of the Branch as well as costs 
associated with the recruitment campaign for transla- 
tors. 

Source of Funds—Vote 5 ($119,989)—Funds are avail- 
able as a result of forecast under expenditures for 
Bilingualism Development due to staff vacancies, delays 
in developing Bilingual Districts Advisory Board and 
reduced costs for contractual summer language training 
for students. 
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Vote 35c (Also listed in Section B)—Amount of 
transfer to this Vote $324,999. 

Purpose—Additional funds are required for the 
following purposes: 

(1) To cover the costs incurred by the Department 

of National Defence in providing hostels for transient 

use during 1970—$58,000. 

(2) To assist ethnic cultural groups and disadvantaged 

segments of the population—$53,000. 

(3) To assist Indian Friendship centres in urban 

areas and citizen groups concerned with native 

people—$70,000. 

(4) To provide grants of up to $138,000 to alienated 

and disadvantaged groups and a further $6,000 to 

cover the cost of a small Secretariat to the Ad Hoc 

Interdepartmental Committee on Financial Assis- 

tance to Voluntary Organizations—$144,000. 

Source of Funds—Vote 10 ($324,999)—Grants for 
language research will be less than expected. 


SOLICITOR GENERAL—CORRECTIONAL SERVICES 

Vote 15c (Also listed in Section B)—Amount of 
transfer to this Vote $574,999. 

Purpose—To provide for further payments to 
provincial and private After-Care agencies for the 
provision of case preparation and parole supervision 
under contract ($500,000) and for additional grants 
($75,000) to these agencies for residential services. 

Source of Funds—Vote 10 (574,999)—Due to delays 
in completing the design of the Maximum Security 
Institution at Mission, British Columbia. 


ROYAL CANADIAN MOUNTED POLICE 
Vote 25c—Amount of transfer to this Vote $899,998. 


Purpose—To provide for increased costs incurred in 
the provision of police services under contract ($590,- 
000), increased motor vehicle costs as the result of 
the withdrawal of the fleet discount by major manu- 
facturers and increased costs of vehicles in 1970 
($130,000) and the purchase of 3 spare aircraft engines 
($180,000). 


Source of Funds—Vote 10 ($899,998)—Due to the 
delay in the design of the Maximum Security Institu- 
tion, the construction of certain anciliary facilities 
must be delayed. 


SUPPLY AND SERVICES—CANADIAN ARSENALS 
LIMITED 


Vote 15c—Amount of transfer to this Vote $680,000. 
Purpose—To assist in covering the operating deficit 
of the Corporation for 1970-71 of $1,202,000. 


Source of Funds—Vote 5 ($680,000)—Anticipated 
under expenditures in the Supply Program ($506,000) 


Purpose—Additions funds are requested to provide 
for the following: 
(1) To meet the cost of oil clean up following the 
sinking of the oil barge “Irving Whale”—$308,000. 
(2) To provide a grant to the Fraser River Harbour 
Commission for demolition of a grain elevator and 
wharf—$558,987. 
(3) Additional funds required for the maintenance 
and upkeep of the Coast Guard College—$298,450. 
(4) Additional sums are required to cover the opera- 
tion and maintenance of a former RCMP vessel 
assigned to search and rescue activities—$167,000. 
(5) To provide for the cost of a formal inquiry into 
the grounding of the “Arrow”’—$185,000. 
Source of Funds—Vote 10 ($1,218,986)—Funds are 
available because of deferral of several projects. 


—Vote 35 ($298,450)—Funds originally provided under 
Air Services Operating Expenditures for the Coast 
Guard College will not be required as the result of 
the College now being the responsibility of the Marine 
Services. 


Vote 20c—Amount of transfer to this Vote $424,999. 

Purpose—Due to the loss of the rail car ferry 
“Patrick Morris” in April, 1970 charter arrangements 
have had to be made to provide the freight capacity 
needed ($425,000). 

Source of Funds—Vote 30 (424,999) —Expenditures 
for grants in aid of urban transportation research are 
less than was expected. 


VETERANS AFFAIRS 


Vote 15c (Also listed in Section C)—Amount of 
transfer to this Vote $49,999. 

Purpose—To reimburse the Vetcraft Revolding Fund 
for accumulated operating loss of the Vetcraft Manu- 
facturing Operation to March 31, 1971. 

Source of Funds—Vote 35 (49,999)—Anticipated 
expenditures for the implementation of the White 
Paper proposals will be less than expected due to the 
late implementation of the proposals. 


Vote 45c—Amount of transfer to this Vote $379,999. 


Purpose—Additional funds are required to carry out 
renovations to the Ste. Anne’s Hospital Mental infirm- 


ary at Ste. Anne de Bellevue, Province of Quebec. 


Source of Funds—Vote 35 (379,999) —Anticipated 
expenditures for the implementation of White Paper 
proposals will be less than expected due to the late 
implementation of the proposals. 


SECTION B 


$1 items which require listing in estimates in order 


and the release of the reserve set up to the finance to secure approval of certain grants and contribution 
purchase consolidation within the Department ($174,- (6 items). This listing includes four items which are 
000). listed in other sections. 


TRANSPORT ENERGY, MINES & RESOURCES 
Vote 5c (Also listed in Section B)—Amount of Vote 5c—To authorize a grant of $2,000. 
transfer to this Vote $1,517,436. Explanation—It is proposed to assist the Canadian 
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National Committee of the World Mining Congress 

in defraying the expenses of its Committee Secretariat. 
Source of Funds—Vote 5—It is planned to use funds 

originally provided for operating expenditures. 


EXTERNAL AFFAIRS 


Vote 10c—To authorize grants and contribution as 
detailed in the Estimates for a total of $28,380. 


Explanation—The grants and contribution consist of 
(1) A payment of $5,050 to assist with the support 
of the Association of Canadian Studies in the United 
States Academic institutions. This Association fosters 
the development of a wider knowledge and under- 
standing of Canada thoughout the United States. 
(2) A payment of $20,000 is proposed to assist with 
the support of the International Commission of 
Jurists. This one-time grant is required to assist 
in maintaining the Commission until permanent 
financing is found. The Commission was previously 
almost completely supported by the Ford Founda- 
tion. This Foundation has terminated support of 
such permanent in nature organizations. 


(3) A contribution of $3,330 to cover Canada’s 
share of the first assessment to the United Nations 
International Conventions on the Elimination of 
Racial Discrimination. Canada is one of 43 states 
sharing in the cost of this Commission. 


Source of Funds—Vote 10—A grant previously ap- 
proved for the International Civil Association Orga- 
nization to cover the cost of new accommodation, 
will not be required since the move to the new and 
larger headquarters has been delayed. 


SECRETARY OF STATE 


Vote 20c (also listed in Section A)—To authorize an 
additional grant of $50,000. 

Explanation—An increase of $50,000 is proposed in 
the sustaining grant to the Father of Confederation 
Memorial Trust to cover operating deficits. A grant of 
$175,000 has already been paid to assist in the opera- 
tion of the Centre. 

Source of Funds—Vote 5 ($49,999)—Due to delays 
in developing the Bilingual Districts Advisory Board. 


Vote 35c (also listed in Section A)—To authorize 
grants as detailed in the Estimates of $261,000. 
Explanation—Payments are requested for the fol- 
lowing purposes: 
(1) It is proposed to assist certain organizations of 
ethnic cultural groups and disadvantaged segments 
of the population whose aim is to assist ethnic minor- 
ities to adjust to Canadian life—$53,000. 
(2) A further amount is requested to assist in the 
financing of Indian Friendship Centres in urban 
areas and citizens groups concerned with native 
people. With the increased numbers of individuals 
of Indian ancestry moving to urban areas, greater 
use is being made of these facilities than was 
expected—$70,000. 
(3) Additional funds are to be made available to 
meet the numerous requests from voluntary organ- 
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izations for financial assistance. A sum of $213,000 

has already been provided in previous Estimates for 

this purpose—$138,000. 

Source of Funds—Vote 10—Due to delays encounter- 
ed in the establishment of the “Language Research 
Council” funds are available for transfer. 


SOLICITOR GENERAL—CORRECTIONAL SERVICES 


Vote 15c (also listed in Section A)—To authorize a 
further grant of $75,000. 


Explanation—A sum of $165,000 was originally pro- 
vided in Estimates to assist After-Care Agencies, how- 
ever, due to increased costs of residential services a 
further sum is required. 

Source of Funds—Vote 10—Delays have been en- 
countered in finalizing the design of the maximum 
security institution at Mission, B.C. 


TRANSPORT 


Vote 5c (also listed in Section A)—To authorize a 
grant of $55,987. 


Explanation—It is proposed to assist the Fraser 
River Harbour Commission financially with the demo- 
lition of a grain elevator, ($179,987), and the rehabili- 
tation of a grain wharf. 


Source of Funds—Vote 10—Funds are available to 
the deferral of several Marine Services capital projects. 


SECTION C 


Items which are legislative in nature (26 items). Con- 
sisting of 17 items for one dollar, and 9 other items 
which also request additional sums for various purposes. 
This listing, includes 5 items, including 3 one dollar items, 
which appear in other sections. 


AGRICULTURE 


Vote 15c—To authorize an extension to the vote 
wording so as to permit the implementation of a new 
Grassland Incentive Program and to extend the pur- 
poses of the LIFT Program Reserve Account. 


Explanation—This extension is proposed to permit 
the implementation of a new Grassland Incentive Pro- 
gram and to authorize the use of unspent funds from 
the non-lapsing Reserve created under the LIFT Pro- 
gram for the making of payments to farmers under 
this program. 


ENERGY, MINES AND RESOURCES—ATOMIC ENER- 
GY OF CANADA LTD. 


Vote L55c—To authorize the extension of the original 
vote wording to permit the use of loan monies for the 
manufacture of heavy water. 

Explanation—The present vote wording provides for 
the purchase only of heavy water for lease or resale to 
Canadian and foreign users. It is proposed to extend 
the loan authorization to permit the funds to be used 
for the manufacture as well as for the purchase of 
heavy water for resale or lease to Canadian or foreign 
users of heavy water. 
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EXTERNAL AFFAIRS 


Vote Lilc—To authorize the increase of $4,000,000 
in the limit of accounts outstanding at any time under 
the special account esetablished for the financing of 
employees and posts abroad and to revise the purpose 
of this account so as to limit it to the making of 
advances to posts only. 

Explanation—Due to the integration of Suppor Ser- 
vices for foreign operations under the Department of 
External Affairs and the proposed creation of a new 
working capital advance account (Vote L12c) certain 
changes are required in the existing special account: 

(1) It is proposed to increase the statutory limit from 

$3,000,000 to $7,000,000 in order to permit the amal- 

gamation of all previous advances of all departments 
for the financing of posts under the Department of 

External Affairs. 

(2) The present Account includes authority for the 

making of advances to employees on posting and 

during service abroad. This authority is to be 
transferred to a proposed new working capital 
advance. The existing advance account is to be 
restricted to the making of advances to posts only. 


Vote L12c—To authorize the creation of a Working 
Capital Advance during the current and subsequent 
fiscal years of $1,300,000. 


Explanation—It is proposed to create a separate 
Working Capital Advance account to provide for the 
making of loans and advances to employees posted 
abroad and to authorize the provision of recoverable 
advances to other government departments to enable 
them to make loans and advances to their employees 
posted abroad. The creation of this account will permit 
the regularization and centralization under the Depart- 
ment of External Affairs of the legislative authority 
required for the making of these loans, while still 
permitting the control of administration and repay- 
ment of the loans and advances to remain with 
individual departments. 


FINANCE 


Vote 7c-—To authorize the extension of the Establish- 
ed Programs (Interim Arrangements) Act covering 
special welfare and health grants, and hospital in- 
surance to the Province of Quebec for a further period 
of 24 months. 


Explanation—The Act covering Special Welfare and 
Health grants expired March 31, 1970, and the Hospital 
Insurance December 31, 1970. Authority is requested 
to extend this Act for a further 2 year period from 
the date of expiration. 


Vote L13c—To authorize not only the establishment 
of a revised special program to provide loans to 
provinces, provincial agencies and municipalities during 
the current and subsequent fiscal year, but also for 
the repeal of the present Special Program. 

Explanation—This vote provides for the repeal of the 
special program created under Vote L12b of Supple- 
mentary Estimates (b), 1970-71 and its replacement 
with a proposed program which provides for an in- 
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crease of $10,000,000 in the amount of loans to be 
made available. The new special program also extends 
the availability of loans to municipalities within the 
various provinces as well as setting the maximum 
amounts for each province. 


FISHERIES & FORESTRY 


Vote 5c—To authorize the extension of Vote 5 to 
include for the current and subsequent fiscal year 
authority for the purchase and disposal of commercial 
fishing vessels. 

Explanation—In addition to the voting of money for 
the continuation of the program, authority only is re- 
quested for the purchase and disposal of fish vessels. 


INDIAN AFFAIRS & NORTHERN DEVELOPMENT 


Vote 5c—Authority is requested to delete certain 
accounts due amounting to $8,183.24. 


Explanation—It is proposed to waive collection from 
the Kahkewistakaw Indian band of land rental. 


Vote 25c (also listed in Section A)—Authority is re- 
quested to extend the purposes of Vote 25 and to 
authorize the entering into of an agreement with the 
Government of the Northwest Territories for the 
transfer of certain responsibilities to the Northwest 
Territories. 


Explanation—Authority is requested for the follow- 
ing purposes: 

(1) To permit the entering into of an agreement to 
provide for the continuation of the transfer to the 
Government of the Northwest Territories of the 
responsibilities for Provincial-type activities and 
functions (education, etc.) which were previously 
carried out through the Department of Indian Affairs 
and Northern Development. Authority is also in- 
cluded within this agreement for the transfer of 
maintenance, operation and management of buildings, 
works and installations in the Northwest Territory 
as well as the management of continuing leases, 
contracts and agreements entered into by the Minis- 
ter of Indian Affairs in respect of activities or por- 
tions thereof transferred to the administration of 
the Government of the Northwest Territories. The 
transfer of the operation of the facilities was affected 
on April 1, 1969 in the Mackenzie district and April, 
1970 in the Eastern Arctic, however, the transfer of 
‘title to these properties was delayed due to lack 
of definitive property surveys. 

(2) To provide for the transfer of responsibility for 
collection and retention of rents and revenues in the 
Mackenzie district and the Frobisher Bay Develop- 
ment Complex in the current and subsequent fiscal 
years, as well as the collection and retention of 
rents and revenues in the Arctic district for sub- 
sequent fiscal years. 


INDUSTRY, TRADE & COMMERCE 


Vote 23c (also listed in Section A)—To authorize the 
making of payments to soft spring wheat producers by 
the Canadian Wheat Board. 

Explanation—The extension of the vote is required 
to enable the Canadian Wheat Board to distribute to 
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producers of soft white spring wheat a sum equal to 
the surplus in the accounts of the Canadian Wheat 
Board arising from the operations in soft white spring 
wheat for the crop year 1968-1969 for a total of 
$250,000. 


LABOUR 


Vote 1c—To authorize an increase in the permanent 
disability compensation rates for 8 former federal em- 
ployees who were disabled in Newfoundland and Prince 
Edward Island prior to 1956. 

Explanation—A legislative item is required to 
authorize a revision in the permanent disability rates 
in the provinces of Newfoundiand and Prince Edward 
Island so as to provide for the payment of these 
increased rates as if the injuries had occurred since 
1956. In 1956 all provincial Workmen’s Compensation 
Boards increased their permanent disability rates to 
75%; and, except for these two provinces, provided for 
all pre-existing awards. 


MANPOWER & IMMIGRATION 


Vote 5C (also listed in Section A)—It is proposed 
to revise the present vote wording to authorize an 
amendment to the Occupational Training of Adults 
Act and to secure approval of an additional $641,100. 

Explanation—Authority is requested to amend the 
Occupational Training of Adults Act so as to enable 
the Department to reimburse the provinces for certain 
administrative costs arising out of provincial supervi- 
sion of arrangements for the Training-in-Industry 
Program. 


NATIONAL DEFENCE 


Vote 5C (also listed in Section A)—To authorize 
an extension of the purposes of this vote to provide 
for the deletion from the accounts of certain claims. 

Explanation—It is proposed to write off debts due 
the Crown in respect of a former employee as well 
as funds confiscated by the Japanese during World 
War II. 


NATIONAL REVENUE—CUSTOMS & EXCISE 


Vote 1C—To authorize an extension to Vote 1 to 
provide for the reimbursement of the Customs and 
Excise Working Capital Advance Account and the 
deletion of certain debts. 

Explanation—Authority is requested to write off a 
deficit in the Working Capital Advance Account and to 
reimburse the Account for the value of tobacco excise 
stamps and surplus spirit age labels. These stamps 
were rendered obsolete as a result of the reduction 
in the number of sizes and the need to make stamps 
bilingual. 


PRIVY COUNCIL—CENTRAL MORTGAGE & 
HOUSING CORPORATION 


Vote L1I6C—To authorize an increase from 6.1 to 
8.0 billion dollars in the aggregate amount to be 
advanced for the making of loans. 
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Explanation—An increase of 1.9 billion dollars is 
requested in the aggregate amount to be advanced 
under the National Housing Act for low rental housing 
projects, public housing projects, home ownership and 
rental housing projects, and to reimburse the Cor- 
poration for losses sustained in respect of loans made 
for low rental housing or public housing projects. 
It is estimated that the new ceiling will be sufficient 
to carry through to the end of the calendar year 1973. 


Vote L17C—To authorize an increase in the statu- 
tory ceiling by one billion dollars. 

Explanation—Authority is requested to provide an 
additional one billion dollars of insurable loans under 
the National Housing Act. It is estimated that this 
increase will be sufficient for the period ending 
December 31, 1973. 


SECRETARY OF STATE—NATIONAL LIBRARY 


Vote 85C—To authorize an increase of $35,000 in 
the amount of payment to the National Library 
Purchase Account. 


Explanation—An increase of $35,000 is requested 
for the purchase of additional books for the Library. 


NATIONAL MUSEUMS OF CANADA 


Vote 90C—Authority is requested do not only 
increase the statutory limit of the National Museums 
Purchase Account by $116,000, but also to provide 
the additional funds required. 

Explanation—The increase of $116,000 is requested 
to enable the National Museum of Canada to purchase 
items selected by the National Gallery of Canada from 
the Manoir Richelieu collection of Canadiana. 


PUBLIC ARCHIVES 


Vote L97C—To authorize an increase of $30,000 in 
the working capital within the Central Microfilm Unit 
Revolving Fund. 

Explanation—An increase is required because of an 
anticipated increase in the volume of work to be 
processed and the increased value of work in process 
due to the recovery of full costs through user charges. 


SOLICITOR GENERAL—ROYAL CANADIAN 
MOUNTED POLICE 


Vote 20C—To authorize the deletion of certain debts. 


Explanation—To delete a claim against a former 
member of the Force resulting from an automobile 
accident. 


SUPPLY & SERVICES 


Vote 5C—Approval is requested to reimburse the 
Supply Service Revolving Fund and to reimburse 
the Defence Production Revolving Fund. 

Explanation—Approval is requested to: 

(1) Reimburse the Supply Service Revolving Fund 

for inventory losses and the value of stores excess to 

requirements or obsolete declared surplus in the 
fiscal year 1969-70 in the amount of $50,013. 
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(2) To reimburse the Defence Production Revolving 
Fund for net losses on sale and disposal of stocked 
strategic materials in the amount of $104,064. 


Vote L6C—To authorize the consolidation of the 
Publishing Working Capital Advance and the Canadian 
Government Printing Bureau Revolving Fund as well 
as increasing the statutory limit by $1,000,000. 


Explanation—The proposed consolidation of the 
working capital advance and the Revolving Fund will 
simplify the financial system of the Printing Bureau by 
replacing two funds by one. Previously the Revolving 
Fund had provided for printing specialists advice on 
printing, inspection, and distribution and mailing while 
the working capital advance provided for the payment 
of contractors invoices. These will all now be within 
the Revolving Fund. 


TRANSPORT 


Vote 35c—To authorize the deletion of certain debts. 

Explanation—It is proposed to write off certain ac- 
counts receivable of the Canadian Air Transport Ad- 
ministration which are uncollectible. 


VETERANS AFFAIRS (WITHDRAWN) 


Vote 10c—To authorize the payment of increased war 
veterans allowances and civilian war allowances effec- 
tive April 1, 1971. 

Explanation—A 10% increase in the benefits payable 
under the War Veterans Allowance Act and the Civil- 
ian War Pension and Allowance Act was announced. 
This item is included in these Estimates to obtain 
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parliamentary approval of the changes to the Act and 
the new rate schedules attached. 


Vote 15c (also listed in Section A)—To authorize the 
reimbursing of the Vetcraft Working Capital Advance 
Account for an operating loss sustained to March 31, 
USAR 


Explanation—The Department, in complying with the 
government’s price restraint policy, withheld price in- 
creases on items manufactured through the Vetcraft 
Revolving Fund. The price increase was to have cover- 
ed operating charges resulting from the decision of the 
government to operate the Fund on a commercial basis. 


Vote 35c—To authorize legislative changes required 
as a result of the increased Pension Benefits to ex- 
members of the Armed Forces, or their dependents. 

Explanation—The revision to the existing vote is re- 
quired to make the necessary changes in the Pension 
Act and the Civilian War Pensions and Allowance Act 
and the rate schedules in order to implement the in- 
crease of 10% in pensions effective April 1, 1971. 


Vote 40c—To authorize the deletion of certain debts 
due and claims. 

Explanation—It is proposed to delete certain debts 
which cover some 15 cases where veterans were hos- 
pitalized for lengthy periods and have died with no 
known estate. 


Vote 50c—To authorize the deletion of a debt. 
Explanation—It is proposed to write off a loss which 


was incurred as a result of the sale of a property which 
had reverted to the Director. 


The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Thursday, March 18, 1971 
[Text] 


The Standing Senate Committee on National Finance, 
to which was referred the Supplementary Estimates (C) 
laid before Parliament for the fiscal year ending 31st 
March, 1971, met this day at 10 a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, I would like to 
have the usual motion for the printing of proceedings. 
Upon motion, it was resolved that a verbatim report 
be made of the proceedings and to recommend that 
800 copies in English and 300 copies in French be 
printed. 


The Chairman: Honourable senators, before we pro- 
ceed, at a previous meeting of this committee Senator 
Phillips asked for some information from the Treasury 
Board regarding the $160 million provision in the sup- 
plementary Estimates. He asked for a breakdown of 
that provision by the department and also by regions. 
This was supplied by Mr. MacDonald of the Treasury 
Board in a letter dated December 16, 1970, which has 
since been given by your chairman to Senator Phillips. 

With your permission, honourable senators, I would 
like to suggest that this be printed as an appendix to 
today’s proceedings. Is that agreed? 


Honourable Senators: Agreed. 


Senator Phillips: Before you do that, Mr. Chairman, 
I appreciate your courtesy in supplying it, but I am 
still rather amazed that the letter is dated December 16 
and I received it some time around the middle of Feb- 
ruary. There is a time lag there that seems rather exten- 
sive in view of the attitude that it would take the depart- 
ment so long to obtain the information. They obtained it 
very quickly; there was a time lag of about two months 
before I received it. I am not blaming any particular 
person, but I would like the record to read that the 
department was far more efficient than our staff. It is 
very seldom I give you a compliment. 


The Chairman: Just to round out the point, it was 
your chairman who failed to bring it to your attention 
and, in fact, I think you had to approach your chairman 
to remind him that he had given you that undertaking. 


(For text of letter, see Appendix A) 


Honourable senators, we are here to consider supple- 
mentary Estimates (C) for the fiscal year ending March 
31, 1971. We have been given by the Treasury Board 
an explanation of the one dollar items in those supple- 
mentary Estimates. Each of you, I understand, has a 


copy of that explanation. Is it agreed that we print the 
explanation as an appendix to the proceedings of this 
day? 


Honourable Senators: Agreed. 


(For text of explanation, see Addendum to Minutes of 
these Proceedings.) 


Senator Grosari: I have one point, Mr. Chairman. 
The summary total in categories 1, 2 and 3 is 14. My 
count was 17 one dollar items. Are any one dollar 
items that are in the Estimates not included in the sum- 
mary? 


The Chairman: Perhaps that is something the Wit- 
nesses could deal with in their opening statement. 


Senator Grosart: Mine was a quick count. 


Senator Phillips: Before we have the opening state- 
ment, Mr. Chairman, I would like to raise a point of 
order based on the ruling of Mr. Speaker Lamoureux in 
the other place. 


It is my understanding that these Estimates are based 
on the appropriations introduced at that time, of which 
certain items were declared improperly introduced, and 
these Estimates have in no way been amended. It is 
my understanding that there has been no additional 
appropriation bill introduced in the other place. In view 
of the rather pious incantations that I heard in another 
committee yesterday concerning the ability of the Senate 
to initiate appropriations, I maintain we are thoroughly 
out of order here in initiating and even discussing these 
Estimates. 


The Chairman: Senator Phillips, the Senate refers the 
supplementary Estimates to this committee for considera- 
tion and the committee is charged with the responsi- 
bility of considerng them and reporting back to the 
Senate. I think I would have to rule that in doing that 
we are not legislating in any way; we are merely re- 
porting on a document that has been referred to us. 


When the appropriation bill comes forward, then we 
would be legislating and I think your point might be 
well taken at that time. I think we will have a thorough 
discussion probably this morning on that very point 
that took place in the other place. However, I do not 
think that the meeting is wrongfully constituted by vir- 
tue of the fact that your point rests on the concept that 
we would be legislating in money matters. We are doing 
nothing more than considering this document and re- 
porting back to the Senate. 
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Senator Phillips: I realize we are considering it, but: 


the point is why are we considering it? Are we con- 
sidering it from a legislation viewpoint or are we con- 
sidering it just because this is an interesting document? If 
we are going to consider it at all, we have to be con- 
sidering from a legislative viewpoint and not because 
of the fact that there are a lot of one dollar items, as 
well as other interesting items contained in the Esti- 
mates. We, by the very virtue of the fact that we are 
considering it, must be moving in some legislative pro- 
cess. Therefore I maintain that we are out of order in 
considering it this morning. 


The Chairman: Senator Phillips, I am afraid I cannot 
accept your point of order and must rule against it. I 
rule subject to an appeal to the committee. 


Senator Phillips: With all due deference, Mr. Chair- 
man, may I suggest that we obtain the opinion of the 
Law Clerk before there is any ruling made? 


Mr. E. R. Hopkins, Law Clerk and Parliamentary 
Counsel: I have had very short notice of this. My own 
view would be, for what it is worth, that the document 
has been referred to us by the Senate and it would 
be the function of this committee to consider it in any 
way the committee deems appropriate and report back 
to the Senate accordingly. 

If I am correct in thinking that these Estimates, as 
they stand or as they purport to be, were referred to the 
committee, it is the duty of the committee to consider 
them. 


Senator Phillips: Despite the fact that they were 
ruled improper in the other place? 


Mr. Hopkins: I have not studied the matter from that 
point of view. 


Senator Phillips: I fail to see how you can give an 
opinion if you have not studied it. 


Mr. Hopkins: I have studied it from the point of view 
of the Senate. 


Senator Phillips: They were ruled out of order in the 
other place and only the other place has the authority to 
initiate an appropriation, therefore they must also be 
out of order here. 


Senaior Connolly (Ottawa West): I apologize for being 
late. Could I ask what is Senator Phillips’ point or order? 


The Chairman: Perhaps you could explain it again, 
Senator Phillips? 


Senator Phillips: Senator Connolly, Supplementary 
Estimates (C) as they are presently constituted have 
been declared out of order by the Speaker of the other 
place. 


Senator Connolly (Oitawa West): All of them? 


Senator Phillips: Not all of them, except that he has 
directed there will have to be another appropriation bill. 


Senator Connolly (Ottawa West): Several items were 
ruled out of order. 
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Senator Phillips: Yes, there will have to be a separate 
appropriation bill brought in for these items and they 
have not been deleted. 


Senator Connolly (Ottawa West): And you say it is out 
of order for the Senate committee to discuss them? 


Senator Phillips: Yes. 


Senator Connolly (Ottawa West): I wonder if it would 
satisfy the committee to consider it in this way? We 
know the ones that have been ruled out of order by the 
Speaker in the other place. Now, when it comes to this 
committee—I did not come in here for this purpose; I 
did not know anything about it until I arrived. 


Senator Phillips: I am not accusing you of that. 


Senator Connolly (Ottawa West): We know those 
which are out of order in the other place and they will 
be in due course deleted, but we have all these here. I 
would like to direct your attention to this, that for so 
long in the Senate we have been confronted with appro- 
priation bills based upon Estimates and supplementary 
Estimates which we had no opportunity whatever to 
consider. Year after year, you have heard me say this 
so often in the Senate, senators have risen, even long 
before I came in, and said “We are asked to rubber- 
stamp something done by the Commons”. This particular 
committee—unfortunately, I am not a member—has done 
a magnificent job in the last five or six years in making 
it possible for senators to become acquainted with items 
in the Estimates so that when appropriation bills arrive 
we really have no excuse for saying, “We do not know 
anything about these and we will not consider them; we 
will not be able to do anything but simply rubber- 
stamp them”. It may be that there are two or three items 
here that will have to go back and that are not appro- 
priately in here. 


The committee is here; it wants to do some work; it 
wants to look at the Estimates. I would suggest that we 
perhaps get a ruling from the chairman, which I think 
the chairman could give, that the items in question that 
have been ruled out of order should not be considered, 
but that we do the other work that must be done, and 
can be done, by the committee, and deal with the others 
at another time under appropriate circumstances. In that 
way the work of the committee can proceed. 


Senator Phillips: Senator Connolly, you are almost as 
eloquent as you were yesterday on St. Patrick’s Day. 


Senator Connolly (Ottawa West): Oh, no, that would 
be impossible. 


Senator Phillips: I agree with your viewpoint that the 
committee wishes to work, and I am prepared to do that. 
In another committee yesterday I received rather lengthy 
arguments concerning the authority of the Senate to deal 
with appropriations, and particularly initiate them, and it 
is my viewpoint that this applies in all committees and 
on both sides of the house. In other words, the rules are 
the same for me as they are for anyone else. 
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The Chairman: Is there any other argument on this 
point? 


Senator Connolly (Ottawa West): We have the minister 
here; we do not always have the privilege of having the 
minister here to talk about these things with him and I 
think we should avail ourselves of this privilege. 


The Chairman: Is there any other argument? 


Honourable senators, it is true that the Speaker of the 
other place has taken certain actions in respect of these 
Supplementary Estimates, but we are not bound by the 
ruling of the Speaker in the other place. We are a 
sovereign body. We are here as a committee to examine 
a document that has been referred to us by the Senate 
itself. If we find, as they did in the other place, that cer- 
tain items are legislative in character and in our judg- 
ment should not be included in these Estimates, we 
should so report to the Senate. The Senate can then take 
the appropriate action. I do not believe that the Senate, 
in referring these Estimates to us, is asking us to legislate 
in any way. It is purely a matter of consideration. 


For that reason, and for no other—and I base my ruling 
on the reason I have given—lI regretfully, Senator Phil- 
lips, cannot accept your point of order, though I would 
like the committee to examine the very point you have 
raised. If I accept your point of order we would be un- 
able to examine it. I think we should not exclude our 
right to examination of the Estimates based on the ruling 
of the Speaker of the other place. If I accept your ruling 
we would, in effect, be allowing the Speaker of the other 
place to determine what should be within the ambit of 
the Speaker of the Senate. 


Senator Grosari: I make just one further point. If your 
ruling is that we may not be able to deal with items be- 
cause they are legislative in nature, six of the items are 
described as legislative in nature in the summary. I ask 
for no comment on that. 


The Chairman: Then perhaps we can proceed. 


The witnesses who have come from the Treasury 
Board are, of course, well known to you: the Honourable 
Mr. Drury, Mr. Osbaldeston and Mr. MacDonald. 


Do you have an opening statement, Mr. Drury? 


The Honourable C. M. Drury, President of the Treasury 
Board: Yes, Mr. Chairman, it is very short. 


Mr. Chairman, honourable senators, this is the third 
set of Supplementary Estimates to be tabled in the cur- 
rent fiscal year and the last expected to be tabled in this 
supply period. They contain $29 million for budgetary 
expenditures and $197 million for non-budge.ary expen- 
ditures—that is, loans, investments and advances. The 
latter amount includes a $160 million provision that 
carries with it a proposal to repeal a $150 million pro- 
vision made in the second Supplementary Estimates. 
Therefore, the net increase for non-budgetary items is 
only $47 million. Members of the committee may recall 
that the practice of presenting in Supplementary Esti- 
mates revisions to the forecasts for statutory items was 
instituted with the first Supplementary Estimates of this 
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year. The revisions in this document amount in the net 
to $43 million. 

As you see, these are relatively small Supplementary 
Estimates, even when the amounts involved in the revi- ' 
sions to forecasts are taken into account. 


Total Estimates for 1970-71 are then $13,470.6 million 
for budgetary items and $1,061.38 million for loans, in- 
vestments and advances. 


There are 35 one dollar items included here to seek 
the authority of Parliament through an appropriation 
act for a variety of measures. About half propose trans- 
fer of funds from one vote to another, the funds having 
been previously approved in an earler appropriation 
act. Others concern grants where funds are available 
in the vote concerned, and only authority is needed or 
the deletion from the accounts of a number of depart- 
ments of debts and claims which are deemed uncollect- 
able. Finally there are a few concerned with amendments 
to previous appropriation acts or to other pieces of 
legislation. 

The booklet you have before you still includes the 
two one dollar items concerned with veterans pensions 
and allowances that were withdrawn from the reference 
to committees of the other place on the ruling of the 
Speaker. 


This committee of the Senate has always shown a 
particular interest in items in Estimates involving trans- 
fers between votes or amendments to previous legisla- 
tion. For some time it has been the cus:om for my staff 
to supply you with a listing of all such items where 
the amount to be appropriated was one dollar. On this 
occasion the list has been expanded so that it contains 
as well items of this nature where there is an additional 
appropriation proposed in excess of one dollar. That list 
is the one to wh’ch you made reference in your opening 
remarks and it has been circulated to honourable sen- 
ators. 


That completes my introductory remarks and I will 
be happy now to deal as best I can with any questions 
you may have on these Supplementary Estimates. 


Senator Grosari: My first remark is perhaps more of 
a comment than a question to the minister. If vou look 
at page 5, we have the phrase “budgetary expenditures”, 
which was used by the minister in his introduction. I 
suggest that this is a very confusing phrase, because 
it is very often used to refer only to column 1. When 
we try to isolate items to be voted in the budget from 
statutory votes we do not seem to have any word. Very 
often these are described as the budgetary items, and 
have been no described in documents from the Depart- 
ment of Finance. Does the staff have any other word 
that we can use to separate the items to be voted from the 
statutory items in these two columns described now as 
“budgetary expenditures”? 


Hon. Mr. Drury: The words, of course, are those that 
appear in print to be voted on statutory items. Sometimes 
reference is made in an informal way to the division 
as between statutory and discretionary to indicate that 
the executive in respect of the discretionary expenditures 
have some choice other than the choice of amending the 
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legislation, which is the only way of dealing with the 
statutory expenditures. I think the phrase “to be voted” 
makes it quite clear that there is an option here. “Dis- 
cretionary” may not be as descriptive. 


Senator Grosart: I think it is a very good word, Mr. 
Minister; it is much better than the one usually used, 
which is ‘controllable’, which suggests others are un- 
controllable. I am glad to have “discretionary”, which I 
will use in future. I thank you for your contribution 
to the semantics of the Blue Book. 


I merely comment again on the one dollar items, be- 
cause I think other members of the committee will speak 
to them. You gave us a figure, and I had added it up 
to 29. Would you repeat the number of one dollar items 
that you said were in the supplementaries? 


Hon. Mr. Drury: In my statement I said there were 
35 of these. 


Senator Grosart: I seem to have two documents before 
me, one headed “Explanation of One Dollar Items, Sup- 
plementary Estimates (A) 1970-71”, and another called 
“Explanation of Certain Items, Supplementary Estimates.” 


I take it that the first document which has been sup- 
supplied to us accounts for only 14 items in three 
classifications: six in No. 1; two in No. 2; and six in 
No. 3. Are we not to have an explanation of the others? 


Hon, Mr. Drury: The document I have called ‘Expla- 
nation of certain items, Supplementary Estimates (C),” 
which are the ones we are dealing with, ‘1970-71’ con- 
tains rather different numbers in the summary. 


Senator Grosart: I am sorry. Someone has just handed 
me the wrong one, so we come to “C” which is not 
the usual heading and not the heading that we have 
been promised in this committee, and that is, “Explana- 
tion of one-dollar items.” This is now “Explanation of 
certain items.” It is very difficult now to follow because 
the total here is fifty-six. I merely suggest—and I leave 
it at that—that in future we return to our original 
type of presentation, which is an explanation of every 
single one-dollar item grouped together and not—I was 
going to say “camouflaged,” but I do not know what the 
reason was—not diffused among other items. Perhaps 
the minister will take that into consideration. 


Hon. Mr. Drury: Perhaps we have erred on the side of 
providing too much information, Mr. Chairman. 


Senator Grosari: Yes, and this is one of the great 
problems in the Blue Book, but often the information is 
too much in some ways so that it hides the things that 
are not there. I will make a reference to that immedi- 
ately, if I may, as an example. Under the Estimates of 
the Secretary of State—and I am now referirng to page 
54 of the supplementary Estimates that are before us— 
I was immediately interested in the fact that there is 
here a supplementary Estimate in the amount of $670,- 
000, doubling the previous estimate, so in relation to 
the original Vote 15c, this is a very large increase, a 
100 per cent increase. 


In attempting to find out from the supplementaries 
what that might cover, I naturally moved down to the 
next classification which is, “Activity to be Supple- 
mented,’ and I saw, “Special Events and State Proto- 
col,” and almost the same amount is accounted for by 
the fact that there are sums available from another 
vote. 


Then, not being able to find what this covers, I 
naturally moved down to, “Objects of Expenditure,” 
where one would expect to find the objects, and all I 
found was, “Operating Expenditures. All Other Ex- 
penditures.” I suggest to you this is the kind of thing 
that should not be presented to us. This new break- 
down is here to explain exactly what these items are. It 
may be said that we can go back to Vote 15c, but that 
is an appropriation act other than the main Appropria- 
tion Act. I wonder if you would care to comment on 
that, why it is somewhere, either under “Activity to 
be Supplemented” or under “Objects of Expenditure,” 
and there is not an explanation of what the doubling of 
the original vote is about. Perhaps you could tell us 
what it is. 


Hon. Mr. Drury: Firstly, with respect to the format, 
Mr. Chairman, this is a continuing problem, to try and 
get generic headings which will be, to the greatest pos- 
sible extent, fully expository, but at some point you must 
recognize that with the amount of detail into which one 
goes in the subheadings or breakdowns of. classifica- 
tions, if one were to detail every expenditure down to 
the last dollar, the book would come in several volumes. 
A line has to be drawn somewhere and, as is customary 
in every form of classification of payments, there is a 
so-called basket clause which is made up of a number 
of relatively small items called “All Other”; and it is 
indicated in the Blue Book here, I think, that this is an 
increase in what one might refer to as the basket clause, 
the “All Other”. It does not detail in this book any more 
than a number of other cases. We could give all the 
detail in relation to a particular program, and the tech- 
nique which has been evolved is to have these Esti- 
mates referred to standing committees of the legisla- 
ture which will ascertain in respect of items of interest 
oral explanations, which go into the record. I might 
ask Mr. Osbaldeston to give an oral indication of what 
the $670,000 additional is for. 


Mr. G. F. Osbaldeston, Deputy Secretary, Program 
Branch, Treasury Board: The $677,500 is to provide 
funds for two royal tours: one, some of the expenses 
remaining from the royal tour of Manitoba and the 
Northwest Territories; and the other, the royal tour in 
British Columbia as part of that province’s centennial. 


Senator Grosart: I thank you for the answer, and I 
think it perhaps supports my point. Instead of, “Special 
Events and State Protocol” it would not have taken up 
any more space to have said, “Royal tour, B.C.; royal 
tour, Manitoba.” I come back to the fact that we grant 
$50,000 of this $677,000 as a grant for the Charlotte- 
town Fathers of Confederation Memorial Fund. So we 
say, “All right, we will tell you what the $50,000 is, 
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but we will “not bother to tell you here and we will 
just put in, ‘Special Events and State Protocol’”’. 


If the bill had been there to say, “Let us use this to 
disclose as much as possible so that people do not have 
to ask these questions,” the whole of the supplementaries 
and Main Estimates could be made much clearer, with- 
out expanding them unnecessarily. 


The Chairman: Senator Grosart, I am just constrained 
to wonder what you would think if that broke down, 
say, into 25 items. 


Senator Grosart: If it were 25 items, that would be 
another matter. Perhaps in this there are more than 
these two royal tours, but if the major part of it was 
accounted for, that is fine. If the real problem—as it 
often is, and as the minister has suggested—is space, 
then I have no quarrel. But I suggest that there are 
many places in here where the problem is not space; it 
is the tendency to use officialese which is generally less 
descriptive than the kind of language we get, say, in 
an oral explanation. 


The Chairman: Have you any further comment on 
that point? 


Hon. Mr. Drury: No; I appreciate Senator Grosart’s 
point. There is no question about it. If these were edited 
by a single individual who was exercising considerable 
discretion in his choice of language, they probably could 
be made more expository. However, the fact is that 
these documents are up against the problem of a mul- 
titude of authors, if I can put it this way, and also an 
injunction to be precise, accurate and have no lack of 
clarity as to where the expenditures fit and how they 
are to be coded. 


An attempt is made here to make it quite clear that 
this particular expenditure goes in a particular classifi- 
cation in the main Estimates and nowhere else. While for 
purposes of exposition perhaps they are not as helpful as 
one would prefer, in order to ensure lack of error in the 
accountability we perhaps have to resort to what Senator 
Grosart refers to as officialese. 


Senator Grosart: I am sure, Mr. Minister, knowing your 
interest in making the Estimates as clear as possible, that 
you will perhaps take that into consideration. 

As the lead questioner in this committee, I think I 
should perhaps make it clear that we are interested in 
a supplementary Estimate on page 46, part of which is 
under the name of the office of the Leader of the Govern- 
ment in the Senate. I would not wish it thought that that 
was the type of matter we would pass over when we are 
critical of others. 


Hon. Mr. Drury: I am not quite sure of the import of 
the question. 


Senator Grosart: Just what is it? We have an item of 
$200,000 “Activities to be supplemented—Offices of the 
President of the Privy Council,” which we do not need 
to inquire into because we know that is in such good 
hands. We might feel the same way with regard to the 
next item, which is the Leader of the Government in the 
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Senate, but we would like to know what supplementary 
Estimate is necessary to the office of the Leader of the 
Government in the Senate? 


The Chairman: In other words, you are asking for the 
amount and the purpose of that particular appropriation. 


Senator Grosart: That is right; what does it cover? 


Senator Connolly (Ottawa West): To answer your ques- 
tions regarding the CNR. 


Hon. Mr. Drury: I would say that the Leader of the 
Government in the Senate is not, in the sense in which 
the question was directed, implicated in this supple- 
mentary Estimate, but it does provide for ministers with- 
out portfolio. 


Senator Phillips: I have a supplementary question to 
that of Senator Grosart: In studying the Estimates last 
evening I looked at the same item and tried to work it 
out per capita, or on a per office basis. As the minister 
knows, the number of ministers without portfolio changes 
continually; everyone has difficulty keeping up with 
them. I telephoned the Prime Minister’s office to inquire 
how many ministers without portfolio exist at the present 
time. Much to my surprise the person I spoke to in the 
Prime Minister’s office could not tell me. Now, if the 
Prime Minister’s office does not know it exists, why are 
we voting $200,000 for it? 


The Chairman: You should have phoned the Privy 
Council office. 


Hon. Mr. Drury: I am not sure, Mr. Chairman, who the 
informant was. 


Senator Phillips: Well, they switched me to three dif- 
ferent people. 


Hon. Mr. Drury: I would be very much surprised in- 
deed if the Prime Minister’s office, as an institution, was 
unaware of how many ministers without portfolio there 
were at any moment and, indeed, of their names. 


The Chairman: Maybe not the first names. 


Senator Phillips: It is a bit of a shocking situation, I 
agree with you, but I am still curious as to if the Prime 
Minister’s office does not know they exist, why are we 
providing $200,000? 


The Chairman: The minister has given you his answer, 
Senator Phillips, but you apparently got to the wrong 
man or woman in the Prime Minister’s office. 


Senator Phillips: I got three of them, but I still did 
not get the information. 


Senator Grosart: There may be more than three wrong 
ones in that office. 


Senator Flynn: There may be too many there. 
The Chairman: Perhaps we could pass on? 


Senator Grosart: My last question, Mr. Chairman, re- 
lates to the numbers on page 42, under Welfare Services 
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Program. I do not question the figures in detail, but are 
these expenditures the result of open end agreements? 


Hon. Mr. Drury: On page 42, Administration? 


Senator Grosart: Under “A—Department—Welfare 
Services Program” there is Vote 30c. Then there is a 
statutory one, amounting in all to $19 million. 


Are these supplementaries required because we have 
open end programs? 


Hon. Mr. Drury: I suppose one might call them open 
end. Specifically, the statutory revision—and that is 
what this is, a revision of the forecast of statutory ex- 
penditures to try to bring more up to date what the 
likely final bill will be—is our forecast of the cost to 
the federal Treasury of the participation in the Canada 
Assistance Plan which is, as honourable senators I think 
are well aware, half the cost of programs administered 
by the provinces under that statute. To the extent that 
the expenditures are controllable by the provinces rather 
than by us, they are open ended in so far as we are 
concerned. 


Senator Grosart: Is it Government policy to as gradu- 
ally as possible terminate open end agreements and 
again as far as possible to avoid entering into them in 
the future? 


Hon. Mr. Drury: Our general line has been to attempt 
to make arrangements with the provinces under which 
we will know with perhaps greater certainty than we 
have in the past the kind of bill that is likely to be 
encountered for a program. 


Senator Grosart: Have you been successful in that? I 
Say that because about 18 months ago the public 
accounts were seriously distorted towards the end by 
unexpected, unanticipated payments respecting open end 
agreements. Have you brought that situation under con- 
trol more or less to your satisfaction, Mr. Minister? 


Hon. Mr. Drury: We now have some very large pro- 
grams for which there are terminable dates, which is 
leading to a review of them, or others without specific 
terminal dates, which are also under consideration. For 
instance, I think the Medicare program would fall under 
your classification of open ended. It has a prospective 
terminal date and there are now considerations being 
given to achieving a more satisfactory and certainly 
more certain scale of disbursements than the present 
indefinite one. 


Our expenditures are not yet all on a definitive basis. 


Senator Grosart: Thank you, Mr. Minister. Excuse me, 
Mr. Chairman; I am going away happy, not mad, but I 
have another engagement. 


The Chairman: Thank you, senator; are there other 
questions? 


Senator Phillips: Mr. Chairman, I am referring to this 
document which was passed to us at the beginning of 
the meeting. I am rather intrigued at page A-1 by the 
explanation. It states: 
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Due to unforeseen demands for water quality studies 
and analysis— 


It seems to me that over the last three years I have heard 
a great deal with respect to pollution of all areas of 
our environment and I am intrigued by the wording 
“unforeseen demands for water quality’. What were 
they? 


Hon. Mr. Drury: I think this relates, Mr. Chairman, 
rather more to scale than to the nature of the payment. 
What is suggested here is that it was expected there 
would be requests for water quality analysis from a 
number of government agencies of the federal Govern- 
ment and other public bodies as well as private bodies. 


The interest in this has arisen rather more rapidly 
and to a greater extent than was contemplated at the 
time the provision was made for this in the main Esti- 
mates. We have as a consequence augmented, or are pro- 
posing to augment, in the Supplementary Estimates the 
size and ava labili'y of resources to this end. In an 
unforeseen way, it relates rather more to the quantity 
than to the nature of the demands. 


If I might make a parenthetical remark, it is really 
quite encouraging, because it means the public interest 
in this anti-pollution campaign is greater and at an 
earlier date than the planners had assumed. 


Senator Phillips: Now, Mr. Minister, that you have got 
in a little bit of what I will kindly describe as boasting, 
it would be unfair for me, I am sure, to comment that 
the public interest seems to me to be much greater than 
the Government’s so I will not make that comment. 


I will move instead to vote 5C, which refers to the 
amount of money needed for the new chancery in Bra- 
Silia, Brazil. This estimated cost is lis'ed as $2,225,000, 
which seems to me a rather exorbitant figure for a 
chancery or official residence, whatever you wish to call 
it. You could almost build an art centre for that. 


Hon. Mr. Drury: I wish we could. Where do you get 
that figure? 


Senator Phillips: On page 16 of the blue book, page 
A-1 of the explanation provided by the department. 


The Chairman: You are referring to the total cost of 
the embassy in Brazil of $2,225,000? 


Senator Phillips: Yes. There are a number of others, 
such as Madrid, Hong Kong and so on. I am intrigued 
by the difference. In Madrid the cost is $457,000, and 
in Brasilia it is $2,225,000. 


Hon. Mr. Drury: I wish we were sufficiently astute to 
have provided the total chancery needs in Madrid for 
the sum of $457,000. Unfortunately, this is not the total 
bill for space, but only for part of the space. The same is 
true in Hong Kong; this is not the total cost of the space 
required for official purposes, but is accommodation for 
the staff. 

Senator Connolly (Ottawa West): 
that is? 


In Hong Kong 
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Hon. Mr. Drury: In Hong Kong. If you refer to the item 
relating to New Delhi, as is customary in a number of 
countries outside of Canada, the foreign representation is 
in a complex frequently referred to as a compound, a 
grouping together. This is what is planned in Brasilia, 
that there will be not only an office building, a chancery 
in one place, but perhaps the residence or embassy in 
another building, and staff accommodation obtained on a 
rental or some other basis elsewhere in the community. 
This is the cost of the total accommodation—embassy, 
chancery and staff accommodation. 


Senator Connolly (Ottawa West): At Hong Kong? 
Hon. Mr. Drury: At Brasilia. 


Senator Phillips: Possibly I am in error here, because 
IT am trusting on my memory, which is a dangerous thing 
to do. It seems to me that it was with reference to 
Brasilia that the Department of External Affairs received 
criticism several years ago for their expenditure, includ- 
ing one item of, I think, $50,000 for a mirror. Am I right 
in that regard? 


Hon. Mr. Drury: I am told there was some comment on 
the purchase of a mirror. That was not for Brasilia but 
for Rio de Janeiro. The country is right but it was a 
different city. 


Senator Phillips: Are we going to have the same type 
of expenditure in this new building? 


Hon. Mr. Drury: I would hope that in the new building 
there would not be expenditures that would attract 
criticism. 


Senator Phillips: I will join you in that hope. 


Senator Flynn: When you speak of a new chancery in 
Brasilia, you do not mean a second one in Brasilia, you 
probably mean a second one in Brazil. This is to replace 
the one we have in Rio now, I suppose? 


Hon. Mr. Drury: As I understand it, the Government 
of Brazil is endeavouring to move the de facto capital of 
the country from Rio de Janeiro to Brasilia. This neces- 
sitates a relocation of the principal seat of activities of 
all the foreign embassies as well, and this is part of the 
program. 


Senator Flynn: We have nothing there presently. We 
are acquiring or building a chancery there; this is the 
first in Brasilia that we are building? 


Hon. Mr. Drury: I think at the moment we own land 
there, we have acquired land, and this is, if I can so put 
it, the exploitation of the land, the use of the land. 


Senator Flynn: There is some confusion when you 
speak of a new chancery in Brasilia rather than in 
Brazil; it would suggest that you already have one there 
and are acquiring a new one, whereas I think presently 
the chancery is located in Rio, and because the capital 
has been moved to Brasilia you are acquiring or building 
a new one there. 


Hon. Mr. Drury: That is correct. 


Senator Connolly (Ottawa’ West): TP should like to ask 
about the Madrid situation. Quite frankly, I am always 
confused between the chancery and the embassy. The 
embassy is the home of the ambassador, is it? 


Hon. Mr. Drury: The home of the ambassador. 


Senator Connolly (Ottawa West): 


his office? 


The chancery is 


Hon. Mr. Drury: That is correct. 


Senator Connolly (Ottawa West): I will forget that 
after I leave the room. In Madrid, have we been renting 
the embassy, by which I mean the home of the ambas- 
sador? Have we been renting there or do we own the 
building? 


Hon. Mr. Drury: I am unaware of that. I am sorry, 
senator, my officials cannot answer what we are currently 
doing. 


Senator Connolly (Ottawa West): I was there at one 
time and I thought it was a very good place; it was not 
over-pretentious, but it seemed to be a very excellent 
home. It may be that it was rented. It would have to 
be a replacement. You have these problems all the time. 
Can any of the officials tell us, Mr. Minister, whether any 
solution has been found to the problem of providing an 
embassy in Rome? We had been renting there for many 
years. I know this is rather a hot potato, because it has 
been rather expensive. 


Hon. Mr. Drury: To my own knowledge, I do not 
think we have yet found the answer in Rome. I suppose 
the answer really is that by Canadian standards very 
high prices indeed have to be paid for urban real 
estate in the centre of the community. We have, as you 
suggest, been looking for a number of years. 


Senator Connolly (Ottawa West): We own land there, 
very valuable land, upon which we have not built, but 
I think building on that land to the standard of the 
area would be even more expensive. 


Hon. Mr. Drury: We have to conform, given this 
particular site, to the architectural demands of a public 
body, the name of which I forget, but which corresponds 
in a sense to the aesthetic department of the National 
Capital Commission. As you suggest, this calls for a 
rather more fundamental type of architecture than 
perhaps the Department of External Affairs normally 
envisages. 


Senator Connolly (Ottawa West): I think this is sensi- 
ble and I commend the Treasury Board for being slow 
and careful about this. May I ask another question? We 
have another ambassador now in Rome, accredited to 
the Holy See, and I wonder whether he is using rented 
quarters or whether we own the building? 


Hon. Mr. Drury: I do not know the answer to that but 
I would suspect, given the difficulties of acquiring ap- 
propriate space, that he is likely in rented space now. 


Senator Connolly (Ottawa West): He is not living in a 
hotel, for instance. 
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Senator Flynn: He is not living in Vatican City. 


Senator Connolly (Ottawa West): No, he must be 
outside Vatican City. He could not get in there. 


The Chairman: Honourable senators, the minister has 
a cabinet meeting which is going on now, and I have 
told him I hoped he could leave by 11 a.m. However, 
his officials can stay. Senator Pearson and Senator 
Phillips have questions. 


Senator Pearson: The minister made a statement that 
we already owned considerable property in Brasilia, the 
chancery, etcetera, but the explanation here says “mis- 
cellaneous property acquisitions”. Are we extending our 
holdings? 


Hon. Mr. Drury: This probably comes back to the 
confusion which arises through using general classifica- 
tions and this falls under the heading of property ac- 
quisitions and development but it does not mean that 
in each specific instance there is involved a property 
acquisition. It falls into that category but it does not 
mean that in this instance we are acquiring additional 
land, we already have it. 


Senator Phillips: I do not know whether this should 
be a question or a compliment. Since I have already 
given the minister one during this meeting, I had better— 


Senator Flynn: That should be enough. 


Senator Phillips: I will make it a question. On page 
A-2 of the summary you refer to the source of funds, 
Vote 5, $99,999, a nice figure. 

You stated that funds are available due to under- 
utilization of manpower. If this is an admission that 
manpower is not being properly used, I will make it the 
second compliment. If it is not, I would like to know 
what it means. 


Hon, Mr. Drury: Mr. Chairman, the honourable senator 
suggested that “if this is an admission that manpower 
is not being properly used”—it is not what I would really 
interpret as a compliment. 


Senator Phillips: A compliment as to your honesty. 


Hon. Mr. Drury: There is an estimate made at the 
beginning of the year as to the number of man years 
which will be needed to give effect to a particular pro- 
gram. The man years are by grades, classes, classifications 
and so on. Due to a number of circumstances, including 
in some cases the difficulty of recruiting, the vacancies 
persist, if I could use that term, longer than anticipated 
and consequently the funds for which provision is made 
for the payment of salaries would be unused. 

What is being done here is to transfer that unused 
money to another vote, which has been underestimated. 
There is a over-estimate made in one line of activity and 
an under-estimate in another and this is an integration 
or consolidation or netting of the under-estimates with 
the over-estimates. 


Senator Phillips: Throughout the book there is a 
number of similar transferrings of funds and I am won- 
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dering if the departments are deliberately in the be- 
ginning of the year making their Estimates high so that 
they will have this cushion to fall back on if need be. 


Hon. Mr. Drury: I would hesitate to impute this kind 
of motive to departments. They do face some real dif- 
ficulties. If one looks at the timetable of this operation, 
I think it is understandable. As the pamphlet which the 
Treasury Board got out some time ago indicated, the 
departments are now being asked to evolve detailed 
Estimates—in May and June of this year—for their 
expenditures in the fiscal year 1972-73. So they are 
being asked to forecast, with some degree of precision, 
for some six to eighteen months in advance. As honour- 
able senators are aware, quite a lot can change in that 
period. A number of these $1 items represent a recon- 
ciliation, if I can call it this, of a slight and in many 
cases not very significant imprecision in this kind of 
forecasting or prediction. Provided this does not assume 
gargantuan proportions, it seems to be inherent really 
in the process and I would be rather unhappy to label 
this as a deliberate attempt to over-estimate. 


The Chairman: Are there any further questions to the 
minister? Mr. Minister, in the other place, you enunciated 
five rules on which your department based the $1 items. 
In your absence, could Mr. Osbaldeston read these rules 
for us, so that they might form part of our record, be- 
cause the Senate has been interested for a number of 
years in $1 items. 


Hon. Mr. Drury: I think that probably would be 
very helpful if he could do that. I would be glad to read 
them myself, if that would be convenient. I have them 
here. 


The Chairman: We do not want to hold you up. 


Hon. Mr. Drury: With your permission, I will read 
them, Mr. Chairman. This is the statement or part of 
a statement which I made in the house in respect to 
this procedural discussion. In the course of it I said: 


The Government uses appropriation bills to amend or 
set aside legislation when it is sought 


(a) to alter financial limitations imposed by legis- 
lation or by previous estimates. For example, an 
increase in the maximum amount that may be 
loaned by Central Mortgage and Housing Corpora- 
tion for housing purposes. 


(b) to alter time limitations imposed by legislation 
or by previous estimates. For example, the termina- 
tion date of the trans-Canada highway program. 


(c) to extend the application of legislation to a 
person not covered by the legislation so as to 
authorize the making of payments to such persons 
in accordance with the substance and purpose of 
the legislation. For example, authority to make pay- 
ments under the Government Employees Compensa- 
tion Act to DOSCO ex-employees suffering from 
silicosis. 

(d) to amend legislation originally approved through 
Estimates items. For example, broadening of the 
scope of a revolving fund. 
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(e) to effect transfers of available funds to votes 
where additional funds are required. 
I may add, parenthetically, from votes in which there 
is a surplus of funds. 


Senator Pearson: Could not all those items be put into 
one fund and call it a revolving fund? 


Hon. Mr. Drury: No, Mr. Chairman, because the date 
of expiry of a particular statute is set forth by an act of 
Parliament. And I would suggest that one should not be 
able to change these dates, or the executive change them, 
merely through providing for additional money out of 
some revolving fund. In the process in which we are 
engaged currently in relation to supplementary Esti- 
mates, this Blue Book here represents the basis, the justi- 
fication for legislation, the legislation taking the form 
of an appropriation act. This is an explanation. As a 
statutory document it has no validity, other than merely 
being an explanation. The statute, the executive act of 
Parliament, is the Appropriation Act, and we are using 
a statute of Parliament to amend other statutes of Parlia- 
ment, and these are the kinds of amendments to the will 
of Parliament effected through the Appropriation Act. 


There is another way of giving effect to the will of 
Parliament in respect of change, and that is through the 
normal process of a separate, distinct bill, and where, as 
this list indicates, the intention is to change in some 
substantive way a bill or a statute, then the normal 
procedure is to introduce a separate bill and discuss the 
change in substance; but where the changing of a statute 
is related to such a thing as merely alterating the termi- 
nation date, but without altering the substance of the 
bill, or where it is to amend the amount of money avail- 
able, without changing the substance, then the Appro- 
priation Act appears to be appropriate. Where Parlia- 
ment has voted a certain amount of money for one 
activity, and that amount of money is not needed but a 
related activity does need more money, then Parliament 
is asked to legislate this change, and it does so through 
the Appropriation Act, the explanation of which and 
justification for which is in the one-dollar item in the 
supplementary Estimates. 

I think perhaps there is some confusion, in the sense 
that Estimates are not properly regarded as legislation— 
and they are not. The Estimates are merely explanations 
or the foundation for an Appropriation Act, and the 
Appropriation Act which gets three readings in both 
houses and royal assent, just like any other bill, is in 
fact the legislation. 


Senator Connolly (Ottawa West): And committee con- 
sideration. 


Hon. Mr. Drury: Yes, and committee consideration. 


Senator Flynn: Mr. Minister, I do not believe that the 
Government always proceeds by way of Estimates in all 
the cases you have indicated. I was wondering if there 
was any ground rule to proceed by a separate bill in 
some of these cases and through the Appropriation Act 
in others. In many of the cases you have indicated they 
sometimes come to us in the form of a separate bill. For 


instance, if you increase the amount available to a 
crown corporation... 


Senator Connolly: Central Mortgage. 


Senator Flynn: ...say, Central Mortgage—we have had 
separate bills in such cases. We have had it for crop 
insurance. 


Hon. Mr. Drury: I would think that coupled with a 
provision to increase an amount would also be some 
other substantive changes in the bill; and where sub- 
stantive changes are being made—and, of course, there 
is the question of judgment as to what is substantive 
and what is not—the preference would be to proceed 
by way of a separate bill and a separate statute rather 
than an Appropriation Act. 


Senator Flynn: The extensive use of this device in all 
these cases you have mentioned makes all the appropri- 
ation bills omnibus bills which Parliament, as a rule, 
just does not like too much to have to deal with, be- 
cause we are called upon to make a decision on so many 
matters that are in fact unrelated. I think that in some 
cases it is more than incidental amendments to the act, 
and it really comes very close to substantive legisla- 
tion. However, in any event, you have told us what the 
practice is. 


Hon. Mr. Drury: Just let me say that there is, in a 
sense, a philosophical conflict regarding a single bill 
which focuses attention and consideration on a particular 
item, and this argues against the omnibus bill. On the 
other hand, the omnibus bill has the virtue of enabling 
the legislators to look at the whole framework, the 
one in relation to the other, more easily than dealing 
with it on a piece-by-piece basis. 


Senator Flynn: If they are related, yes, I agree with 
that. 


Hon. Mr. Drury: There is some hanging together, and 
increasingly in our complex society it is getting very 
much more difficult than perhaps it use to be to enact 
almost any provision which does not have a signficant 
impact on a whole lot of other areas. Perhaps if one 
could look at these altogether, the end product might 
be more useful than if it is just looked at in isolation. 
There is a balance here, clearly. 


Senator Flynn: I appreciate that. You are not sug- 
gesting, however, that Parliament has not the time to 
look at all these problems individually, and that the 
Government is saving time by introducing legislation in 
this manner 


Hon. Mr. Drury: Undoubtedly, that is one useful by- 
product that, given the pressure there is on parliamen- 
tary time—and I think the honourable senator is well 
aware of the number of legislative enactments which 
die on the books at the end of every session because of 
lack of time—there is something to be said for trying 
to make a better use of our time, and if in the same 
process one can get a rather more rounded picture of 
the topic under discussion, it has a double advantage. 
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Senator Connolly (Ottawa West): I venture the predic- 
tion that these one-dollar items are going to be with us 
for all time and that they are going to become more dif- 
ficult as time goes on, because it really boils down to 
the question of judgment as to whether you open an act 
or put it into the Estimates. If you exercise your judg- 
ment and put it in the Estimates, there is certainly 
going to be criticism, but I think the fact that the criti- 
cism does arise at least provides an opportunity for par- 
liamentarians first of all to pinpoint the problem, to 
look at the result that is sought to be achieved, and to 
warn a given government, “Perhaps you have gone 
too far in that. Don’t go that far on the next go around.” 
As I say, I think this process is going to remain with us 
for all time. 


Senator Flynn: You have also enabling legislation or 
legislation—we call in French, loi cadre—that gives 
general powers of regulation to the Government, and 
the holes are filled by items in the Estimates and in the 
appropriation bill. 


Hon. Mr. Drury: I would suggest, Mr. Chairman, the 
suggestion here is that there is some confusion between 
Estimates and bills. The bill is merely the justification 
for a statute; the Estimates are the justification for an- 
other statute, called the Appropriation Act. They are 
both subject to the same, as I indicated, type of scrutiny 
and process of scrutiny, cross-examination, consideration 
and expression of parliamentary will, one as another. 


The Chairman: If I may interject I will say there is 
some doubt in the Senate as to whether we would have 
the same ability to deal with a One Dollar item which is 
legislative in nature as we would an actual bill taking 
into account our right to create money legislation. I think 
that is why we have been so jealous of it. 


Hon. Mr. Drury: I think that is quite true, except I do 
not think that the Senate can legislate Estimates leading 
to an Appropriation Act. 


Senator Phillips: I thought that was the argument I 
made earlier. 


The Chairman: It was, but in a different context. 


Hon. Mr. Drury: Whereas I assume, I am not sure of 
this, that the Senate could initiate legislation, if not ex- 
tending, as this might involve a charge on the exchequer, 
certainly curtailing the termination date of an agreement. 


Senator Connolly (Ottawa West): I doubt it; decreasing 
it, I am not too sure, because time after time and year 
after year when that was suggested successive leaders 
in the Senate have said, “you are interfering with ways 
and means’”’. 


Senator Flynn: No, I think we can always reduce the 
amount. 


Senator Connoily (Ottawa West): I can even remember 
Senator Aseltine when he was Government leader, taking 
the same position that Senator Ross Macdonald had taken 
when he was leader. 
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Senator Flynn: That is another viewpoint. 


The Chairman: Perhaps we could have that debate at 
another time. 


Senator Phillips: I know the minister wishes to leave 
for his Cabinet meeting. I would like to make a personal 
request of him before he goes, that at the meeting he ask 
the Prime Minister how many members of the Cabinet 
are without portfolio. 


The Chairman: Mr. Minister, in the past few months 
the Minister of Finance has taken certain initiatives to 
stimulate the economy. Presumably the result of some of 
those initiatives is in these Supplementary Estimates (C). 
Do you have a list of the amounts which are included in 
these supplementary Estimates that refer to that 
initiative? 

Hon. Mr. Drury: There is the $160 million, I think, of 
which the details have been given. 


The Chairman: Yes, they are here. 


Hon. Mr. Drury: My staff do not have anything in 
addition to the $160 million, but we would be glad to 
gather this together and provide it to the committee. 


I apologize for running out. 


The Chairman: Thank you very much for your time, 
Mr. Minister. 


Are there any further questions of Mr. Osbaldeston 
or Mr. MacDonald? 


Senator Phillips: Yes, at page A-3, under the heading 
National Defence, there is a transfer of an amount over 
$1 million. In rather an unusual combination we have 
the Arrow clean-up combined with the War Measures 
Act. The expense is listed as outside the Province of 
Quebec and I am interested in obtaining a breakdown 
in the various areas in which this money was spent. 


Mr. Osbaldeston: It is true that both items to which 
you refer appear under the explanation of requirement, 
general military support services. Both expenditures were 
incurred within that activity of the Department of Na- 
tional Defence and within Vote 5c. 


The only explanation I could give you, sir, as to why 
they both appear there would be to the effect that in 
both cases the military performed a supporting or, in 
one case, a military support service but in the second 
case, of the Arrow, they equally performed what I now 
understand to be the normal support service of the 
military in the civil sector. So both the civil sector and 
the military police action aspect appear within that 
activity. 


Senator Phillips: Let me be more specific in my ques- 
tion: How much of the vote under (b) was spent in 
Ottawa? 


Mr. Osbaldeston: There are two items making up the 
$1.1 million. The first item, the Arrow clean-up, cost 
$500,000. The second item, relative to the activities 
during the period the War Measures Act was in force, 
cost $600,000 outside of the Province of Quebec. There- 
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fore, it includes within it $600,000 of expenditures .in- 
curred in Ottawa and other parts of the country, ex- 
cluding Quebec. 


Senator Phillips: Yes, but can you give be a break- 
down? 


Mr. Osbaldeston: I do not have it in that detail; I 
am sorry, senator. 


Senator Phillips: I am rather curious as to the cost of 
the various guards in Ottawa at that time. Perhaps you 
could give us an undertaking to provide it at a later 
date? 


Mr. Osbaldeston: Fine. 
The Chairman: What specifically are you requesting? 


Senator Phillips: The total cost of providing guards 
during the so-called insurrection in Quebec last year. 


The Chairman: The total cost of providing guards in 
Ottawa? 


Senator Phillips: Yes. 


The Chairman: Is that exclusive of pay and allowances, 
because generally such iiems are expressed in those 
terms. 


Senator Phillips: Exclusive of pay and allowances. 
Mr. Osbaldeston: We can certainly make the inquiry. 


The Chairman: Perhaps you could send a copy to the 
chairman and a copy to Senator Phillips, so that if the 
chairman fails in his duty Senator Phillips will have the 
information. 


Senator Phillips: And I cannot complain. 


Senator Flynn: In Item (a) of the same explanation 
I see that it is expected to recover the full amount ex- 
pended to clean the damage caused the tanker Arrow. I 
think the witness said that the expenditure is half a 
million dollars. It is indicated here that procedure 
against the tanker operators would be settled and there 
is an intimation that we would recover the full amount. 


Mr. Osbaldeston: Senator, should I make it clear that 
the total cost of the operations incurred by both the 
Department of Transport and the Department of Na- 
tional Defence will be in the order, we understand, of 
$3.8 million. The portion of that cost that you have in 
front of you is simply that of the DND, $500,000. 

Further as to the possibility of recovery, they are en- 
deavouring to recover as much as possible, given the 
legal limitations, of $3.8 million, in other words, the 
total cost. 


Senator Flynn: They hope to recover the total cost? 
Mr. Osbalideston: That is correct. 


Senator Connolly (Ottawa West): Was that insured? 


Mr. Osbaldeston: I think there is some difficulty in 
this case. In the case of the other tanker, it was insured 


under the International Tanker Consortium; there was 
insurance whereby the Government could claim against 
that. In this case, the information I have from the law- 
yers is that it is not certain that situation exists. They 
may have to claim directly aganst the owners. 


Senator Pearson: Were the pay and allowances of the 
armed forces increased while working on this clean-up? 


Mr. Osbaldeston: Not the pay, to my knowledge; I 
would not think so. The payment of allowances would 
reflect where they were housed during the period, and 
I just do not have any knowledge on that. 


Senator Connolly (Ottawa West): I notice on page 
A-3, to which Senator Phillips referred, there is a 
$500,000 item under National Defence. At the bottom of 
page A-6, under Transport there is a $308,000 item for 
clean-up following the sinking of the oil barge Irving 
Whale. I wonder why in one case the army or the De- 
partment of National Defence was used and in the other 
case the responsibility fell on the Department of Trans- 
port. 


Mr. Osbaldesion: I believe the Department of National 
Defence acted in support of the Department of Transport, 
which has the prime responsibility. It was at the behest 
of the Department of Transport that the Department of 
National Defence supported them. In the case of the 
Irving Whale operation, I can only assume the Depart- 
ment of Transport did not require that sort of assistance. 
I believe that is further supported by the fact that in 
the Irving Whale case there was very little beach 
damage, as I understand it. With the Arrow is was 
considerable. 


Senator Flynn: Is the Irving Whale the property of a 
company controlled by Mr. K. C. Irving? I am asking 
on behalf of Senator McElman. 


Mr. Osbaldeston: According to the newspaper com- 
ments, I understand so. 


The Chairman: We will continue to speculate on that. 


Senator Phillips: Is the $308,000 referred to by Senator 
Connolly the total cost as opposed to the figure you gave 
of $3.8 million for the Arrow? 


Mr. Osbaldeston: As you are probably aware, the barge 
is still submerged, and the costs you have in front of 
you are the costs that have been incurred to date. 
Therefore, given that additional work will be required 
to some extent I assume there would be additional cost. 


Senator Phillips: For the Commissioner of Official 
Languages I see the figure of $328,000 as opposed to a 
previous estimate of $113,000, which is an approximately 
300 per cent increase. Normally this committee looks 
rather askance at any increase over 10 per cent, but 
when we see 300 per cent we tend to take a harder look 
at it. Why is this necessary? 


Mr. Osbaldeston: The office of the Commissioner of 
Official Languages came into being on April 1, 1970. At 
that time moneys and staff were provided to begin the 
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work with which he was charged. During the course of 
the past 10 or 11 months he has initiated activities, and 
he now has a better understanding of the type of resource 
he requires in order to carry out his operations. The 
$113,000 was the amount required to begin. The costs 
you have before you in the Supplementary Estimates in- 
dicate the full year costs of carrying out his operations, 
from certain knowledge he has gained over the last 9 
to 10 months. 


Senator Phillips: For a 300 per cent increase he must 
have gained a considerable amount of knowledge. 


Senator Flynn: If I might interject, it is more than that, 
because before we had the Commissioner of Official 
Languages we were not spending a cent on this. 


Senator Phillips: It makes it even worse. 


Senator Flynn: Senator 


Phillips. 


It has a double meaning, 


Senator Phillips: I refer now to page 50 of the blue 
book. I am rather intrigued by Vote L29c: 


Loans in accordance with terms and conditions 
approved by the Governor in Council, for the 
construction of an oil refinery terminal wharf at 
Come-by-Chance, Newfoundland. 


Mr. Osbaldesion: The loan, the details of which have 
not yet been finalized to my knowledge, is for the 
construction of an oil refinery terminal wharf at Come- 
by-Chance, Newfoundland. What is proposed here is a 
loan, which would be repaid with interest over time, in 
order to provide an oil refinery terminal wharf. 


Senator Phillips: What means are provided for the 
recovery of this loan? Is it on wharfage charges? 


Mr. Osbaldeston: It would be a loan repayment. The 
debtor, if you like, would secure the funds to meet the 
terms of the agreement; I think it would be his 
responsibility. There would be a loan repayment sche- 
dule attached to the agreement. 


Senator Phillips: Are we approving the loan without 
even any terms to the loan? This is unusual, is it not? 


Senator Connolly (Oittawe West): Perhaps this is a 
regular type of thing, where the Department of Public 
Works constructs waterside facilities, and then for a 
period of time, through wharfage charges, as you call 
them, the facilities used to provide the harbour facilities 
for oil tankers, the charges are designed to write off the 
loan after a given period. 


Mr. Osbaldeston: That 
process. 


is correct. This is a usual 


Senator Connolly (Ottawa West): I mention this, 
Senator Phillips, not to try to make an answer for the 
witness, but because in my days on the Treasury Board 
I used to ask the question you have just asked all the 
time. As I understand it, this is the function of the min- 
ister on the Treasury Board, sitting as he does under 
the chairmanship of the President of the Treasury Board. 


Senator Phillips: I appreciate your explanation, Sen- 
ator Connolly, but I still feel it is a rather unusual 
procedure to be voting the money in advance, when the 
terms of the loan are still not completed. 


Senator Connolly (Ottawa West): In other words, we 
do not know what the terms of those loans are. Frankly, 
this is the problem the minister and the Treasury Board 
have. The minister wants to know, as well as you do, just 
what the schedule of repayment is, what the rate of 
repayment is, and how long it will take. I would assume 
in this case they would estimate the extent to which that 
facility would be used, whether there is the possibility 
of an extension of the refinery facilities that are to be 
involved in the use of the wharf, and that kind of thing. 
I think it is quite proper to inquire what, in a given case, 
the prospects are, and how quickly the loan is expected 
to be repaid, and even what the rate is going to be. 


Senator Phillips: I agree. 


Senator Flynn: There may be a problem of policy, but 
I suppose there is also a problem of negotiation in each 
case. That has been my experience. 


Senator Connolly (Ottawa West): Sometimes this facili- 
ty is rented out to a private owner. 


Mr. Osbaldeston: If that was the case changes would 
be appropriate, or, if a private entrepreneur he could in 
effect set up charges against himself. I might mention to 
Senator Phillips that the terms and conditions of this 
loan would go to the president of the Treasury Board. 


Senator Connolly (Ottawa West): In this case, do you 
know whether or not the wharf or the facilities are to be 
leased out to an entrepreneur, or whether the department 
is going to operate the wharf itself. 


Mr. Osbaldeston: In this case, because it is a loan, I 
would presume that the department would not operate 
it, that the responsibility for operation, maintenance and 
repair would rest with the person to whom the loan is 
granted. 


Senator Connolly (Ottawa West): In other words, the 
concession is granted, perhaps even to the employer, the 
refinery company. 


‘Mr. Osbaldeston: I think that would depend on the 
need of the Department of Public Works for public access. 


Senator Phillips: Can you tell me who the entrepreneur 
is in this case? 


Mr. Osbaldeston: I do not Know, senator, to whom the 
loan specifically would be made. It could be made to any 
one of a number of authorities—to an entrepreneur, to a 
provincial Crown corporation or to a province. There are 
a number of possibilities there. 


Senator Phillips: Mr. Chairman, my remarks are not 
intended to refiect— 


Senator Connolly (Ottawa West): Do you mind, Sena- 
tor Phillips, if I interrupt you? Who is going to own that 
refinery which this facility is to serve? 
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Mr. Osbaldeston: I cannot recall the name of the con- 
sortium or the group that is putting the refinery in. It 
has slipped my mind. 


Senator Connolly (Ottawa Wesi): It is not one of the 
major oil refineries? 


Mr. Osbaldeston: No, it is not one of the normal group 
of companies. I believe it is a group being put together 
to operate the refinery. I am sorry I cannot recall the 
name of it. 


Senator Connolly (Ottawa West): That is all right. 
Senator Desruisseaux: Would it be a Canadian firm? 


Senator Connolly (Ottawa West): Not necessarily, I 
guess. 


Mr. Osbaldesion: I am sorry. 


Senator Phillips: I would like to put my views on 
record. I think it is rather unusual for us to be asked to 
approve a loan when we do not know the terms and 
conditions of the loan and in fact we do not even know 
who is getting the loan. 


The Chairman: I must say I am inclined to agree with 
you on this, senator. Perhaps this committee is entitled to 
a much better explanation than we have had up to now, 
as to who is the recipient of the loan and what the terms 
and conditions of the loan are, and what the terms of 
repayment are. 


Senator Connolly (Ottawa West): We could ask for 
that. 


Mr. Osbaldeston: Could I speak to the Department of 
Finance or the Department of Public Works to see if 
they could provide us with this information. 


The Chairman: That is agreeable. 


Senator Phillips: I have one further question and then 
I will leave you in peace. On page 20 of Supplementary 
Estimates (C)—have all the provinces participated in 
these special programs? 


Mr. Osbaldeston: Yes, sir. 


Senator Phillips: I am rather uncertain as to the basis 
on which the amounts for the various provinces were 
arrived at. Could you explain the basis for arriving at 
these figures? 


Mr. Osbaldeston: Yes. In the statement that appears 
under Vote L13c, in the vote wording, it says: 


—for purpose of assisting in the creation of employ- 
ment in areas where the number of unemployed 
workers was in excess of 4 per cent of the labour 
force in the six-month period ending December 31, 
1970— 


That is the basis on which the division of the money was 
made between the provinces. It was worked in this way, 
if I may use a hypothetical example. If the number of 
unemployed in Canada over 4 per cent, had totalled let 


National Finance 3525 


us say, 1,000, and if 100 of those unemployed were 
located in a given province, then that province, having 
100 of the 1,000 over 4 per cent would then be eligible 
for 10 per cent of the loan fund. 


Senator Phillips: I thank you for your answer, but I 
notice here that Quebec gets $70 million and Ontario $17 
million, and I am still not clear as to the basis of arriving 
at that distinction. 


Mr. Osbaldeston: Given that Quebec has received $70 
million of the $160 million, it means that Quebec, during 
the six-month period ending December 31, 1970, had 
70/160ths of the total unemployed during that period. 


Senator Desruisseaux: Would you repeat those figures 
please? 


Mr. Osbaldeston: Given that Quebec is to share in the 
$160 million loan fund to the order of $70 million, there- 
fore they had within the province 70/160ths of the total 
unemployed in Canada, over the 4 per cent base. 


Senator Sparrow: Did I understand the witness to say 
that all of the provinces had accepted funds? 


Mr. Osbaldeston: All of the provinces are eligible to 
share in the funds, in the amounts indicated here. 


Senator Sparrow: Was not Senator Phillips’ question 
whether they had accepted? 


Senator Phillips: Yes, accepted. 


Mr. Osbaldeston: Negotiations, I believe, are still under 
way. As to whether or not they would accept, is still to 
be determined. The loan funds are available through the 
fiscal years 1970-71 and 1971-72. Some are still under 
negotiation. 


Senator Sparrow: They may accept any time up to 
March 31, 1972? 


Mr. Osbaldeston: That is correct. 


Senator Phillips: And how many provinces have ac- 
cepted to date? 


Mr. Osbaldeston: I do not know that, senator. 
Senator Phillips: What is the relationship— 


Senator Connolly (Ottawa West): Would you wait a 
moment, as this is important. Under this item, provinces 
are allowed to borrow, to the limit set out on page 20 for 
each province. They have known of this provision for 
quite some time, I take it? 


Mr. Osbaldeston: That is correct. 


Senator Connolly (Ottawa West): Could you give us 
how much has actually been advanced—by provinces? 


Mr. Osbaldeston: I could ask that, if I may, of the De- 
partment of Finance. I do not have that figure with me. 


Senator Connolly (Ottawa West): I think a successful 
program depends on the extent to which a province par- 
ticipates in the program. 
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The Chairman: Can you tell me what this sum of $160 
million is to be used for? 


Mr. Osbaldesion: The amount is to be used for the con- 
struction of capital works, such capital works not to have 
been included in the normal capital work program of the 
province. In other words it is to be a supplement to 
capital work in each of the provinces. 


The Chairman: Seventy per cent of the $160 million, 
that is, $114 million, goes to Quebec, Ontario and British 
Columbia, which are the most highly capital-developed 
provinces in Canada. Does it not strike you as strange 
that 70 per cent of a Government initiative goes to capital 
development in the provinces that. are the most highly 
capital-developed provinces? And only 30 per cent goes 
to the Maritimes and the Prairie Provinces, which are in 
dire need of capital development? Is that not an odd way 
to fight unemployment? 


Senator Phillips: Mr. Chairman, you have expressed 
my question better than I could, and I want to thank 
you for it. 


Mr. Osbaldeston: In looking at this vote, I think one 
has to take into account the total package that was 
developed by the Government in August and in October. 
The one package amounts to $60 million which sena- 
tors have discussed at another meeting, and the second 
package of the economic stimulation program was in the 
order of $250 million. Mr. Chairman, as you recall, at 
the December meeting, when we discussed the $250 mil- 
lion loan fund, which this one replaced, it was set out 
there that in addition to the loan fund there was to be 
$23 million in federal Government public works. There 
was to be additional money for training, et cetera. I think 
it is only in that context that it is possible to comment 
on your remark. 

The second comment, though, was to the effect that 
this program is directed at unemployment. It is quite 
true, and it is evident from the vote wording, that the 
program was directed at areas of high unemployment. 
The question of the amount of capital that was present 
in a geographic area, clearly from the vote wording, is 
the secondary consideration. The primary one was the 
unemployment. However, I do repeat it has been seen 
within the total context of what DREI is doing, in terms 
of infrastructure— 


Senator Pearson: Would it not be possible to gener- 
ate capital expenditure in one of the Prairie provinces 
and spend more money there and bring the unemployed 
from British Columbia or Quebec into that area? It 
would be easy to develop industry where there is a 
scarcity of industry, rather than in an area where there 
is a greater percentage of industry. 


Mr. Osbaldeston: I think it is true to say that in the 
Department of Regional Economic Expansion they do 
have grants which facilitate precisely what you sug- 
gest. That is outside of this program entirely. 


Senator Connolly (Ottawa West): Is it fair to say that 
this program was developed by looking at the number 


of unemployed in a given area, at a specific time, with a 
view to employing those people? Is it not a matter of— 
as the Chairman suggested—what capital may be avail- 
able for investment in those areas. I heard you say 
that perhaps infrastructure was one of the items to 
which the moneys borrowed could be devoted. I take it 
—and I am not apologizing here for the Government— 
perhaps one of the motivations of this kind of loan, 
particularly in respect of infrastructure. as to provide 
a basis upon which the private sector could go forward 
with other capital investments and perhaps also allevi- 
ate the unemployment to an additional extent, than the 
employment generated by the use of those funds. 


Senator Pearson: On the other hand, the unemploy- 
ment in British Columbia was supplemented to a great 
extent by the unemployed in the Prairies moving out 
there. This brings a weightly problem to British Colum- 
bia to start to build up the infrastructure, as you say, 
to take in all the unemployed who really belong to the 
Prairies. 


Senaior Connolly (Ottawa West): In other words, you 
say it might have been cheaper to have done it on the 
Prairies rather than in British Columbia. 


Senator Pearson: Exactly. 


Senator Connolly (Ottawa West): Except I suppose 
that at a given time—and here I stand to be corrected, 
because I do not know, but given the answer the witness 
has supplied us, I suppose that at a given moment those 
unemployed who had come from the Prairies were in 
fact in British Columbia. 


The Chairman: But it seems to me there is a more 
basic point than that, Senator Connolly, and that is 
that if, as the witness suggests, we take the total pro- 
gram, it still was a program designed to alleviate un- 
employment in those regions of Canada where in the 
last six months of 1970 it was the greatest, so that the 
bulk of the program in dollar and percentage terms 
went to Ontario, Quebec and British Columbia. 


You cannot argue the obligation of the federal Gov- 
ernment to use its financial ability to alleviate unem- 
ployment, but it seems to me to be ludicrous to exacer- 
bate the regional differences that already exist in Canada 
by using a capital infrastructure—roads to airports, loans 
for capital projects—in the very provinces that are al- 
ready intensively capital developed. If you are going 
to use means of alleviating unemployment in terms of 
employing people or in terms of payments to people, 
that is understandable; but to go ahead and exacerbate 
the difference that is already terribly dangerous in this 
country, between the wealthy, capital-developed provin- 
ces and the under-developed provinces strikes me as 
being foolish in the extreme. 


Senator Phillips: I would like to add to the remarks 
of the Chairman that it appears to be working in direct 
contradiction to the Department of Regional Economic 
Expansion. We are developing areas that are already 
highly developed and, to me, there is a conflict between 
the two programs. 
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Senator Connolly (Ottawa West): I do not know there 
is that, but I think perhaps in the absence of specific 
information we are talking in a vacuum. I would like to 
suggest that the witness get from the Department of 
Finance, if that is the appropriate department, not only 
the amounts that have been actually drawn down by 
each province, but the nature of the work which was 
undertaken by the use of these funds; and, secondly, the 
number of people who were in fact employed as a result 
of the expenditure of the funds. 


Senator Pearson: And where the expenditure was 
made, in what location. 


Senator Connolly (Ottawa West): Yes. If that detail 
could be supplied, I suppose it might be helpful too. In 
other words, we would like to know how this sub- 
stantial program is in fact working out and how much 
they know about it at this time. I think the figures would 
not be too conclusive just now, but they may be at the 
time of another go around on these Estimates. 


Mr. Osbaldeston: Mr. Chairman, if I may respond to 
the senators’ requests, I would say that we would en- 
deavour to secure that information. 


Senator Connolly (Otiawa West): It may be a little dif- 
ficult to get it, but it may be helpful to us. 


Could I refer the witness to page C-4 of the document? 


Senator Desruisseaux: Before we deal with that, on 
this very item I would like to have a little more expla- 
nation. On page 20, in item (ii) we see: 


—the term to maturity is twenty years or such lesser 
period as may be fixed by the Minister of Finance. 


I fail to understand this because if you have a project 
you usually plan it for a definite time, and it is usually 
not less than 20 years. 


The Chairman: Which item is this? 
Senator Desruisseaux: It is Vote L13c, item (b) (Gi). 


The Chairman: The term to maturity is 20 years, et 
cetera. 


Mr. Osbaldeston: The only purpose in having that 
provision to reduce the term is to facilitate, if you like, 
a policy of the provincial government. They may wish to 
pay it off over a shorter period. Rather than forcing 
them into a 20-year loan this would permit them to 
enter into an agreement. 


Mr. Connolly (Otiawa West): They could pay it off 
without notice or bonus. 


Mr. Osbaldeston: That is right. The term of interest 
is set out in paragraph (b) (iii), and there is a provision 
put in there to establish the interest rate to be charged. 
The formula under the Canada Assistance Plan for 
determining that interest rate is rather lengthy. That is, 
it is wordy. Therefore, in terms of drafting this appendix 
to the Appropriation Act, the lawyers, rather than re- 
peat the formula, have simply given a reference back to 
the Canada Pension Plan. 
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Senator Desruisseaux: The only thing we are really 
interested in is the rate. 


The Chairman: It seems to me that the Minister of 
Finance did announce the rate. 


Senator Connolly (Ottawa West): It 
market rate, I take it. 


is below the 


Mr. Osbaldeston: It is a favourable long term rate. 


The Chairman: We can be informed on that. 


Honourable senators, I have to appear before the In- 
ternal Economy Committee. If there are still questions 
you wish to ask, perhaps you could choose an acting 
chairman. Perhaps Senator Desruisseaux would take the 
Chair, if that is agreeable. 


Hon. Senators: Agreed. 


The Chairman: I apologize for leaving, but I really 
must go. 


Senator Desruisseaux (Acting Chairman) in the Chair. 


Senator Connolly (Ottawa West): I should like to direct 
the witness’s attention to page C-4 of the summary. Under 
National Defence Vote 5c, it states that it is to authorize 
an extension of the purposes of this vote to provide for 
the deletion from the accounts of certain claims. The 
explanation of that is that it is proposed to write off 
debts due the Crown in respect of a former employee as 
well as funds confiscated by the Japanese during World 
War II. I do not want to know the name of the employee, 
but can you tell me the amount and the origin of the 
claim? 


Mr. QOsbaldeston: The amount is $7,409.30 and the 
origin of the claim relates to the fact that when he 
joined the services in 1947 the birth certificate indicated 
his date of birth as August 31, 1909. However, when he 
subsequently retired in 1968 he produced a province 
of Ontario birth certificate showing his birth date cor- 
rectly as 1901. In effect, senator, he was employed beyond 
his 65th birthday and the salary paid to him after his 
65th birthday would not fall within the appropriate 
legislative authority and, in effect, he would have a 
debt to the Crown. 


Senator Connolly (Ottawa West): Which you cannot 
collect. 


Mr. Osbaldeston: For having received moneys for 
working an extra five years and this, in effect, is to 
permit him to retain his salary. 


Senator Connolly (Ottawa West): And because he is 
an older man presumably he has less income. 


Mr. Osbaldeston: And because, in fact, he worked for 
the Crown from 1965 to 1970. 


Senator Connolly (Ottawa West): With respect to the 
funds confiscated by the Japanese during World War II, 
I assume that is a debt due by the Japanese government. 
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Mr. Osbaldeston: Yes, senator. These are funds which 
were confiscated during World War II in 1941, and the 
amount at that time was $224,558.13 Canadian. It was 
‘deposited in banks in Hong Kong by the Canadian 
military authorities. Then it was confiscated by the 
Japanese subsequently. 


After the end of the hostilities the War Claims 
Commission was established in 1952 and it was em- 
powered to distribute funds received by the Japanese 
government to honour the claims of governments which 
suffered losses in the war. Reimbursement from the 
funds available to the Commission was made on the 
basis of the prevailing rate of exchange on the Hong 
Kong dollar. By the time the final settlement of the 
claims was made in 1956, it had declined in terms of 
Canadian dollars for Hong Kong dollars. It had declined 
to .19 cents from the original .30 cents. So there was 
about a 50 per cent drop in the value. The depreciation 
of the Hong Kong dollar between 1941 and 1956 has 
resulted in an unsatisfied balance of $70,000 in the 
deferred claims account. 


Senator Connolly (Ottawa West): And that cannot be 
collected. I take it that it is perhaps deemed to be 
inappropriate to try to collect it. 


Mr. Osbaldeston: Yes, given that the War Claims 
Commission set the rate as the 1956 rate. 


Senator Connolly (Ottawa West): On page C-5 there is 
an item concerning the National Museums of Canada. 
Apparently there is an increase of $116,000 sought to 
enable the National Museum of Canada to purchase 
items selected by the National Gallery of Canada from 
the Manoir Richelieu collection of Canadiana. Are these 
exclusively pictures? If so, are they by Canadian artists 
of some repute? In other words, are they good pictures 
and is the amount involved a reasonable amount? I ask 
this because I realize the Canada Steamship Lines have 
wound up the business at Manoir Richelieu. 


Mr. Osbaideston: That item should be read in con- 
nection with the item under .Public Archives. In the 
Public Archives supplementary Estimates before you 
you will see the amount of $759,000, which also reflects 
part of the purchase price of the Manoir Richelieu 
collection. Therefore, the Manoir Richelieu collection 
really will have cost $759,000 plus $116,000, or an 
approximate total of $1 million. 


Senator Connolly (Ottawa West): How many items are 
involved in that collection? 


Mr. Osbaldeston: Besides paintings, senator, there were 
also included maps and prints. It is all early Canadiana. 


Senator Connolly (Ottawa West): They are originals, I 
take it. 


Mr. Osbaldeston: I am not certain whether the prints 
or maps are originals. I know that prior to purchase there 
were a number of appraisers called in by the Public 
Archives and the National Gallery. As I understand it, 
the cost to the Government is rather favourable relative 
to an appraised cost. 


Senator Connolly (Ottawa West): I think that is only 
proper, because we want to try to preserve our own 
original works, and the Manoir Richelieu collection is 
reputedly a very good one, although I have never actu- 
ally seen it. 


The Acting Chairman: It is indeed a good collection. 
I had occasion to see part of that collection before it was 
sold, and I was astonished at their ability to bring to- 
gether such a fine collection of Canadiana. 


Senator Connolly (Ottawa West): It is important to keep 
Canadiana in Canada. 


The Acting Chairman: If there are no further questions, 
I would suggest that the committee now adjourn. 


The Committee adjourned. 


March 18, 1971 National Finance 3:29 
APPENDIX “A” R.C.M.P. 744,000 
Supply & Services 920,000 
Breakdown by Departments Canadian Arsenals 60,000 
of $60 Million in 1970-71 Supplementary Estimates (A) Information Canada 555.000 
Directed towards alleviation of Unemployment Transport 3,379,200 
Department $ National Research Council 6,500 
Agriculture 3,804,350 Veterans Affairs 853,200 
Consumer & Corporate Affairs 52,000 Ant.cipated Shortfall se 
Energy, Mines & Resources 406,500 Total 60,696,450 
Fisheries & Forestry 3,216,800 
Indian Affairs & Northern Development 5,444,700 Breakdown by Region of Canada of 
Unemployment Insurance 451,000 $60 Million in 1970-71 Supplementary Est’ mates (A) 
Manpower & Immigration 18,993,000 Directed towards Alleviation of Unemployment 
National Defence 1,252,000 
National Health & Welfare 22,000 (Millions of dollars) 
National Revenue—Customs & Excise 327,000 Atlantic Provinces 92 
Public Works 7,060,000 Quebec 29.7 
Regional Economic Expansion 12,025,000 Ontario 4.7 
National Capital Commission 400,000 Prairie Provinces 9.1 
Secretary of State 129,000 British Columbia 6.9 
National Film Board 90,200 —s 
Public Archives 5,000 Total 59.6 
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STANDING SENATE COMMITTEE ON 


NATIONAL FINANCE 


The Honourable Douglas D. Everett, Chairman 


The Honourable Senators: 


Aird 

Beaubien 
Benidickson 
Bourget 

Bourque 
Croll 

Desruisseaux 
Everett 

*Flynn 

Fournier (Madawaska- 

Restigouche) 

Gélinas 
Grosart 

Hays 
Isnor 

*Ex officio Member 


(Quorum 7) 


Kinley 

Laird 

Langlois 

Manning 
*Martin 

McDonald (Moosomin) 

McLean 

Meéthot 

Molson 

Nichol 

O’Leary 

Paterson 

Phillips 

Sparrow 

Walker—(27). 


Orders of Reference 


Extract from the Minutes of Proceedings of Tuesday, 
March 9th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 

That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 
Extract from the Minutes of Proceedings of Wednes- 
day, March 17th, 1971: 
“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 

That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 


The Question being put on the motion, it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 


Extracts from the Minutes of Proceedings of Wednes- 
day. April 28th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Benidickson, P.C.: 


That the name of the Honourable Senator Croll be 
added to the list of Senators serving on the Standing 
Senate Committee on National Finance. 

The question being put on the motion, it was— 

Resolved in the affirmative” 

“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
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the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achive 
full potential growth and employment without infla- 
tion; and 

Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 

The question being put on the motion, it was— 

Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Tuesday, 
May 4, 1971: 
“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.:: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relation thereto. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 


Minutes of Proceedings 


Tuesday, May 4, 1971 
(4) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
2:30 p.m. to consider the question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Benidickson, Bourque, Isnor, Kinley, Laird, 
McLean, Methot, Nichol, O’Leary, Paterson and Sparrow. 
(13) 


Also present but not of the Committee: The Honoura- 
ble Senators Haig, Kinnear, Lamontagne, McGrand, 
Smith and Urquhart. 


In attendance: Dr. James. Gillies, Director; Mr. A. B. 
German, Administrator; Mr. W. Neville, Editorial Writer; 
Mr. L. Birchall, Assistant to the Director; and Mr. E. J. 
Brower of the Parliamentary Library, Division of 
Economics. 


Heard as a witness: Sir Roy Harrod, Professor of Eco- 
nomics of Oxford University (retired), now of the Depart- 
ment of Economics, University of Maryland. 


At 4:35 p.m. the Committee adjourned to 10:00 a.m. on 
Wednesday, May 5, 1971. 


ATTEST: 


Gérard Lemire, 
Clerk of the Committee. 
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Ottawa Tuesday, May 4, 1971 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 2.30 p.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, this is the 
inaugural meeting of the Standing Senate Committee on 
National Finance on the problem of growth, employment 
and price stability in Canada. 

In the course of these hearings we will hear evidence 
on this subject from economists in Canada, the United 
Kingdom, the United States, Germany and Japan, whose 
knowledge and experience cover the widest possible 
range of economic activity. 

The objective of these hearings and of the subsequent 
report to the Senate will be to discover the articulate 
methods which could be used in Canada to achieve our 
full potential growth and full employment without 
inflation. 

This committee does not seek to lay blame for past 
performance. Rather, we direct our criticism against cur- 
rent methodology and hope to discover better methods of 
achieving our objective. 

We therefore have four purposes: 

(1) To examine in the public forum new concepts for 
achieving our objective; 

(2) To have those charged with the direction of our 
economy comment publicly on those new concepts; 

(3) To improve public understanding of the difficult 


problems and choices involved in directing the economy; 
and 


(4) To record the essence of these hearings, written 
briefs, and studies on growth, employment and price 
stability, in a report that we hope will have a pro- 
nounced effect on the direction of the Canadian economy. 

Honourable senators, as our first witness, we are fortu- 
nate in having Sir Roy Harrod, the distinguished British 
economist, who has spent most of his life as a tutor at 
Christ Church, Oxford. During the war, Sir Roy worked 
closely with Sir Winston Churchill and Lord Cherwell, as 
a member of Sir Winston’s personal staff. He is the 
author of many books and studies on economics, the best 
known of which is his biography of Lord Keynes. 
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Sir Roy is an international expert in his field. To give 
you an idea of what he stands for, I read from his 
preface to a book related to another relevant policy 
question of immediate concern. In that preface he states: 


The general long run principle relating to wages 
and salaries is clear increases should be limited by 
reference to increases in the gross domestic product; 
but the techniques to be used in securing this objec- 
tive, if the correct regulation of demand fails to do 
so, have still to be developed. 

It is contrary to sound principle to push total 
demand down to a level below the supply potential 
of the economy with a view of getting an abatement 
of wage demands. That would be to sacrifice the 
certainty of a greater good for the problematic 
attainment of a lesser one. Furthermore, the moral 
flavour of such a policy is not, in the last analysis, 
altogether pleasant. 

Despite all man’s achievements in the physical 
sciences, and despite such achievements as there may 
have been in economics and psychology, his moral 
sense remains the greatest attribute of civilized 
man—and the one most important for economic 
welfare. 


Honourable senators, it is with great pleasure that I 
introduce the distinguished economist, Sir Roy Harrod. 
Sir Roy Harrod: Thank you, Mr. Chairman. 


Senator Isnor: Mr. Chairman, when was that preface 
written? 


The Chairman: Sir Roy, do you remember when that 
was written? 


Sir Roy Harrod: It is fairly recent. 
The Chairman: You are not turning your back on it? 
Sir Roy Harrod: No. 


The Chairman: It is as recent as that, Senator Isnor. 
Now, Sir Roy. 


Sir Roy Harrod: Mr. Chairman, honourable senators, I 
should like to say at the beginning that I regard it asa 
great honour and a great privilege to have this oppor- 
tunity to testify here. 

I apologize for my script not being in your hands 
earlier, but I have had various frustrations—not here but 
elsewhere—both with regard to the question of typewrit- 
ing and also with regard to the question of postal delays. 


4:5 


It seems that what I should do now is not to read this 
script but to make a few remarks covering similar 
ground in order to outline my position. 


I am basing what I say primarily on my own country, 
Britain, and on the United States of America, whose 
economy I have made it a practice to follow very closely 
over a number of years. I think, therefore, that what I 
should say, if it is to be well informed, should be based 
primarily on the two economies that I know best. 


There is a very striking similarity between these two 
economies at present, namely, the great paradox that 
exists of the combination of rather high unemployment— 
production is certainly below what the two economies are 
capable of—with unprecedented galloping inflation. I say 
“unprecedented”. It is unprecedented in peacetime. We 
have to go to times of war to find periods of inflation of 
the order of magnitude that we have been having in 
Britain and that they have been having in the United 
States. This similarity is rather striking. 

The first thing we want to ask is why this has been 
happening. Hitherto it has seemed quite plausible to say 
that when you have a price inflation of this sort it is due 
to over-full demand. The economy has been heated up 
too much. That means rising prices. “But,” you say, 
“there has not been over-full demand very recently.” 
Then the defenders of the orthodox say, “But there may 
be a time lag.” In other words, the present inflation 
explosion may be due to excessive demand of two or 
three years back. Well that is a possibility, of course, but 
I am rather doubtful of the time lag explanation. But I 
would twist it round a little and ask you this: If we look 
through the history since the war, there have been other 
occasions in both those two economies when there as 
been a certain amount of over-heating, a certain amount 
of excess demand, and those other occasions were not 
followed by inflationary explosions of the kind we have 
been having in the last two years. What is the difference? 
Why is there a difference? If over-full demand regularly 
leads to this kind of inflation, why did it not do so on 
other occasions? 

I can only give you one example, and that is the 
Korean war. I think people do not now realize that the 
American defence effort associated with the Korean war 
was actually bigger than the defence effort associated 
with the Vietnam war. The Korean war was over quick- 
ly, of course, but a big defence build-up followed it 
because the Americans began to be alive to dangers in 
the world and to think that they must build up a much 
stronger defence position. Thus, the defence effort 
associated with the post-Korean period was much bigger 
than the defence effort associated with Vietnam. For one 
thing, they ran a heavier deficit in the federal budget; for 
another, much bigger proportions of the national 
resources were devoted to defence in the years shortly 
after the Korean war than have been devoted to defence 
in any of the years since the Vietnam war broke out. But 
if you look at the situation after the Korean war you do 
not see this period of wage-price spiraling, as I call it. 

Where is the difference? There must be some difference. 
It is the novelty of this explosion which makes one doubt 
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the orthodox explanations of its being due to some past 
errors, whether of the central bank or of the Treasury in 
either country. 

I now come to the question of remedial measures. 
Again, the orthodox wisdom would say, “Well, if you are 
confronted with this sort of inflation, you ought to damp 
down demand.” There is a recognized method of damping 
down demand by what are called monetary and fiscal 
policies. Monetary policy is executed through the central 
bank and fiscal policy is executed through the budget. 


But, we have to ask ourselves: Suppose it to be the 
case that these phenomena are not due to excessive ease 
in monetary and fiscal policies in the past, then is the 
remedy necessarily right? 

Nearly two years ago I ventured to write an article for 
The Economist, which they kindly christened ‘Harrod’s 
Dichotomy”. I should like to explain that. It is that if the 
aggregate demand of the economy is excessive in relation 
to what the economy can supply, this, in my opinion, will 
certainly tend to pull prices up. Really, I think everyone 
is agreed that, if you have excessive demand which 
cannot be met, there is an inevitable force in pulling 
prices up. Sometimes we call that ‘“demand-puli 
inflation.” 

If that is going on, then obviously the right remedy is 
to reduce aggregate demand and have tight money 
through the banking system, build up perhaps a budget 
surplus, and so on, so as to reduce aggregate demand. If 
excess aggregate demand is causing price inflation, then 
reduce the aggregate demand if you want to cure the 
price inflation. 

So far so good, but now we go to the other side. 
Suppose that the aggregate demand is manifestly not 
running above the supply potential of the economy. Sup- 
pose that it is substantially below the supply potential as 
I do not think anybody could deny it has been for some 
time in both countries to which I have referred. Does this 
remedy work? With respect to these two countries that 
are experiencing strong inflation, supposing you cannot 
show that that is due to overheating in the near past; 
supposing that it is very doubtful whether it is due to 
any overheating at all; are you necessarily going to cure 
that by reducing demand and increasing unemployment 
still further? I submit that there is no presumption that 
you will do that. 

I hope that I have made this plain. I call it the dichoto- 
my that, if total demand is excessive and is pulling prices 
up, reduce total demand and that will be a cure of 
inflation; if it is not excessive, if, indeed, it is under what 
the economy could meet at full employment, then it 
becomes an open question whether a further damping 
down of demand is going to do any good to the inflation- 
ary situation, and there is even a possibility that it may 
do harm. This is not accepted by all economists, but I 
think the point is worth pressing home. There are certain 
features of damping down demand still further that could 
even be price inflationary. Of course, I am talking about 
an economy that is not fully employed. Now, if you 
reduce demand below that point, you will assuredly add 
to the unit costs of producers. I do not say that they will 
put those higher unit costs straight into prices. They 
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would not do that, but it might have a more subtle effect. 
Suppose you have wage increases going on and you have 
a damped economy and high unit cost, then you are 
almost forced to push those wage increases into prices. 
But if you have an expanding economy, with productivi- 
ty rising—that means production per head rising—you 
may be able to absorb part of the wage increase without 
pushing it all into prices. In that case damping demand 
still further, so far from being curative of the inflation- 
ary situation, might make it worse. 


Then there are certain elements in monetary and fiscal 
policy designed to dampen the economy which are really 
inflationary. Take the case of high interest, and here I am 
not talking of the difference between 3 and 4 per cent, 
but a substantial increase in interest rates is apt to be 
pushed by the price fixers into prices as part of the cost. 
Take indirect taxes, for example; they certainly go into 
the cost of living. Even direct taxes may in certain cases 
go into the cost of living, although there is some argu- 
ment about that. So these measures designed to cure 
infiation could, in certain circumstances, make it worse. 


That is what I feel about the present situation. I do not 
think that any damping of demand within any reasonable 
amount in either the United States or the United King- 
dom would have an anti-inflationary effect. 


Then you may say, “Well, what are we going to do 
about it. We do not like this inflation; it is destructive of 
many values; it imposes hardship on many people; it is 
an evil to be avoided if it possibly can be avoided.” But 
before you ask what we can do about it, you have to 
ascertain what has caused it. It seems there is a new 
element in the situation. When wages go up more than 
productivity and producers are forced to put some of that 
into prices, then the unions say they want still more 
wages, that they want enough to cover the inflation 
coming in the following year, and then there is a higher 
increase in wages than is justified by prices at the par- 
ticular moment. Then the price fixers say that they have 
to put these extra wages into prices with the result that 
prices will go up more, and so you have what I call 
wage-price spiralling. 

I believe that the basic cause of this is not something 
economic at all, but what I would call sociological. It is a 
new attitude of mind; it is a more activist attitude on the 
part of the trade unions and a more permissive attitude 
on the part of employers. Then you can carry it one stage 
further and you can say that the employers are a little 
more activist in fixing the prices they charge and the 
consumers have also become more permissive so that 
instead of protesting violently in the store, they just 
shrug their shoulders and say, “Well, we know there is 
inflation on now,” and they do not resist. I would say 
that I consider this, which I consider to be a new phe- 
nomenon, is first cousin to student unrest. It is a reflec- 
tion of a more activist state of mind on the part of the 
trade unions. 

If that is the kind of thing that has caused this explo- 
sion which, as I say, is unprecedented, you have to have 
a new remedy. It is no good to turn on the old taps of 
fiscal and monetary deflation and hope that that will cure 
it. You have to face a new problem in these circum- 


stances, and in my opinion the least that can be done 
now is to have what we call an incomes policy which 
means that in one way or another you just do not permit 
these excessive wage and price increases. 


There may be arguments as to whether such a policy 
can be effected voluntarily or must have legal sanctions; 
whether it should be across the board or selective; 
whether it should be something for a short period or 
contemplated for a longer period. Perhaps there will be 
some questions about that, and particularly about the 
British experience. Sometimes people say that this sort of 
policy has been tried in Britain and has failed, but I 
would say it has not been tried very seriously. There 
have been just half-hearted attempts. But now that the 
phenomenon has become so much worse in Brita‘n, and it 
has also become rather bad in the United States, I think 
there is a challenge to take this policy more seriously, 
and it is the only way that I can suggest of solving the 
problem. If monetary and fiscal measures do not cure it, 
then what other measure is there except direct interfer- 
ence in the course of wages and prices? 


On the side of the orthodox methods I would not deny 
that if a country were prepared to bring on a really 
heavy slump such as we had before the war, when you 
had an unemployment rate of 15 or 20 per cent, that 
might stop it, not by any economic law but simply 
because it would produce an atmosphere of crisis where 
everybody would say, “Well, we have to stand still.” But 
any monetary and fiscal policies with intolerable limits, 
in my view, are very unlikely to cure this new 
phenomenon. 

With regard to the British experience, I should like to 
answer any questions that people may have to ask. I 
should also like to answer any questions about how in 
general detail this could be done. But, as I have said, that 
is my general feeling, that you have to have a new policy 
called an incomes policy. 


The Chairman: Thank you. Now, honourable senators, 
we are open for questions. 


Senator Paterson: Could I ask the speaker if there is 
any truth in the old saying that inflation is cured by 
unemployment? 


Sir Roy Harrod: Well, I have been rather arguing 
against that. As I say, if you have very heavy unemploy- 
ment—20 per cent or more—then I think you could prob- 
ably take the wind out of the sails of inflation, but, after 
all, in the United States, which I have been talking about, 
the unemployment rate has risen to over 6 per cent. Not 
long ago they said there, “We know we have to have 
some unemployment. We cannot be like the Swedes, who 
did not intend to let their unemployment rise above 1 per 
cent.”” And I say good luck to them, but the target figure 
for the United States was put at 4 per cent. It has gone 
way beyond that, and yet they have this very bad bout of 
inflation. 


Senator Nichol: Sir Roy, if I may, I would like to move 
directly to the question you invited in the second-to-last 
paragraph of your paper. You suggested that you had in 
mind a mix, with some detail about mechanisms—‘“the 
mix between voluntary and mandatory and the mix 


between interference with wages and dividends.” I think 
it would be very helpful if you could enlarge on that 
point, and tell us what you had in mind, because I 
suspect that this is the debate which is going to be 
raging in this country. 


Sir Roy Harrod: Yes. I would not like to venture an 
opinion about Canada because there are special features 
in the economy here, and it is not quite parallel to the 
two countries I have talked about, though it is somewhat 
similar. Also with regards to Canada there is this great 
regional difficulty which may require a policy of its own, 
so to speak—the difference between the Maritime prov- 
inces and Ontario, and so on. So that may give rise to 
special problems for Canada. 


Americans are hoping that the explosion is easing off 
now. Prices have not been too bad, but wages have 
continued to rise much too fast. 

I have not been in Britain much in the last couple of 
months, and I would like to see how things are going 
there, but my impression is that it is rather acute there 
still, and I think that when it gets as acute as that you 
have to give people a sense of urgency. Therefore, to 
start with and not as a permanent measure, I would 
favour a freeze. We had a freeze for six months in 1966, 
but it was not followed up and no advantage was taken 
of that freeze to get around and see what sort of longer 
term policy was possible. I would think that a temporary 
freeze would be desirable; and, under cover of that, you 
should have round-table discussions with the principal 
trade union leaders, pointing out to them, “You cannot 
have this freeze going on forever, but we want to 
hammer out a “mutually agreed policy for the more 
rational behaviour of wages and prices.” That might or 
might not be successful. I believe that it would be suc- 
cessful, that you would get co-operation; but I think it 
should be under cover of the temporary freeze. 

Then you could have, so to speak guidelines for policy. 
Whether they would have to be statutory or optional you 
would find out at your round-table discussions. You 
would determine whether there was enough co-operation 
on the part of the union leaders to make it feasitle to 
rely on a voluntary policy. If there did not seem to 
be—and I would face up to it—you would have to have 
some legal basis for abating the rise of wages and prices. 

I think that in the long run you cannot interfere with 
prices in a free-enterprise economy. In the long run 
interference would have to be on the side of dividends. 
You would have to do something to balance the interfer- 
ence with wages, otherwise the workers would say, 
“Well, are we limiting our wage demands simply to put 
more money into the pockets of the profit-takers?” You 
have to do something. I think the point at which you 
could do something would be by somehow ensuring that 
the rate of increase in dividends per annum was not 
greater than the rate of increase in wages, by some sort 
of surtax on dividends. If dividends began shooting up, 
then you would have a surtax to reduce the rate of 
increase of dividends. 


Senator Nichol: If what you say is correct, that there is 
a new element, which is a sociological or, if you wish, a 


psychological one in the mix which makes the problem’ 
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very difficult to solve by the traditional fiscal and mone- 
tary methods, then this is something which, if it is going 
to be cured, I would think would take many, many years 
to change. Do you think it would be possible to change 
the psychological environment during, say, a six months’ 
freeze, or do you think the freeze period would add a 
crisis sense to the thing which might make people think 
harder about it? 


Sir Roy Harrod: I do not think you could change the 
psychology for many years. Therefore, I think it depends 
on the front put up by the Government. If it puts up a 
manful front and says, ‘““We are determined to stop it,” 
Then, after all, a government which takes a strong line 
about inflation knows that it has the people behind it 
because people do not like inflation. The union members 
themselves do not like inflation, but they grab more 
wages because, if they do not, some other fellow will and 
they will be made to look ‘foolish. You have wide popular 
support, and if the Government puts a very firm face on 
it, it might work. After all, it is almost something like a 
war. You do not say, “Well, it will take us a good many 
years to prepare for this war.’ You have to do it now. 
The evil is upon us. 


I do not want to speak too strongly about Canada 
because I am not quite sure what the base of inflation is, 
but certainly in the case of the United Kingdom, and I 
should think almost certainly in the case of the United 
States, the evil is upon these countries, and it is up to the 
Government to take a firm stand. 


Senator Nichol: On the question of price and wage 
controls, in wartime there is a psychological background 
for acceptance. Although I suspect that a majority of 
Canadians would accept price and wage controls, or that 
before they came in they would say they would, is it 
logical and possible to maintain wide, firm price and 
wage controls in peacetime? 


Secondly, can you do it without moving towards some 
form of economic isolation from the rest of the world? In 
other words, do you not need foreign exchange controls, 
and all the rest of it, to go with it? Is it something which 
1s relatively easily done and relatively easy to maintain 
In peacetime; or is it something which is extraordinarily 
difficult; or is it somewhere in between? 


‘Sir Roy Harrod: I think it is very difficult. I think it is 
something that needs doing. From time to time in this 
world very difficult problems do arise, and I think a very 
difficult problem has arisen and it is not going to be easy. 

It ought to have a favourable effect to the extent it was 
at all successful on the balance of payments, which hap- 
pily is pretty good now here in Canada. It should have a 
favourable effect, but I also think that part and parcel of 
this kind of policy is that it should be tackled interna- 
tionally, because this inflation has been to some extent an 
international phenomenon occurring in most of the 
advanced countries. 

I was at a meeting on international monetary problems 
in Bologna a few weeks ago, and I put the sort of point I 
have been putting just now. It seems quite natural to 
have international conferences on the rate of interest, 
Central Bank policy and all that sort of thing, but would 
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it not be a rather good idea—and I made this suggestion 
in Bologna—to have an international conference on the 
wage-price spiral and to have trade union leaders at that 
conference from various countries? I believe that would 
make them feel a greater sense of responsibility. You 
would have a Canadian, an American, a Briton around a 
table, such as was the case at Bologna, discussing it. 
They would ask, “What ought we to do?” I think they 
would come back and realize that it was not simply that 
the profit-takers or monopolists in their own country 
were trying to control them, but that it was a world-wide 
movement for greater control or restraint in regard to 
wage infiation. 


Senator Nichol: In the suggestions that you have 
referred to, do you think of a tax policy as part of the 
mix of controls in the system; and, if so, what type of tax 
policy? 


Sir Roy Harrod: I would not know enough about that. I 
would have thought that a tax policy was part of the 
orthodoxy of fiscal and monetary policy. When you want 
to damp the economy you have a budget surplus. The 
British have had an enormous budget surplus in the last 
two or three years. If you want to stimulate the economy 
you run a budget deficit. They are doing a little bit of 
that in the United States now. When you come to specific 
taxes it is a question of the detailed structure of the 
economy, whether there are certain specific taxes in this 
country which might help gain acceptance for a wage 
policy. But I would not know enough about that. 

If we are trying to overcome inflation, as far as possi- 
ble we want to avoid extra indirect taxes. The British 
Government apparently are thinking of instituting a “val- 
ue added” tax which is bound to be inflationary. Joining 
the Common Market will also be inflationary. 


Senator Beaubien: Sir Roy, in 1967 there were two or 
three labour contracts signed here which worked out at a 
334 increase over three years. We are now starting on a 
new batch. How has England fared since 1967? Has it 
gone up a little over 33 per cent in three years? 


Sir Roy Harrod: I think it has been running at about 
that rate in the last year, but only in the last year. 
Devaluation is no good in the fight against inflation. The 
United Kingdom imports such vast quantities of food and 
materials, and so on, which enter into the cost of living. 
It is very difficult to combine the fight against inflation 
with devaluation. That is one reason why the British 
Labour Government’s half-hearted attempts in this direc- 
tion were bound to be frustrated until enough time had 
elapsed to work through the effects of the devaluation of 
sterling, 


Senator Beaubien: It worked the other way with us. 
Our dollar’s value increased in the last year and a half 
by 8 per cent in terms of the American dollar. An 
increase of 10 per cent to your employees over and above 
that had a much stronger effect on our exports. 


Sir Roy Harrod: The upward valuation of the Canadi- 
an dollar, surely, for what it is worth, is deflationary. It 
ives grounds for resisting such big wage demands. 
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Senator Beaubien: If you are producing iron ore and 
you are selling it in the world market, you are getting 
American dollars for it. If you are giving your men an 
increase of 10 per cent over and above your costs 
will increase by 8 per cent, so your iron ore is costing 
much more. 


Sir Roy Harrod: It is intolerable to have to combine an 
upward valuation of currency with wage increases 
which ignore valuation. It is a further argument for not 
allowing such wage increases to take place. 


Senator Lamontagne: There is one problem that you 
have not touched upon in your introductory remarks. It 
is a problem that we have had to face in Canada, and it 
is one that was faced unsuccessfully by the United States, 
It is the problem of short-term forecasting, agreeing as to 
what stage of the short-term cycle we are in. 


I remember making a speech in Toronto in March last 
year more or less along the lines of your remarks today, 
saying that we were on the eve of a recession. Nobody at 
that time believed in what I said. In the post-war period 
we in Canada have had a very bad record of short-term 
forecasting. As a result of that we have applied on the 
demand side relatively good policies, but at a bad time, 
so that we started to avoid the 1953-1954 recession in 
1955. In doing so we contributed to the inflationary spiral 
of 1955-1956. We never really started to fight the reces- 
sion in 1957, and we ignored the recession of 1960. We 
have had a very bad record, and it seems that even if we 
were to develop a relatively good set of policies to deal 
with this kind of problem, and even if we do not have as 
a kind of prerequisite a better system of short-term 
forecasting, we may always be a recession too late. 


The Government really started to move in to fight the 
current recession in December, while for all practical 
purposes the recession started in March, 1970. I would 
like to have your comments on this aspect. 


Sir Roy Harrod: For a fiscal monetary policy you want 
as good short-term forecasting as you can get. It will only 
be effective if your forecasting is fairly good. I would not 
have thought that for an incomes policy you would need 
short-term forecasting. You need a long-range program 
which can be adapted. You could say, “We think that this 
economy should be able to increase productivity 4 per 
cent a year.” If you find that you have been unduly 
pessimistic or optimistic you may have to adjust. By and 
large, I think the target should be set for a long-term 
program. 


Senator Lamontagne: But you also need a short-term 
policy. 


Sir Roy Harrod: You will always need an anti-cycle 
policy. This country is very much influenced by the 
United States of America. If their diagnosis is bad, if 
there is a recession there, or undue expansion, there will 
be a rather strong effect felt here. I was thinking that 
this country ought to make one of its short-term targets 
to offset American mistakes—if America was intending to 
export an unhealthy boom here, to put on a rather defla- 
tionary monetary and fiscal policy as an offset to the 
influence coming from America, and conversely. 
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Senator Lamontagne: I was very much interested in 
your remarks today. At the time of the depression, when 
the classical economists still prevailed, we started to fight 
that condition by taking action on the supply side. We 
thought that by developing a better climate for producers 
we would start things moving again. Then one day the 
Keynesian revolution took place, and we were told that 
was wrong and that we should start from the demand 
side. 

It seems to me that Keynesism has become in some 
circles a kind of dogma and it is time to have a new 
economics, which would again give more attention to the 
supply side in dealing with this long-term problem of 
inflation. Unless this new economics is developed and 
preached in high circles in the United States, Canada and 
elsewhere, we will not go very far in terms of establish- 
ing a new approach such as you have explained this 
afternoon. Unless conventional wisdom is replaced by 
new wisdom, we will not make much progress in that 
direction. 


Sir Roy Harrod: I am not quite sure what would be 
general measures on the supply side. 


Senator Lamontagne: They would include, for instance, 
income policies and so forth. 


Sir Roy Harrod: Do you call that the supply side? 


Senator Lamontagne: Yes, because it applies to the 
agencies of production, the suppliers as opposed to the 
men. 


Sir Roy Harrod: The British policy of subsidizing 
agriculture is on the supply side, is it not? 


Senator Lamontagne: Yes. 


Sir Roy Harred: Keynes’ ideas are really embodied in 
monetary and fiscal policy, which I consider good, but we 
must not rely on them exclusively. Looking beyond 
Keynes who, after all, was carrying on his work in the 
thirties, we find more of a growth policy, which projects 
growth rates of the different elements in the economy, 
such as exports. 

There is practically nothing in Keynes with respect to 
the inflation in wages and prices. During the whole of the 
inter-war period, and especially after 1929, there was no 
inflation problem. People were not worrying their heads; 
they wanted prices to rise. The question was how to 
make them rise. Prices were so low that it was unprofita- 
ble to the producers. We thought that we were giving too 
large a share of the national cake to those with fixed 
incomes. 


Senator Lamontagne: Of course, this is really not the 
problem Keynes was interested in. 


Sir Roy Harrod: He was as soon as the war started. 


Senator Lamontagne: It seems to me to be wrong today 
to apply the Keynesian framework to a problem for 
which his analysis was not intended. 


Sir Roy Harrod: I do not know how Keynes’ theories 
would be applied to wages and prices; there is nothing to 
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apply. We should go on applying Keynes, I submit, in 
the monetary and fiscal policies. In Britain, almost up to 
the war, the fiscal policy was not accepted by the Trea- 
sury or other British authorities; they termed it nonsense 
and insisted that the budget must be balanced. It was 
declared that a deficit budget would not do anything for 
employment. 


It was only after the war that Keynes’ fiscal policy 
came to be accepted. However, he has nothing to say 
with respect to the spiralling of wages and prices. If he 
stated that their spiralling could be ended by certain 
tactics, I would ask what those tactics are. There is no 
doubt he would want expansion, because he regards 
employment as his top priority. 


Senator Lamontagne: That is exactly what I mean. We 
still apply the techniques proposed by Keynes on the 
demand side in terms of monetary and fiscal policy to 
fight a long-term and chronic problem which really lies 
on the supply side. As you said, it is a very roundabout 
way of solving the problem. 


Sir Roy Harrod: I agree with you entirely. 


Senator O’Leary: Sir Roy, you said at the conclusion of 
your excellent remarks: “My opinion is that Canada 
should now revert to a policy of reasonably full employ- 
ment.” Canada is not a single economic region; we have 
five regional economies in Canada—the Atlantic Prov- 
inces, Quebec, Ontario, the Prairie Provinces and British 
Columbia. Could you tell us how a full employment or 
incomes policy could be applied intimately to the prob- 
lems and potentials of those five separate economies? 


Sir Roy Harrod: I think I did mention in the course of 
my oral remarks the special regional problems in 
Canada. It is a very difficult problem, and to apply differ- 
ent fiscal and monetary policies to the regions would be 
practically impossible. It would be necessary to have five 
national banks and five capital markets separated from 
one another. That would be rather difficult, but we could 
attempt to lessen the differential between the regions on 
the side of what is referred to as supply. 


Before this meeting I was asked about the differentials 
in the United Kingdom between the south, northeast and 
northwest of England, Scotland, and so on, which have 
existed for a long time. Those differentials remain, but 
for quite a number of years there have been policies on 
the supply side to encourage investment in the lower 
income regions. Although the differentials still exist, they 
have been lessened. By “differentials” I mean such deve- 
lopments as unemployment rising by one per cent over- 
all, but quite likely by 3 per cent in Scotland. There are 
still differentials in the level'of employment in the differ- 
ent regions, but the spread is smaller. That is due to a 
deliberate policy of subsidizing capital development in 
the less advanced regions. . 


Senator O’Leary: Would you agree with me that one of 
the questions to which this committee should apply itself 
would be a method of dealing with five economic 
regions? In my opinion it makes no sense to have one 
economic policy for the whole of Canada. In my opinion; 
a solution to that problem is the objective of this com- 
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mittee. A policy that would benefit Ontario but not touch 
the intimate problems of the Maritime Provinces would 
not be the answer. Just how should we do this? 


Sir Roy Harrod: I agree. It seems to me a thing the 
committee should certainly consider, but whether they 
will find the answer is the difficulty. I would add, while 
acknowledging these regional differences, it is still surely 
the case that there is a national movement up and down; 
there is a national increase of unemployment which may 
go at different rates in different regions, but it is in the 
same direction; there is an upward movement in unem- 
ployment, and you can see a national cycle as well as 
some regional differences. 


Senator Lamontagne: Would you not agree that the 
problem Senator O’Leary raises calls for different 
approaches, because in most of our depressed areas—you 
have them as well as the United States and Canada—the 
problems are really structural, and not cyclical. Most of 
these regions are more stable in the short term than the 
Ontario economy, so we cannot approach these régional 
problems with the same set of policies, because the prob- 
lems are quite different. However, it seems to me that if 
you have a general strategy there is no incompatibility 
between organizing a national economic policy, and then 
having regional and different types of policies for these 
depressed areas. 


Sir Roy Harrod: That seems perfectly correct. You 
want a national policy to even out the business cycle and 
maintain reasonably full employment overall, and then it 
is highly desirable to have regional policies. But how are 
you to have those policies without the machinery? There 
is not the machinery of government, banking, etcetera by 
regions. 


Senaior O’Leary: You would agree this is something 
for this committee to explore? 


Sir Roy Harrod: Certainly. 
Senator O’Leary: That is, as to how we do this? 
Sir Roy Harrod: Certainly. 


Senator O’Leary: We know about it, but knowledge 
comes and wisdom lingers. Have we the wisdom to do it? 


Sir Roy Harrod: That is right. It is a problem, but one 
would think it would take rather a long time to work out 
possible mechanisms when there is, after all, no regional 
government. You have provincial governments and a fed- 
eral government and so on, but how are you going to 
employ a policy? It has to be done somehow. I think the 
British way is perhaps the natural way. The British 
central government designates certain regions—which 
used to be called “depressed”, and after that they were 
called “‘special”—and there are definite policies specific to 
those regions. 


The Chairman: Supplementary to that, Sir Roy, could 
you tell me whether it is theoretically possible in a 
country like Canada to have a regional monetary policy 
or a set of monetary policies conducted by the central 
bank? 
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Sir Roy Harrod: I would think it was impossible. I 
mean, money is fluid. It goes around the country. I think 
these fiscal and monetary policies would be national poli- 
cies for ironing out the national cycle, such as it is, 
maintaining employment and so forth. I do not see how 
they could be regional policies. Of course, in the United 
States they do have those 12 federal reserve banks, but 
funds flow very easily. I do not think it is at all easy to 
have, say, a stiffer monetary policy in California than in 
New England. 


Senator Lamontagne: In these cases I suppose it is 
certainly possible to complement the national monetary 
policy, as managed by the central bank, by selective 
credit policies for the depressed areas, which amounts 
more or less to the same thing. We have, for instance, a 
bank owned by the government which has not really met 
its original objective, it seems to me, but it could lend 
money at lower rates of interest in depressed areas. 
Then, of course, we have all kinds of credit policies as 
well to help other economic groups, so that our credit 
policy can be an essential complement to our general 
monetary policy. 


Sir Rey Harrod: I find it a little difficult to separate 
credit and money, because money is fluid; it goes about 
the country. I should have thought you could have more 
projects for the less developed parts of Canada—specific 
projects of a capital kind. You can subsidize investment, 
or some particular forms of investment, in these areas 
and so on. I would not have thought you could have five 
different monetary policies. 


The Chairman: What would happen, Sir Roy, if the 
central bank were to finance the deficits of certain prov- 
inces that show less than the aggregate national demand, 
thereby creating an additional money supply in those 
provinces, as opposed to the provinces financing their 
own demand by selling their own bonds on the market 
and not increasing the money supply? 


Sir Roy Harrod: Would it not be the federal govern- 
ment rather than the central bank that finances? The 
idea that the central bank should finance deficits in the 
less developed provinces reminds one of the proposal that 
has been discussed a good deal—and everyone says it 
will not work—what is known as the link between this 
new form of international money, the special drawing 
rights, SDRs, and aid for less developed countries. People 
say, “Why don’t you issue those special drawing rights, 
not by handing them evenly around all members of the 
fund but by channelling them to the less developed coun- 
tries which need them most?” You could have a link, in 
fact, between money creation in the form of SDRs and 
aid in the form of trying to boost up. The general view is 
that that would not work. It will go on being discussed, 
but at the moment the view is that there are objections 
to the link between a money policy which would be 
general and universal and specific aids to less developed 
regions. 


The Chairman: I am speaking about a situation in 
which by prior agreement a province that is not operat~ 
ing at aggregate demand would run a deficit and issue 
bonds to cover that deficit, which would be purchased by 
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the central bank, the effect of which would be to increase 
the money supply in that particular province. I am just 
wondering if that is correct, and what would happen. 


Senator Lamontagne: It would increase the money 


supply in the whole country. 


Sir Roy Harrod: Yes, because that money circulates. 
The province that gets the money in the first instance 
buys goods from other provinces and the money circu- 
lates, so you cannot confine the money to the particular 
less developed province. It is bound to circulate. I do not 
think you can do it through money supply. Money supply 
must be looked at for the nation, because it circulates all 
over the nation. 


Senator Isnor: I was much impressed with what Sena- 
tor O’Leary had to say, coming as I do from the Mari- 
times. I was wondering what factor would be the most 
important for Canada. I think Sir Roy’s remarks were 
based largely on Great Britain and the United States; I 
believe he said that himself. 


Our situation in Canada, Sir Roy, is that 63 per cent of 
our population is in two central provinces, Ontario and 
Quebec. Ontario has 35.4 per cent and Quebec has 28.4 
per cent, a leaving all the western provinces to make up 
26.4 per cent and the Maritime or Atlantic Provinces only 
9.5 per cent. 


We must have a market in the Atlantic Provinces. 
What can we do about that? This is something for the 
committee to consider, if it is interested, as I am, in the 
Atlantic Provinces. What can we do to assist the Atlantic 
Provinces to develop a market in Central Canada? 


Sir Roy Harrod: May I ask for a list of the products. 
Do you want the Atlantic Provinces to go on producing 
what they now produce, or do you want them to get into 
a fresh product? 


Senator Isnor: I want a policy—the factors that are 
going to enter into the planning of this committee with 
relation to the Atlantic Provinces. I think the situation 
is quite different, Sir Roy, in both Great Britain and the 
United States in so far as trade conditions are concerned. 
From the point of view of the Maritimes, we look on 
those two central provinces as a place where we should 
be able to do a greater amount of business. 


Sir Roy Harrod: Yes, but I was asking the question: 
What do you want to seil there? What do you want to 
sell in Ontario? 


Senator Isnor: We want to manufacture and sell what 
they need. 


Sir Roy Harrod: That means really some differential 
assistance to manufacturing industry in the Atlantic 
Provinces, is not that it—differential assistance to manu- 
facturing industry. 


Senator Isnor: The close market is the best possible 
market, as far as selling is concerned. The cost of manu- 
facturing, the cost of delivery, and so on, all enter into 
the selling price. We want something like greater freight 
rate benefits, if we have to put such goods as we have, 
into central Canada, or some other place. 
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Mr. Chairman, I think that is one of the problems we 
have to study in so far as the Maritimes are concerned. 


Sir Roy Harrod: But have you the goods that central 
Canada wants? 


Senator Isnor: We have the finest apples produced. 
Senator Beaubien: We sell them to England. 


Sir Roy Harrod: There is a limit to the amount of 
apples that people want. In America I have been eating 
two a day, but most people do not. The people can 
consume only so many apples. 


Senator Isnor: It may be that we need industrial 
growth. 


The Chairman: Senator, I think that is a problem to 
which we will be addressing ourselves. Sir Roy did indi- 
cate, in his submission, that his expertise was in the area 
of United Kingdom experience and world experience, and 
that his especial knowledge was not in the regional prob- 
lem of Canada, although he recognizes that is a very real 
problem for Canada and one that this committee, as 
Senator O’Leary says, will have to consider. 


Senator Isnor: Senator O’Leary brought it up. That is 
why I mentioned it. 


Senator Beaubien: Sir Roy, earlier on you pointed out 
very carefully that our inflation was not cost-pull—in 
other words, it was not caused by too many buyers 
running after too few goods. 


Sir Roy Harrod: I said it was not demand pull. 


Senator Beaubien: You intimated very clearly that all 
our inflation is cost-push, simply because wages have 
gone up and up. Would you not say, then, that the only 
thing that can be done is to put a limit on wages, to 
prove that there is absolutely no cost-pull or that it is not 
a question of price increases. Every one of our paper 
companies in the last three months has either passed its 
dividends completely or cut them very severely. The 
mining profits of all our big companies were down 30 per 
cent in the first three months of this year, and the 
chemical companies are closing up plants right and left 
and going out of business, because they simply cannot 
raise prices, and their costs have gone up so high. If it 
could be explained how one could run a business when 
he has to face a 10 per cent increase in wages every year, 
I think that would be one of the great pieces of news the 
world could use. I do not see how else you can meet that 
situation. 


a 


Sir Roy Harrod: I agree in substance if the situation is, 
as I am sure it is, as you have defined it. All the same, 
their profits may have been very poor over a wide range. 


This must be a general policy; it is no use having a 
policy just for this year or for these six months. We need 
a general policy. In a general policy you must have some 
offset to interference with wages, otherwise the wage 
earners will think it is grossly unfair and will resist it. 
You may say that there is no need for a profit, because 
all the big companies have not been making profits; they 
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have been reducing dividends. But you still need an 
under.aking that if and when they begin increasing their 
dividends in a big way they will be checked, in line with 
the check on wages. You must have a_ two-sided 
approach, to give the wage earners a sense of fair play; 
otherwise, they will think they are being cheated. 


Senator Beaubien: The paper people would be awfully 
pleased if they thought they had a means of increasing 
dividends. They would not mind any limitation on an 
increase in d.vidends. They have all passed them. 


Sir Roy Harrod: In the short time, that may be con- 
tradicted. In five years, there may be a great movement 
in the paper industry. 


Senator Beaubien: We hope so. 


The Chairman: You have suggested, Sir Roy, that the 
restriction should be on the increase in the amount of 
dividends. There are companies, of course, that determine 
a policy to plough back their earnings and do not declare 
dividends on the ground that their stock price will 
increase and that the holder of the share will be the 
beneficiary by virtue of the gain in stock price as 
opposed to the return. How would you handle that 
situation? 


Sir Roy Harrod: To start with, I ought to have said 
that I would include in dividends anything like bonus 
issues—anything that a stockholder gets by virtue of his 
stockholding, like bonus shares or rights issues, or that 
sort of thing. That should be reckoned and added to the 
dividends, to show how much dividend he has got in a 
particular year. 

With regard to the other aspect, if a company does not 
distribute and the value of the stock goes up, then the 
stockholder can sell and make a gain. But what about the 
capital gains tax? Are not those gains looked after by a 
Capital gains tax? We have a capital gains tax in 
England. 


The Chairman: Do you think that would control it? 
How do you propose to control the dividends—by a 
surtax? 


Sir Roy Harrod: I do not want to penalize companies 
which declare good dividends, because that is private 
enterprise. You have got the efficient companies that 
declare good dividends—and that double them every 
year, if you like—and then you have the inefficient ones, 
which are not able to do that. My idea is to take the 
overall average of dividends paid out, including those 
paid in bonus shares and so on. If wages are allowed to 
go up by 5 per cent, then the overall average of divi- 
dends must not go up by more than that. If the overall 
average of dividends is found to have gone up by 7 per 
cent, then I would impose a surtax of 2 per cent on the 
distribution. That leaves the differential. One company 
may increase its dividends by 50 per cent and, under the 
system of private enterprise, one says good luck to that 
company, it has been very efficient. Another company 
may not increase its dividends at all. The surtax should 
be across the board, 2 per cent on everybody, in a year 


when dividends have gone up 2 per cent more than 
wages. If the dividends have not gone up more than 
wages, there should be no surtax. 

It seems to me that that is the kind of thing that would 
make the wage earners feel they were getting something 
like that back. 


Senator Lamontagne: Do you not feel that at some 
stage, on both the side of labour and that of business, we 
shall have to introduce the concept of productivity in 
some way as a kind of general criterion for all these 
things? 


Sir Roy Harrod: Certainly. My idea was that you might 
do this. One does not want too many things to be left to 
discretion. Moreover, like your montary and _ fiscal 
managers, people make mistakes. Why not say in the 
year 1972 that we will allow a rise of wages equal to the 
actual, known—because we have statistics on this— 
increased productivity in 1971? If you get a better 
increase of productivity in 1972, you will raise the wage 
limit in 1973. You will say, “Well, the productivity has 
been better than we thought, so we will have a greater 
increase of wages in 1973 than we did in 1972.” You 
could make it automatic, I think, and link wages to 
productivity. 


The Chairman: What always bothers me about that 
sort of statement, however, Sir Roy, is the problem of 
what happens to the one business or the one industry 
that enjoys enormous increases in productivity as 
opposed to the other that does not. In other words, if you 
apply a broad definition of increase in productivity, are 
you not going to distort the economy beyond any reason- 
able means? 


Sir Roy Harrod: Yes, but I think that you must allow a 
margin. I would say, if productivity goes up by 4 per 
cent, that perhaps there should not be any automatic 
wage increases of more than 3 per cent, which would 
leave a margin for dealing with these special cases of 
productivity. 

Productivity is a difficult question which I think should 
perhaps be discussed with the trade union leaders. The 
trouble is that, for example, here is a company which 
entirely reorganizes its methods of production and gets a 
huge increase in productivity and, quite naturally, the 
workers feel that they should share in that. But fighting 
against that all the time is the theory of comparability. 
The fellows who are in the company which does not have 
an increase in productivity also quite naturally ask, 
“Why don’t you increase, too?” 


There may be no technical method of increasing pro- 
ductivity in a different kind of production, but the 
employees say, “Those fellows have had a 20 per cent 
rise in wages. Why shouldn’t we?” The company answers, 
“They have had a 20 per cent rise in productivity.” 
“Well,” the employees say, “that has nothing to do with 
us. Why don’t you give us a rise in productivity?” But it 
may be technically impossible. So there is the counter- 
vailing principle of comparability. If you go too far with 
giving wage increases because of increases in productivi- 
ty, you are going to get bad distortions on the side of 
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comparability, and you are going to get trouble. That was 
one of the points our Prices and Incomes Board did go 
into rather carefully. I do not think they got very far, but 
they were aware of that problem. 


Senator Sparrow: Sir Roy, in your earlier remarks 
about unemployment affecting inflation, I think you used 
the expression that heavy unemployment might stop 
inflation, but you also said that that amount might be 20 
per cent. Was that the figure you used? And in regard to 
that, what do you consider, if I may word it in two ways, 
either a necessary amount of unemployment or a satis- 
factory amount of unemployment? Again in your 
remarks, you mentioned that you wished Sweden good 
luck on 1 per cent. Could you answer those questions? 


Sir Rey Harrod: Clearly it is probable that in a country 
like Canada you cannot get right down to the sort of 
Swedish level. The target should be like the Swedish 
target, which is to have no unemployment. Of course,we 
do have some fractional unemployment with people 
moving out of jobs. I believe the Swedish workers are 
rather good at going from one thing to another, if they 
know they are redundant. They do not oppose labour- 
saving devices that make them redundant, because they 
feel confident that they will get jobs. But, as regards 
near-unemployables in Sweden, they have special institu- 
tions to give special kinds of work to people who really 
are not good enough for ordinary standard employment. 
In those two ways they hope to reduce unemployment to 
a very low level. They have had a little trouble just 
lately, but for years the figure has been running below 1 
per cent. Very good! 


Senator Sparrow: Would you have any idea what per- 
centage of the labour force would be involved in that 
sheltered workshop environment to which you have 
referred? 


Sir Roy Harrod: Do you mean: What percentage of the 
labour force would be comprised of less sufficient work- 
ers in homes and in institutions? 


Senator Sparrow: Yes. 


Sir Roy Harrod: I am afraid I do not know that figure. 
But, after all, some countries, like this country, the 
United States and Britain, have had their unemployment 
figures quite low for periods of time. Why should they 
not get those figures back to those low levels? The United 
Kingdom had its unemployment running between 1 and 2 
per cent. I do not think it was ever suggested that there 
were many people being employed then who were really 
not fit to be employed. I have not seen our latest figure, 
but it is over 3 per cent. In the United States of America 
the unemployment was at one time below 4 per cent. It is 
now up to 6.2 per cent. 


Senaior Nichol: Sir Roy, we are talking here about a 
search for new methods. From talking to yourself and 
other professional economists, like Senator Lamontagne, I 
get the feeling that up to now we have been dealing with 
methods developed in the aftermath of the depression 
after the war. In trying to solve all the sociological prob- 
lems which came so much into focus at the time of the 
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depression, government built up all kinds of enormous 
structures in society and in government, such as agricul- 
tural subsidy structures, marketing co-operatives, unions 
and very large corporations, with behind them all big 
government and big banks. 

Do these structures which we built in the past now 
from part of the problem of combatting inflation? Would 
you agree that these large institutions have a constipat- 
ing effect, let us call it, on the working of the economic 
system? 

For example, in the recent liquidity crisis of 1968-69, 
according to figures I have seen, the current ratio of all 
the companies which reported to the American Manufac- 
turers Association—it may have been the Securities 
Exchange Commission—fell between 1958 and 1968. In 
1958 the current ratios were 2.5 to 1, on average. They 
fell to 2.4 in 1959, to 2.3 in 1958 and went all the way 
down to 1.5. All of the companies were becoming increas- 
ingly strapped for money. 

Yet, while that was happening, and while you would 
have expected to find some falling in prices as these 
people moved to get rid of inventories and cut back, and 
you would have expected to find some slow-down in the 
amount of wages they would be willing to pay, and so on, 
that did not happen at all. Instead of that, the liquidity 
crisis kept growing until there was such an extreme case 
as the Pennsylvania Railway company going into bank- 
ruptcy without having made any adjustment of wages, 
freight rates, or anything else. 


I wanted to ask you about the effect of these large 
institutions. We have created them. Now perhaps we 
cannot handle them. 


Sir Roy Harrod: You mentioned some period as seeing 
a large number of these new institutions being created. 
Did you say post-war? 


Senator Nichol: From 1958 to 1968, when the liquidity 
of corporations, broadly speaking, and of banks was just 
decreasing steadily and the current ratios were dropping 
steadily so that the companies were getting into increas- 
ingly dangerous positions, and yet, despite that, inflation 
kept going up. When the forces do not work within or 
between the institutions, what does work? 


Sir Roy Harrod: Is it that the institutions are too big? 


Senator Nichol: That is what I am asking. Is it the size 
of these institutions and their invulnerability to change? 


Sir Roy Harrod: Well, I can never satisfy my mind that 
these conglomerates serve a useful purpose. I do not 
know whether it would be easy to interfere with them. 


Senator Lamontagne: But is the problem perhaps not a 
little deeper than that? I think perhaps we could go back 
to what you said a moment ago, sir, about the new 
sociological phenomena. I think perhaps the change of 
our economy from one of scarcity to one of affluence has, 
contrary to what economists used to think about a cen- 
tury ago and reducing our. wants, multiplied the wants of 
the individual, and now the individual is becoming more 
and more frustrated, more and more in revolt, because 
his new affluence is not sufficient to meet his new needs, 


May 4, 1971 


Of course, institutions are a problem, and are becoming 
even more so fundamentally, and we see this now when 
the workers more and more do not follow the directives 
of their own leaders. The result is that we have a society 
in revolt as a result of affluence, because that affluence 
generates a new need or even more affluence. This is the 
sociological process of the new society, or so it seems to 
me. 


Sir Roy Harrod: I think there may be something in 
that. Perhaps the greatest book ever written on sociology 
remains VAncien Régime by Comte de Tocqueville, his 
analysis of the French Revolution. For many years after 
the French Revolution in 1789 people thought that the 
French peasants had been so downtrodden, and had had 
to pay such heavy taxes and had been so maltreated in 
so many ways, that finally they could bear it no longer 
and rose in revolution. But what Comte de Tocqueville 
shows is that all along the line they had been treated 
better and better, and had been getting more and more 
with one person leading another in various aspects of 
their life with the result the revolution was the result of 
their greatly improved condition in France—that having 
improved so far, they wanted something more such as 
votes in Parliament and so on. 


Senator McLean: Sir Roy, which would you say is the 
more important factor in a country’s economy—unem- 
ployment or inflation? 


Sir Roy Harrod: I think unemployment is worse than 
inflation. Mind you, I think inflation is a very bad thing, 
but I do not see why we should have to choose. I think 
economists and economic policymakers ought to be able 
to overcome both. I suppose unemployment is a rather 
serious evil when you have families and the whole struc- 
ture of life broken up, but then inflation is also a very 
serious evil for people who have worked hard, saved 
their money so as to achieve a certain pattern of life for 
their later years and then find they cannot have that. 
The result is bitter disappointment. Also, it messes up 
our planning. 


Senator McLean: Do you put one ahead of the other, or 
are they both bad? 


Sir Roy Harrod: I think unemployment is worse than 
inflation. 


Senator Laird: I have a supplementary question. As I 
understand your thesis, you believe that the ultimate 
sanction is the imposition of wage and price controls. Can 
you point to any examples in the world where any 
country has imposed wage and price controls, and has 
successfully stabilized its economy? 


Sir Roy Harrod: No, because I do not think they have 
tried hard enough lately. Of course, if you go away back, 
you find that in England, for instance, for several centu- 
ries maximum wages were fixed by the Justices of the 
Peace. That system was only dropped in the 18th cen- 
tury, but until then it had gone on for a long time. So 
these things have been done. I think the best success we 
‘had in England was when Sir Stafford Cripps had a 
‘wages policy—it was in fact a wages and prices policy, 
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but many prices were still under control at that time— 
and he got the wage increase down to 2 per cent per year 
for two years. But that could not go on because of the 
devaluation of sterling. They had to kill the policy, and 
Sir Stafford Cripps was no longer Chancellor. And then 
there was also the Korean War which came very soon 
after the devaluation. Those two things made it impossi- 
ble, but Cripps did succed in having wages rise at 2 per 
cent per year for two years. 


Senator Benidickson: Referring back to Senator 
Nichol’s question in which he indicated that for several 
years there were signs of decline and the likelihood of 
trouble. Now my question is: To what extent have we in 
big business got ourselves in the hands of the managerial 
element—not the owners and not the stockholders, but 
the managerial peopie, the people that made the mistakes 
in the first place? These people do not admit their mis- 
takes, and they stay on longer than they would if the 
business were younger and still controlled by the owners. 
I do not want to embroil you in our problems, but we 
have had two cabinet ministers resign within the last 
couple of years, and they both made identical statements 
to the effect that we would be much better off if we got 
rid of about half of what we call our mandarins, the 
people who formulated our policies in the first place and 
who still stay in that position of authority. In the case of 
labour you can reduce your payroll fairly rapidly, but if 
a wrong decision is made concerning the model of car to 
be manufactured or some other form of marketing, the 
man who makes that decision stays on because the stock- 
holders have very little to say at the annual meeting. 


The Chairman: That did not happen to the man who 
was charged with the responsibility of merchandising the 
Edsel. 


Senator Benidickson: I am thinking of managerial 
authority as opposed to shareholders’ authority. 


The Chairman: In reference to the size of the business, 
or the size of the institution? 


Senator Benidickson: In big business. 
The Chairman: Can you comment on that, Sir Roy? 


Sir Roy Harrod: Only that the idea surprises me that 
shareholders, stockholders, would know better. The 
managerial folk may make big mistakes, but how could 
stockholders know anything about these mistakes? That 
is what rather surprises me. 


If you have a small owner-controlled business, that is 
all right, but then is there not a problem about hereditary 
ownership there? The father may be all right, but his son 
may be no good. However, this idea of the stockholder 
does surprise me. They have simply been advised by a 
firm of brokers of the list of stocks they ought to hold. 
They know nothing about the mistakes inside the busi- 
ness made by the managers, do they? 


Senator Lamontagne: Do you not think that in the 
long run also the problem of unemployment might 
become for certain countries—at least for smaller coun- 
ries, and I might even include, in certain fields, Great 


4:16 


Britain—more and more acute as a result of what I call 
the new technological revolution; that with this new 
technological revolution, including computers, the hard- 
ware will be more and more costly and will be reserved 
more or less for the big powers, so that as small nations 
we shall be users of this new technology, but we shall 
not have the industries to support the hardware, so that 
these industries will not develop in our respective coun- 
tries, but will develop in other, bigger countries that can 
afford it? As a result of this we would buy the hardware 
from these countries without creating new industries and 
new employment opportunities at home. 


Sir Roy Harrod: I am surprised at the idea that this 
hardware was of such magnitude. Take a nation like 
Switzerland or Sweden. Do you mean it is too small to 
equip iiself with the hardware? I would not have thought 
SO. 


Senator Lamontagne: But they are not producing the 
hardware in the field of computers, for instance. 


Sir Roy Harrod: No, they are buying it. 


Senator Lamontagne: Yes, they are buying it, and they 
are buying it from the United States, and it creates 
employment in the United States but not in Sweden. The 
same thing might apply with regard to the supersonic 
plane, if it comes off, or any of these new fabulous 
technologies which, because of their tremendous cost, will 
be reserved for the big powers. 


Sir Roy Harrod: The production of these things, but 
not the use of them. 


Senator Lamontagne: Yes, but their production will not 
produce employment at home, among smaller nations. 


Sir Roy Harrod: It will raise the productivity of the 
people who buy this hardware. I mean, we are not going 
back to the Luddites who broke machinery. If these small 
nations buy their hardware from abroad it will make 
their labour more productive and enrich them. 


Senator Lamontagne: They may become more produc- 
tive in the process, but most of the devices are labour- 
saving devices so the net effect might be to destroy jobs, 
without the corresponding creation of jobs in the produc- 
ing industries. 


Sir Roy Harrod: I am afraid that there is just a little 
bit of the economist in me, and that proposition is totally 
unacceptable. It is particularly associated with the Lud- 
dite riots against machinery in 1811, when the spinners 
or weavers broke up the machinery because they said 
that it was depriving them of jobs. But ever since the 
Luddite riots that argument has been regarded as 
economically fallacious. You then get another job. The 
more productive you can make workers, the more jobs 
there ought to be, because people will be able to afford 
more goods. 


Senator Lamontagne: I suppose this was true in those 
years when the innovation process was a rather slow one. 


Sir Roy Harrod: Rather quick, I would have thought. 
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Senator Lamontagne: I think that at the moment when 
the United States is spending $25 billion a year on 
research and development and innovation, we are enter- 
ing into a completely different period of history which 
may have quite a negative impact on the volume of 
employment in smaller countries. 


Sir Roy Harrod: In relation to the size of the national 
income at the time, I would have thought that the period 
from 1800 to 1820 was one of terrifically rapid substitu- 
tion of manual work by machines. I think it was much 
quicker than the rate of substitution now. 


Senator Lamontagne: It was not the same type of 
machines, and smaller countries could then afford to 
build and develop these new machines. 


Sir Roy Harrod: No. 


Senator Lamontagne: As we did, for instance, in the 
field of the newsprint industry in Canada. But when we 
come to the new fabulous technology, I do not think we 
can do it that way. 


Sir Roy Harrod: I do not know about the electronic 
and what you call the hardware. It may be that in some 
of the smaller countries they will not produce it, but they 
will have the benefit of it; they will buy it, and that will 
raise the productivity of their people and multiply 
employment; and not the other way around. I am not a 
Luddite myself! 


Senator Paterson: Early in Sir Roy’s statement he 
stated that people do not like inflation. I think that 
statement ought to be qualified because apparently 
labour likes inflation, storekeepers like it when inventory 
is going up in price, members of Parliament like it, 
Government employees like it. If the public was general- 
ly against inflation there would be more done about 
trying to stop it. Does not Sir Roy think that that state- 
ment should be qualified? 


Sir Roy Harrod: No, I would not think it should be 
qualified. Of course, people like their own pay to go up; 
that is clear. You especially like your own pay to go up 
when all your neighbours’ pay is going up: every man for 
himself. But I think that the vast majority of people 
dislike the result of rising prices. It is no good saying to 
the individual, “Will you knock 20 per cent off your 
income?” The swift reply is, “Certainly not!” But if 
everyone were treated in the same way, then I think 
people would be heartily relieved if they felt the dollar 
was going to preserve its purchasing power for the rest 
of their lives. 


Senator Isnor: I have in mind the exporters to the 
United States. I was wondering if this was a fair question 
to ask Sir Roy. What do you think of the action taken by 
Canada to float the Canadian dollar in the world market? 


Sir Roy Harrod: I had assumed that it was almost 
forced upon this country. As I understand it, it was the 
consequence of the reflux of American Eurodollar bor- 
rowing. Many Canadians were in that market and were 
lending to American banks who were paying fantastic 
rates of interest for Eurodollar loans. Then the time 
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comes when the Federal Reserve System in America 
eases credit and people are no longer prepared to pay 
very high rates for Eurodollar loans, and the Eurodollar 
rate drops. Much of the Canadian lending into the United 
States has a return flow, so that the Bank of Canada was 
inundated with dollars. I thought that more or less forced 
its hand in letting the Canadian dollar float. Then after 
the Canadians got their excessive dollars coming back 
from the Eurodollar market it became deflected to the 
countries of Europe, and the Bundesbank and all the 
central banks in Europe have been getting dollars as a 
result of the reflux out of the Eurodollar market. The 
Americans ceased absorbing the Eurodollar loan as soon 
as the banks eased policy. You only went in for the 10 or 
13 per cent maximum and you only paid that per Euro- 
dollar loan because your own bank said, “We are very 
sorry, but we are short of cash, there is a credit squeeze, 
and although I would normally lend you money I cannot 
do so now.” You say to your bank in America, “But I 
must have money.” and the bank says, “If you would like 
to pay the Eurodollar rate of interest then it is easy 
enough to raise Eurodollars.” Meanwhile there are 
Canadians borrowing money from their own banks and 
putting them in the Eurodollar bank and providing these 
Eurodollars. 

The return flow began some time early in 1970 with 
the Eurobank easing money policy. The Americans were 
no longer prepared to pay these Eurodollar rates and the 
Eurodollar rate returned fairly quickly to its proper posi- 
tion, which was below the prime lending rate of the 
American banks and above the prime deposit rate which 
would be somewhere between those two. 


Senator Isnor: Do you not think that it is higher today 
than they thought it would go? 


Sir Roy Harrod: The Canadian dollar? I do not know 
what it is this morning. Is it above par? 


Senator Isnor: It is not above par, but it is close to par, 


The Chairman: Sir Roy, if your prescription to invoke 
even temporary or permanent wage and price controls 
were to take place, would you not still be faced with the 
need to control inflationary pressure, and would you not 
still have to apply Keynesian monetary and fiscal tactics 
in order to overcome those pressures, lest you blow the 
lid off the ceiling? And are you not in that case right 
back where you started? 


Sir Roy Harrod: I think that both things are needed. 
You have to maintain your Keynesian weapons to check 
excessive demand, demand for inflation. You do that by 
having a monetary policy, a budget surplus. The standard 
weapons will still be needed. The mere effect of controll- 
ing price and wages does not mean that there will not be 
excessive demand. You will need to control excessive 
demand or stimulate the economy if it is below par, as 
the Canadian economy is at the present time. Keynesian 
weapons are needed for that purpose. My contention is 
that Keynesian weapons, although excellent for that pur- 
pose, do not in themselves stop wage-price spiralling. 
Supposing you had a real fight in this country and had a 
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tremendously excessive demand, and let it run a few 
months or longer, that might set off wage-price spiralling. 
It could be quite independent of excess demand. 


The Chairman: Let us assume that a country tried the 
concept of a wage freeze, sat down at the bargaining 
table with various elements to control prices and wages, 
and was, as in Canada, unsuccessful in concluding an 
agreement. Let us assume that the country moved for- 
ward to a general, all-embracing control of wages and 
prices. Would this not, over a period of time, institute a 
terrible proscription on the freedom of the individual? 
Would it not set up a multiplicity of boards and people 
who could say whether or not you must change your job 
or move from one area to another, and so forth? 


Sir Roy Harrod: I do not see why it should interfere 
with the freedom of movement of labour. I would not 
have it applied to prices because you must have freedom 
of movement on prices. I think I would have it on divi- 
dends rather than on prices. But you must do something 
as well as wages, otherwise wage-earners will say, “You 
are not playing fair with us.” 

It is an interference with liberty, but it seems to me 
that it has been recognized as a duty of the Government, 
going way back into remote history, that it should main- 
tain a decent currency. The modern equivalent of main- 
taining a decent currency is seeing that its purchasing 
power for goods is not eroded progressively. We no 
longer have gold coins. We have these bits of paper. 
Anybody can print bits of paper. I think it is the duty of 
the Government to ensure that the purchasing power of 
the bit of paper is not eroded. 

Going back to old times, I was recently reading Dante’s 
Inferno. Near the bottom there is a man who was suffer- 
ing agonies of torment because he had introduced an 
alloy into the golden florins of Florence. Why should he 
not issue some nice coins with an alloy? But it was 
regarded as the duty of the government to maintain the 
coinage. 

Queen Elizabeth I of England, when Gresham, who was 
a sort of weak-kneed person, told her about bad money 
driving out good, wanted her new coins to be circulated 
against the old coins. She said that nothing would induce 
her to debase them. She knew her father had debased the 
coinage, and she issued an edict that all coins in the 
country must be brought into the mint, which was rather 
difficult in the year 1560. If anyone failed to do so he 
would be hanged, drawn and quartered. That is an inter- 
ference with individual liberty, but it was considered to 
be the duty of the sovereign or of the government to 
maintain the coinage, and in terms of present currency 
to maintain the purchasing power. 

I do not regard measures necessary to sustain the 
purchasing power of the Canadian dollar or the British 
pound as undue interference of individual liberty. If one 
can find another way of doing it, well and good. I would 
say that an incomes policy is the only way for which you 
can do it. If there is another way, then I am in favour of 
it. An incomes policy does mean interference with liber- 
ty, but it is in the greater cause of having a decent 
currency. 
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Senator Lamontagne: You said at the beginning that 
the approach you were proposing would be a very dif- 
ficult one to implement. I agree that both the approach 
and the recognition of it is difficult. The difficulty is of 
course political as well as economic. I was wondering 
whether in Great Britain or the United States there is 
any real research effort by economist with the hope of 
finding better means and different alternatives, because 
there is not much going on in this field of research in our 
own country at the moment? 


Sir Roy Harrod: The Financial Times had a poll of 
readers. I do not know what the size was. It was taken 
among economists. It announced that 90 per cent of Brit- 
ish economists were in favour of an incomes policy, and 
that is quite a high figure. 


Senator Lamontagne: That merely states an objective 
rather than a method. As you have fully recognized, it 
leaves many problems even for the economist. Is any 
research carried on in an attempt to overcome some of 
the difficulties which properly relate to the profession of 
the economist? 


Sir Roy Harrod: There ought to be such research 
taking place, but I am not aware of any in the field of 
these various difficulties. We have to go way back to find 
standard books. Of course there have been reports. For 
instance, the Prices and Incomes Committee under Mr. 
Aubrey Jones issued a number of reports which dealt 
with some of these problems. That committee was purely 
voluntary and really had no power except at one stage 
when they had to be given notice and had the power to 
delay. 


Senator Nichol: I presume that when you referred to 
wages and dividend control as opposed to wage and price 
control you meant dividend control as opposed to earning 
control? 


Sir Roy Harrod: Yes. 


Senator Nichol: In other words, a form of tax which 
would draw off the dividends above a certain level. If 
this is done and the corporation does not pay the divi- 
dends, presumably they will accumulate as earnings? 


Senator Isnor: That is if they do earn. 


Senator Nichol: Yes; what happens then? Do they 
simply accumulate the earnings in surplus and do you 
suggest they should not be taxed until they are declared 
as dividend? 


Sir Roy Harrod: Yes; I would not be in favour of 
taxing profit, which is required for the expansion of the 
firm. Some hold back a large proportion of profit, others 
not so much. 


Senator Nichol: Why would a corporation wish to 
plough its money back into expansion if the amount of 
dividend paid to its shareholders was limited by law? 


Sir Roy Harrod: No, I was not suggesting that it be 
limited in the amount of dividend, but the total distribu- 
tion of dividend across the board. We have indices of 
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how much wages rise; we say the average rise in wages 
last year was, for instance, 5 per cent. If we refer to 
Statistics with regard to the across-the-board issue of 
dividends and find the basis was 107, a 2 per cent sur- 
charge would be applied. That does not mean that a 
particular company could raise its dividend to 100 per 
cent; it would still pay just the 2 per cent rate. Therefore 
the differential would be just the same as before the tax, 
but it would be an across-the-board tax in order to keep 
the aggregate increase in dividends down to the aggre- 
gate increase in wages. 


Senator Sparrow: Would labour agree with that type of 
argument? 


Sir Roy Harrod: I do not know, but one might try. 
There are very strong arguments against price control 
except for the short period, because there are all the 
difficulties of quality and so on. It would seriously eat 
into the working of the economy to have price control for 
more than a short period. Six months would not matter. 
We do not wish to control profit, because a large part of 
it is ploughed back. It is the ‘best way to expand the 
industry of the country. After all, it only becomes per- 
sonal when it is distributed as dividend or bonus shares, 
et cetera. 


Senator Sparrow: In the same context salary increases, 
labour’s share, in turn would increase in relation to the 
total increase in gross national product. You would not 
relate it to individual industries for increases. Individual 
industries might expand their payroll. 


The Chairman: I believe you said, Sir Roy, that you 
would leave maybe a one per cent differential for 
individual productivity. 


Senator Sparrow: So that in fact one industry could 
pay higher than another. 


Sir Roy Harrod: It would have to be made subject to 
supervision. 


The Chairman: Presumably the variation would have a 
one per cent limit. 


Sir Roy Harrod: There would be some sort of order 
making it legal to pay everyone 3 per cent more, for 
instance. We recognize that some firms will wish to pay 
more, because they have had productivity increases and 
their workers have discontinued restrictive practices. In 
many cases they would be paying 10 per cent more and 
the overall average would work out. 


Dr. James Gillies, Study Director: Sir Roy, one of the 
traditional approaches to controlling rapidly rising prices 
is competition. I notice you said nothing whatsoever 
regarding that this afternoon. Do you have any views on 
that issue? 


Sir Roy Harrod: The trouble is that it does not seem to 
have been very successful. We now have what is known 
as imperfect competitiun. I hope it is accepted. Of course, 
different problems are encountered in economies produc- 
ing commodities at prices controlled in world markets 
rather than in the country itself. That applies to manu- 
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facturing industries. Services, of course, have been seri- 
ous offenders in the matter of inflation and the wages of 
those employed in the services are increasing more rapid- 
ly. In my opinion the right approach is that of imperfect 
competition. The producers of primary products may be 
in perfect competition; there, I admit, is the problem. 


Dr. Gillies: In reply to a question relating to freeing 
the exchange rate you stated that in your opinion Canada 
had to do it but if that were not so you would favour 
floating exchange rates as a means of protecting the 
economy against inflation. 


Sir Roy Harrod: Yes, I would. 


Senator Nichol: I suspect that a lot of demands for 
wages are demands whose justification is based not on 
productivity but on the fact that certain segments of 
society—it is the sort of argument often made by school 
teachers, who have a very heavy responsibility in social 
terms—do not approach a raise in terms of productivity 
but rather the position of their group or profession 
within society. If you have wage and dividend controls— 
and I agree with you completely that they have to go 
together—what happens in the system to these people? 
Are their wages perpetually frozen in what they consider 
to be an inequitable position vis-a-vis other wage earn- 
ers? How do you allow for that within the system? How 
do they fight for a relative improvement in the structure? 


Sir Roy Harrod: I meant to include that. I gave two 
cases where you cannot have complete uniformity. One 
was increase in productivity. The other was comparabili- 
ty. The school teachers come under the comparability 
criteria. A certain level of education is needed and so on. 
How do the school teachers compare with, say, techni- 
cians or technologists doing work requiring educational 
levels? A very bad case in England was that of the 
hospital nurses, who until recently were getting appall- 
ngly low wages. That would be a case of comparability. 
Something must be allowed for that. The trouble is that 
nflation is making matters worse. When electricians in 
he United Kingdom suddenly get, say, a 20 per cent 
ncrease when they do not perhaps deserve anything 
somparabilitywise, they are quite well paid. When they 
$o shooting up like that all sorts of other workers who do 
10t get those increases begin to complain and say, “Look 
1ow the electricians are paid. Why shouldn’t we get 
nore?” The absence of a wage policy may make the 
s~omparability question worse. 


Senator Nichol: If the board that decides these ques- 
jons is in any sense a government board it will be up 
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‘pretty late at night listening to discussions on the sub- 
ject, I would think, from an awful lot of people. It will 
not be an easy job. 


Sir Roy Harrod: Yes, it is hard work. Cannot we 
release some labour from government employment? 
Cannot we simplify the income tax? Think of the hun- 
dreds of thousands of bureaucrats in a country the size of 
the United Kingdom plying their pens on matters that I 
feel sure can be greatly simplified. This would be a big 
administrative problem, but one well worth while, 
instead of monkeying about with the income tax and 
altering it all the time, complicating the forms that have 
to be filled out. 


Senator Beaubien: We have that too, sir. 


Senator Sparrow: In advocating wage and dividend 
controls, would you advocate it on all facets of society or 
could you pick out certain industries within the country 
on which you could put these controls? 


Sir Roy Harrod: It seems to me very difficult to do that 
with equity. I notice that in his last book Professor 
Kenneth Galbraith has suggested it is quite enough to 
keep the big monopolistic corporations and big important 
unions under control, and the rest will follow suit. I 
rather doubt that. 


The Chairman: What do you think would happen if 
that were tried? 


Sir Roy Harrod: I think the others might go on asking 
for more. 


The Chairman: In other words, there will be a distor- 
tion of the investment pattern? 


Sir Roy Harrod: I think so, yes. 


The Chairman: Honourable senators, Sir Roy is catch- 
ing a plane around 6.15 and has to get to the airport, so 
if you have no further questions perhaps we should now 
conclude the hearing. 


I would like to thank Sir Roy on your behalf for taking 
time from his extremely crowded schedule to prepare a 
paper, and to come and discuss it with us so openly. We 
wish him well, and hope to see him again. Thank you 
very much, sir. 


Sir Roy Harrod: Thank you. 
The committee adjourned. 
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Orders of Reference 


Extract from the Minutes of Proceedings of Tuesday, 
March 9th 1971: 


“With leave of the Senate, 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, PC.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Wednes- 
day, March 17th, 1971: 


“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Wednes- 
day, April 28th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 


Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
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ment for the fiscal year ending 31st March, 1972, be 
applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Tuesday, 
May 4, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relation thereto. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 
Robert Fortier, 
Clerk of the Senate. 


Minutes of Proceedings 


Wednesday, May 5, 1971. 
(5) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
10:15 a.m. to consider the question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Bourque, Benidickson, Grosart, Isnor, Kinley, 
Laird, Langlois, Manning, Méthot, McLean, Molson, 
Nichol, Paterson and Sparrow. (16) 


Also present but not of the Committee: The Honoura- 
ble Senators Cameron, Haig, McGrand and Urquhart. 


In attendance: Dr. James Gillies, Director, Mr. A. B. 
German, Administrator, Mr. W. Neville, Editorial writer; 
and Mr. E. J. Brower of the Parliamentary Library, 
Division of Economics. 


Heard as witnesses: 
The Economic Council of Canada 


Dr. Arthur J. R. Smith, Chairman; 
Dr. O. Thiir, Vice-Chairman; 

Dr. Sylvia Ostry, Director; 

Mr. F. W. Belair, Secretary. 


It was agreed to print to these proceedings as Appen- 
dix “A” a brief submitted by Dr. Arthur J. R. Smith, 
Chairman, Economic Council of Canada. 


At 12:30 p.m. the Committee adjourned to 4:00 p.m., 
today. 


At 4:00 p.m., the Committee resumed. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Bourque, Flynn, Grosart, Isnor, Kinley, Laird, 
Langlois, Manning, McLean, Méthot, Molson, Nichol and 
Sparrow—(15). 


Also present but not of the Committee: The Honoura- 


ble Senators Burchill, Cameron, Choquette, Haig, Inman, 
Lamontagne, McGrand, Smith and Urquhart. 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator, Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics. 


Witness: Dr. R. C. Bellan, Dean of Studies, St. 
John’s College, University of Manitoba. 


At 6:05 p.m. the Committee adjourned to Thursday, 
May 6, 1971 at 10:00 am. 
ATTEST: 


Gérard Lemire, 
Clerk of the Committee. 


The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Wednesday, May 5, 1971 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 10 am. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, we have with us 
this morning the Chairman of the Economic Council, who 
sits on my right and is well known to you, Dr. Arthur 
Smith. To his right is Dr. Sylvia Ostry; and to her right 
is the Vice-Chairman of the Economic Council, Mr. Otto 
Thur. 

It is not going to be our practice to print as part of the 
day’s proceedings the briefs submitted to us. However, I 
have asked Dr. Smith to attend two sessions, one this 
morning and one tomorrow morning. The concept I had 
was that at this morning’s session and in this morning’s 
brief Dr. Smith would lay the groundwork for our inves- 
tigations. Therefore, I think it is wise, if the committee so 
agrees, that since this is a background paper to our entire 
investigation we might in this particular case print it as 
an appendix to today’s proceedings. Is that so agreed? 


Hon. Senators: Agreed. 
(For Text of brief, see Appendix A) 


Senator Isnor: What is the object of not printing the 
others? 


The Chairman: The additional cost of printing the 
briefs. We can supply briefs to anybody who wants them, 
at a nominal cost to ourselves, by mimeographing them. 
If we have them printed as an appendix to the proceed- 
ings the cost is considerably greater. 


Senator Benidickson: And, I suppose, time in printing 
and translation? 


The Chairman: I am informed that is so. 


Honourable senators, without further ado, I introduce 
Dr. Arthur Smith, who will make his presentation. 


Dr. Arthur J. R. Smith, Chairman, Economic Council of 
Canada: Mr. Chairman, honourable senators, we are very 
pleased to have been invited to appear as witnesses 
before this committee in this important set of hearings 
that you are conducting, and we will be very pleased to 
try to assist you in any way we can. 

As the chairman mentioned, we have prepared a brief 
which is intended to set out in a rather broad way, in 
some ways in a rather over-simplified way in order to be 
brief, some of the main functions and approaches to our 


work in the Economic Council of Canada, and some of 
the highlights of the policy conclusions that we have 
incorporated in our various annual reviews since 1963 
when the Economic Council was established. I do not 
intend to summarize that brief. I will just take it that 
you may have had an opportunity to see it, because we 
tried to make it available to you before the hearings 
today so that members could have an opportunity to see 
it in advance. 

I had wondered, Mr. Chairman, whether we might 
perhaps include one other set of information as a back- 
ground to the hearings, namely, a set of charts which 
would rather briefly summarize the highlights of some of 
the main aspects of the performance of the Canadian 
economy. If you wish us to do that, we are prepared to 
do so. 


The Chairman: Is it your wish, honourable senators? 
Hon. Senators: Agreed. 


Dr. Smith: I will use the chart book that I understand 
has been circulated, and we will show some correspond- 
ing charts on the screen. 

Mr. Chairman, when established the council was asked 
to try to assess potentialities for growth in the Canadian 
economy, and in line with that we have attempted to 
make some estimates of what the potential output of the 
Canadian economy would be, looking a number of years 
into the future, on the basis of the concept that potential 
output or potential growth should reflect the track an 
economy would take if it were making reasonably full 
use of its available productive resources and over time 
making reasonable progress in terms of increasingly effi- 
cient use of the productive resources at its disposal. We 
have calculated potential growth rates, and in each of 
our reviews, and last year in a special report which I 
appended to the brief sent to you, we have looked at the 
performance of the economy in relation to potential, and 
in relation to some of the goals with which we have been 
and have to be concerned with as a council. 

The first chart shows, for both Canada and the United 
States, the potential growth rate paths of the two econo- 
mies, and then the actual output paths of the two econo- 
mies. The Canadian potential growth rate is rising more 
steeply than that in the United States, about one percent- 
age point a year faster. The reason for that is essentially 
because our labour force is growing about one percentage 
point year more rapidly than in the United States. 

On the chart you can see that both economies had a 
considerable amount of economic slack in the early 1960s, 
when actual output was well below potential. During the 
period from the early ’sixties through the middle of the 
decade, both economies moved up at an extraordinarily 
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rapid pace. In the United States the economy broke 
through potential and remained, if anything, slightly 
above it during some of the lears of the latter part of the 
‘sixties. More recently the United States economy has 
flattened out and a significant gap has emerged between 
actual and potential output. In the Canadian case, we also 
moved up very quickly in the middle of the 1960s. We 
were very close to potential in 1966, and subsequently 
have come somewhat below. 

The next chart shows a closer view of the last four 
years, on a quarterly basis, than the preceding chart. You 
can see more dramatically the way in which the United 
States economy has flattened off over the past year or so. 
In the Canadian case we have had more growth. As I will 
indicate later on, a very important factor in the Canadian 
growth in the past year has been that our exports have 
remained exceptionally strong. In this period external 
demand forces have remained strong; internally our 
demand forces have not been so strong. 

In our Sixth Annual Review, which is the last review 
in which we took a look ahead to the medium term 
future, we estimated not only the potential output, the 
supply capabilities of the economy, but also what we 
called a possible pattern of demand that would be consis- 
tent with that output, and which would reflect some of 
the council’s judgments about the forces and factors that 
were operating and affecting the pattern of demand, as 
between consumption expenditures, government spend- 
ing, business investment and so forth. 

The next table summarizes the mainn highlights of 
that demand analysis. On the right hand side in the 
column 1967-75, are shown, in red, the growth rates. At 
the bottom, for gross national expenditure, the equivalent 
of total output, we estimated that on the average there 
would be a 5% per cent rate, a 54 per cent rate of 
increase in real output from the actual level in 1967 to 
our estimated potential in 1970. 


Looking at the components, at the top, we suggested 
personal consumption expenditures might advance a little 
less rapidly than that, 5.3 per cent; that government 
expenditures would increase somewhat more rapidly, 6.1 
per cent; that housing would grow more rapidly, 6.1 per 
cent; that business plant and equipment expenditures 
would also increase slightly more rapidly, 5.8 per cent; 
and that on the export side, on the trade side, we would 
have high rates of growth of both exports and imports. 


What we have done here, in a series of charts, is to 
take those growth trends for major sectors of the econo- 
my, and have simply plotted out these average growth 
rates to 1975, and what has been happening in the econo- 
my in relation to those trends towards potential, to that 
kind of pattern of demand at potential output. 


In the case of business plant and equipment outlays we 
have had something of a “U”-shape pattern—quite a 
sharp decline in 1967, relatively low in 1968, with some 
small increase subsequently, but still with a significant 
gap below potential. This suggests that in order to move 
the economy to potential output in 1975 we will need a 
relatively very large rise in business plant and equip- 
ment expenditures. 


Senator Isnor: Before you leave that, what was the 
main factor for the decline in growth? 


Dr. Smith: I think there were several factors. One of 
the things that has happened, as I pointed out in the 
“potential” chart, is that the economy has been somewhat 
below potential in the interim, so that there has been less 
general demand pressure on the economy. We have also 
had a variety of circumstances—increased costs, perhaps 
greater difficulties in financing investment, may also have 
been factors. I am not sure I could be precise about the 
various elements that are involved, but I think a combi- 
nation of elements have been involved in this, but proba- 
bly the most important factor would be that the economy 
has not been moving smoothly forward close towards 
potential output. 


Senator Benidickson: In this context, what does “po- 
tential” mean? 


Dr. Smith: In the estimates that we have tried to 
develop—and I would emphasize they are rough esti- 
mates and there is no precise figure that is “potential’— 
we have tried to use two or three different kinds of ways 
to estimate it, but the basic concept rests upon the view 
that we are trying to get an estimate of what the level of 
output would be if we were making reasonably full use 
of our resources—our labour resources, our productive 
capacity—and over time, as the potential path tracks out, 
what we consider to be reasonable progress is rising pro- 
ductivity, in increasing efficiency in the use of resources. 
We can provide you with more technical information, if 
you wish. 


Senator Benidickson: No. 


Dr. Smith: Then let us look briefly at one of the 
components of total investment, construction. Here the 
pattern has been rather more flat, but recently there was 
quite a sharp upturn in the latter part of 1970. Basically 
this reflects, I think more than anything else, the upturn 
in housing which has occurred in the latter part of 1970. 
After an earlier decline in residential construction, 
housing has turned up more strongly. 


Senator Beaubien: Would the housing be mostly Gov- 
ernment inspired? 


Dr. Smith: No, I would say most of the housing expen- 
ditures we have are in the private sector, but the Gov- 
ernment has come to play a larger role in housing, par- 
ticularly in the past year. 


Looking at housing ‘now more closely—this chart, I 
might emphasize, takes a longer sweep and goes back to 
the mid-fifties. Fifteen years or so ago, around that 
period, we had very little growth in family formation, 
and our housing was not rising very rapidly. Coming 
along to the mid-sixties, we moved into a period in which 
the leading edge of the post-war baby boom became the 
leading edge of a series of surges—surges in the educa- 
tional system, in household formation and in demands for 
housing—and we are going to be in a period of very 
rapidly rising demand for housing and needs for housing 
in the seventies. 
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This chart indicates quite a steep growth that we had 
allowed for in housing to the mid-1970’s. Housing has 
tended in the past to be fairly volatile. The last plot 
there for 1970 shows housing down, and it is already in 
the process, as I indicated earlier, of going up, and will 
undoubtedly be a good deal stronger in 1971. 

Then we turn to personal consumption expenditures. 
Here one can see quite clearly the growth that was 
moving quite closely along the trend until the early part 
of 1970, when there was hesitation, a pause, and for the 
year as a whole in 1970, over 1969, we have had one of 
the smallest increases in the volume of consumption for a 
long time in Canada. Our increase was only about 2 per 
cent for the year. So personal consumption expenditures 
are now somewhat below the trend line we had 
indicated. 


Similarly, in the case of Government expenditures. I 
might point out that that trend line to 1975, which re- 
flects the 6.1 per cent growth line from our Sixth Annual 
Review, depended on two very important underlying 
assumptions. One was that we made no allowance in the 
Government sector for any significant changes in taxes, 
for no increases in taxes, beyond those in effect in the 
early part of 1969, when we were doing our analysis. On 
the other side, we made no allowance for any major new 
Government expenditure programs. The rising Govern- 
ment expenditures basically reflected the expansion of 
existing programs, in some cases as population expanded, 
some trend in these programs towards some improve- 
ments, and allowance for some very small adjustments 
and changes in a few fields. 


What has been happening is that here Government 
expenditures—and I emphasize that these are Govern- 
ment expenditures on goods and services, and they do 
not include transfer payments—have been moving up, 
but slightly below the trend line we indicated. 

Then we turn to the trade side, and here we come to a 
dramatically different view from the earlier expenditure 
patterns. In the case of exports, they have risen very 
strongly. As you will see, for 1970 they have been fairly 
flat, but they came into 1970 at a very high level, after a 
strong expansion in 1969. In other words, they have been 
tending to run ahead of the trend line to 1975, in spite of 
the fact that in volume terms we allowed for an increase 
of around 83 per cent per year in export growth. 


On the import side, in contrast, we have a pattern 
which shows that while imports were rising relatively 
strongly in 1967-68, they have subsequently been rela- 
tively flat. I think that the downturn in the fourth quar- 
ter of 1970 shown there is, to a_ significant extent, 
influenced by the automobile strike but, in effect, on the 
import side we have had a rather sluggish situation. Here 
again, this I think largely reflects the generally slow 
growth of domestic demand in the Canadian economy, and 
hence for imported goods. 


The effect of these changes on exports and imports, 
which are plotted in the top panel of this chart—the red 
line is exports and the blue line imports—you can see 
there the very rapidly widening export surplus in the 
past year over the earlier period. This has been a major 
factor—if you look at the bottom panel in the chart, the 


one in green—in a very dramatic swing from quite a 
significant deficit, of over, $1 billion on our international 
balance on goods and services, to a substantial surplus. 
This, as you can see, was quite an unusual phenomenon. 
We have had nothing like that at all in Canadian experi- 
ence since the mid-1950s. 


Senator Isnor: May I ask a question? What is the effect 
on the economy of the country? Which is the better, to 
have that as it is, or the reverse? 


Dr. Smith: Senator, I think this has given us several 
effects. One of the effects has been that that swing has 
inevitably tended to give us a very strong international 
economic position and has tended to put upward pressure 
on the exchange rate. I think this is the major factor 
involved in that shift. 


Senator Benidickson: The only problem is with the 
export industries. 


Dr. Smith: As you can see, exports have remained very 
strong in this picture, through this period, up to now. 
The question of the implications for the export industries 
really remains in the future. Some of our analyses have 
suggested that a significant change in the exchange rate 
may take some time to work its way through the econo- 
my and that it may be two or three years before we feel 
the full impact of major changes in the exchange rate. I 
think the lags are quite long. 

The other factor about that, senator, as I mentioned 
earlier, is that there is a very strong export performance, 
which obviously has helped to sustain the growth in the 
Canadian economy during the past year. If we had not 
had that kind of growth in exports, our economy would 
have been flatter, we would have had more unemploy- 
ment, and we would have had a larger degree of econom- 
ic slack. 


Senator Molson: Mr. Chairman, may I ask a question, 
with regard to services? The spread between payments 
and receipts seems to be increasing broadly and steadily 
over the whole chart. 


Dr. Smith: It has been, since the 1890s. It seems to be a 
chronic situation. 


The Chairman: The tourist trade, for the most part? 


Dr. Smith: There are a great many items in there. 
Interest and dividends are a major factor. Tourist trans- 
actions are a major factor. Transportation and insurance 
are in there. 


The Chairman: Those are the hidden receipts. 
Dr. Smith: Yes. 


We turn now to another aspect of performance. On the 
unemployment side—again, we have Canadian and 
United States figures. On the whole, there has been a 
broad similarity in the trends in this extended period, 
except in the latter part of the 1960s, corresponding with 
the rather different picture, as I indicated at the begin- 


ning, in the performance of the economy’s actual in 
relation to potential output. 


In the past two or three years, unemployment in 
Canada has tended to be somewhat higher than in the 
United States, and increasing. 


If we now take a closer look at what has been happening 
more recently on a quarterly basis, again taking the end 
of that chart and blowing it up, we can look at what has 
been happening since 1967, when the Canadian rate 
remained relatively high and fairly stable, largely in the 
44 to 5 per cent range, and then surged, in the earlier 
part of 1970. The United States remained relatively much 
lower—if anything, with even slightly lower rates of 
unemployment in 1969, in 1968 and 1967. Then unem- 
ployment in the United States has moved up very rapidly 
indeed during 1970. This gap in unemployment between 
the two countries has narrowed. In fact, on the latest 
measures, for March, 1971, unemployment rates in the 
two countries were identical, as I recall, at 6 per cent. 


We might turn now to take a very quick look at the 
regional pattern of unemployment. That pink line in the 
centre is the Canada total unemployment rate. We show 
here rates for the Atlantic Region in white, Quebec in 
blue, Ontario in white below, and the Prairies in yellow. 


The typical pattern in the past has been that when the 
national unemployment rate rises, as it did in the latter 
part of the 1950s, very rapidly, we tended to get unem- 
ployment rates running up much more rapidly than the 
national average in the Atlantic Provinces, much less in 
Ontario and the Prairies—and then again, as the national 
unemployment rate declines, the tendency for these dis- 
parities in unemployment rates to narrow. 


This time we have had somewhat similar tendencies, 
but we have had two or three somwhat unusual move- 
ments. One of these is that the Quebec rate in 1970, for 
the first time, moved up over the Atlantic rate; The 
Atlantic rate did not rise as rapidly as it did earlier. 
There was a very sharp increase in the British Columbia 
rate, probably mainly associated with indirect effects of 
strikes and perhaps also with a very high inflow of 
labour force to British Columbia, which may have been 
difficult to absorb quickly. 


The rate in the Prairies, with some weakness in 
agriculture and so on, moved up for the first time slightly 
above the Ontario rate, with slightly different patterns. 


To some extent, these factors are more temporary, I 
think, than the ones in the more usual developments. 


We might now look very quickly at a table showing 
changes in the labour force and employment, by the main 
regions. 


Perhaps you would look first at the column on the far 
right. This is the latest five-year average of the rates of 
increase in the labour force in Canada. That pink 
number, 246, indicates that on the average in these years 
our labour force has grown at close to 250,000, about a 
quarter of a million people a year. But under the softer 
labour market conditions of 1969-70, as unemployment 
moved higher, the labour force grew less rapidly; it grew 
by just a little over 200,000. 
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If one looks at changes in employment, on the bottom 
part of the chart, similarly, over the past five years, 
employment has grown at just slightly over 200,000 a 
year—that is the bottom pink figures on the right— 
whereas the employment increase for the country as a 
whole in 1970 was 100,000. 


One of the other striking features of that is that, if you 
take the Ontario line for 1969-70 at 60, and British 
Columbia at 16, you have 176,000 for the increase in 
employment, out of 100,000 in two provinces. In other 
words, three-quarters of the employment growth last 
year was very heavily concentrated in two provinces and 
the increases were really relatively small in comparison 
with past trends in the Atlantic regions and in Quebec 
and in the Prairies. 


We turn now to prices. This is a rather longer look at 
price trends since the mid-1950s, for a number of coun- 
tries. There are several countries which have had rela- 
tively lower rates of price increase than others. Promi- 
nent here are Canada, the United States and the Federal 
German Republic. Most’ other industrially advanced 
countries have had rather persistently faster price 
increases. We show here France, Japan and the United 
Kingdom, where the rates have been a good deal higher. 
If we look closely at the more recent Canada-US trends, 
we see that in the past year or so the Canadian increase 
in consumer prices has moderated somewhat. This has 
been partly due to the benefit of some special factors, 
partly in the context of less demand pressure. In the 
United States, on the other hand, prices have continued 
to increase very rapidly and very persistently through to 
the latter part of 1970. 


Senator Isnor: What was the biggest factor entering 
into that condition in the United States and Canada? 


Dr. Smith: I am not sure that I have a good answer to 
that question, senator. I think to some extent the United 
States developed a good deal more momentum in its 
price increases in the period in which its economy was 
pressed more strongly against its potential output. These 
very strong demand forces set in motion a variety of 
strains that are continuing to work their way through the 
economy with some lags. Price changes tend generally to 
lag behind a number of other kinds of change in the 
economy. 

Let us now consider some of the key elements in the 
changes in the consumer price index in Canada during 
the three years 1967 to 1970. At the top left of the table 
you will see that over that period the increase in the 
consumer price index was 12.4 per cent. We ask ourselves 
in what major area cf prices have the price increases 
been occurring? The righthand column indicates about 30 
per cent of that 12.4 per cent increase was accounted for 
by food and clothing. A higher proportion, close to 40 per 
cent, was accounted for by housing, and 31.9 per cent by 
all other items put together. 


The most interesting feature of that is the comparison 
between the first and last columns. Under housing, par- 
ticularly under shelter costs, we have a component that 
accounts for about 18 per cent of the consumer expendi- 
ture basket on which this price index is based, account- 
ing for 30.4 per cent, on the far right column of the 12.4 
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per cent increase in prices. This is a sector which has 
shown up particularly as one that has made a significant 
contribution to the price increases out of proportion to its 
weight in the consumer expenditures. 


The price indexes of Gross National Product are rather 
similar to those of the consumer prices. I will therefore 
turn next to manufacturing and consider one or two 
aspects of performance. There are four groups of bars on 
this chart. On the left is a group related to output per 
man hour, which is a measure of productivity. The next 
group shows the changes in industry selling price. The 
next shows wage and salary costs per unit of output. On 
the far right profit are shown. Within each of these 
groups we have four year-over-year comparisons, for 
1967 over 1966, 1968 over 1967, and so forth. The first 
group illustrates that particularly in the last year or two, 
our productivity growth in manufacturing has been rela- 
tively low, 2 to 23 per cent. 


The year of quite high increases in industry selling 
prices was 1969. 1970 was a year of more moderate in- 
creases, but still increases of over 2 per cent. For wages 
and salary costs per unit of output, very high increases 
are shown here in the last year or two. The wage in- 
creases have been very high, wage costs per unit of 
output. There has been an even higher rate of growth 
in salary costs per unit of output. 


In the far right column profits are illustrated very 
dramatically. Unfortunately, this chart contains only a 
comparison through the third quarter of 1970 over the 
third quarter of 1969. It indicates a major profit squeeze, 
a profits decline, that would have been even more pro- 
nounced had the fourth quarter data been included. In 
the next two charts two measures of wages and profits— 
the average annual percentage changes in base rate 
wages and corporate profits in relation to total output— 
are illustrated. During the period of slack in the late 
1950s and early 1960s the increase in base rate wages was 
relatively low. It reached quite high levels by the middle 
of the 1960s, the increases remaining quite high during 
1970. 


On the other hand, the next chart portrays profits as a 
percentage of Gross National Product. This illustrates 
that the profits squeeze in effect has been going on for a 
number of year. Profits in 1970, as a percentage of Gross 
National Product, are at the lowest level of the entire 
postwar period. 


With respect to fiscal policy setting, it has become part 
of our conventional wisdom to think in terms of budge- 
tary ‘surpluses acting as restraints on demand, and 
budgetary deficits acting as stimuli to an economy. How- 
ever, one of the key questions is what budget surpluses 
or deficits should be used? Since the early days of our 
work in the Council we have suggested that although it is 
far from a perfect measure, having a number of difficul- 
ties and not being as comprehensive as we would like, 
the best measure, to start with at least, for assessing the 
setting of fiscal policy is what we call a “high employ- 
ment budget surplus”. This is a calculation to suggest 
what the surplus or deficit position would be if the 
economy were at potential output. 
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Perhaps I can explain it this way: the green line in the 
chart indicates that during the early 1960s the United 
States had budgetary surpluses of 1 to 2 per cent of its 
Gross National Product. However, in fact, in the United 
States during that period, the budgetary deficits shown, 
were really reflecting the fact that Government revenues 
were depressed because the economy was performing 
well below its potential. In other words, what was really 
showing was not “a budget in disequilibrium” tending to 
stimulate the economy but “an economy in disequilibri- 
um” that was depressing revenues and appearing as a 
deficit in the budget. That was one concept used to urge 
that a major tax reduction should be undertaken in the 
United States. Eventually it was undertaken, after a sig- 
nificant lag, in 1964. That revision in taxes began to have 
major effects on the US economy about 1965. It was just 
at that time that the United States moved to increasing 
involvement in Vietnam. Government expenditures rose 
very rapidly; the budget swung very sharply into a high 
employment deficit, of large proportions by 1967. Con- 
cern then arose about a shift towards tax increases. The 
tax increases were introduced in 1968, along with more 
constraints on government expenditures, and as a result 
the high employment budget position came back to a 
small surplus. 

In Canada, as you can see, we had a rather different 
pattern: a position that was rather closer to neutrality in 
the early 1960s; a high employment surplus of modest 
proportions by the mid-sixties; then a very rapid swing 
to a position of very powerful fiscal restraint in the latter 
part of the 1960s. 


I should like to emphasize that this measure covers not 
just the federal Government but all levels of government, 
which is a very important matter for Canada, especially 
when the provincial and municipal governments are a 
very important factor in terms of expenditures on goods 
and services, to which this chart is related. Provincial 
and municipal governments now spend more than twice 
as much as the federal Government on goods and 
services. 


Senator Benidickson: And they took the cue at that 
time. 


Dr. Smith: Yes. The swing into higher surplus reflected 
three things. First of all, it refiected the introduction of 
the Canada and Quebec Pension Plans, which became a 
new factor, also included here, tending to Syphon off 
purchasing power from the private sector into various 
kinds of channels for savings and expenditures and 
investment through government operations. It reflected a 
shift from deficits to surpluses on the part of provincial 
and municipal governments taken together, and it reflect- 
ed a shift towards more fiscal restraint by the federal 
Government. There were all these elements involved in 
that build-up. 

Homing in a little more closely on the last few years, 
by quarters, on this same basis, the high employment 
budget surplus basis, what has been happening in Canada 
is that we have been moving down from the peak of 
restraint by this measure. Again I stress that it is not a 
perfect measure; merely, I think, the best one we have to 
start with. In the United States there is rather more 
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stability, Lut a somewhat lower level of restraint. In the 
case of monetary... 


The Chairman: Before you leave that, I wonder if you 
could explain to me, Dr. Smith, the specific meaning of 
the budget surplus or deficit as a percentage of potential 
Gross National Product. I understand what you mean by 
a high employment budget surplus, but I am trying to 
relate the significance of a percentage of potential figure. 


Dr. Smith: These estimates are very rough. I think any 
estimates of a high employment budget position are 
necessarily quite rough. They are calculated in the fol- 
lowing way. They take expenditures on goods and ser- 
vices as they show up. Then an estimate is made of the 
added revenues that would accrue if the economy were 
operating at potential output and at a relatively high 
employment level, which would imply that total output 
and total taxable incomes, would be higher. We have 
applied average rates of taxes to this added margin of 
income available, have added that on to the revenue 
side, and have then asked what kind of balance would be 
struck. 


I think our estimates are conservative, because we 
have not made specific allowance for the progressive 
nature of the tax structure, and the fact that if incomes 
had been higher the revenue increases might have been 
even larger than our estimates. Nor have we made allow- 
ance on the other side for the fact that some expendi- 
tures might very well have been less—expenditures on 
income support and other things during a period of slack. 
You can take a great variety of factors into account and 
try to develop much more sophisticated measures, but I 
am not sure they would come out very differently. 


The Chairman: I understand that then, but why do you 
show it as a percentage of the potential? Why not show it 
as a dollar figure? 


Dr. Smith: It can be shown that way too. 


The Chairman: Would it have made a significant dif- 
ference on the chart? 


Dr. Smith: If you are looking at it over a number of 
years, the potential output is changing, it is growing 
quite rapidly, and therefore using this as a percentage is 
a way of standardizing this, to say relatively how it is 
changing. 


The Chairman: But to see whether or not a particular 
budget is in relation to its high employment figure, would 
you not see it better by dollars than by percentage? 


Dr. Smith: At any one point of time, yes; we some- 
times use the dollar figures as well. We can make those 
available to you. 


The Chairman: I think it would be useful. 


Senator Benidickson: 
Keynesian there? 


Are you close to something 


Dr. Smith: Well, I suppose in a very basic sense there 
is a Keynesian flavour to this. It was Keynes who drew 
special attention to the fact that government budgets, 


levels and patterns of taxes and expenditures, can have 
broad effects on the economic system, and he pointed out 
particularly the importance of surpluses and deficits and 
the kinds of effects they would have On the economy. 


Dr. James Gillies, Study Director: Have you made any 
calculation as to what a tax cut now would do in terms 
of coming to full employment or potential for GNP? 


Dr. Smith: No, we have not. 


On the monetary side there is again a variety of mea- 
sures to suggest what the setting of monetary policy is. I 
think a growing amount of analysis has suggested that 
one can discern very important relationships between the 
broad performance of an economy and changes in the 
money supply. This chart shows year-over-year increases, 
in percentage terms, of the money supply—the United 
States in green, Canada in red. You can see the pattern, 
in which there is a good deal of volatility in the changes: 
in the latter part of the 1960’s, until more recently, quite 
high rates of monetary expansion; and then at the end of 
the decade there is major monetary restraint. 

If we turn again to look more closely at the more 
recent performance—and I emphasize the next chart is 
on the same scale as the preceding one—it shows the 
fairly significant volatility from quarter to quarter. It 
shows very clearly the period of very vigorous restraint, 
running to the latter part of 1969, and it shows more 
recently that the policy has shifted again in the past 
year. We had relatively high rates of increase in the 
money supply, now running for Canada around 10 or 12 
per cent. 


The Chairman: What do you define as the money 
supply in that chart? Is that currency and demand 
deposits, or currency and total deposits? 


Dr. Smith: It is currency and total deposits. This is a 
broad definition of money supply. 


The Chairman: I will come to that later, but I have one 
other question, doctor. Have you related the changes in 
the money supply chart to the changes in the high 
employment budget as a percentage of total potential 
growth, and have you found any correlation? 


Dr. Smith: We have tried to look at these together. 
There is a section in our Performance of Potential Report 
where we take this up. There are periods, like the period 
in the latter part of 1968-69, coming into 1970, when the 
two policies were both set at very vigorous restraint 
levels, probably in combination producing the most vig- 
orous restraining posture of these demand policies at 
least since the early 1950’s. 


More recently, as you will recall, we still seem to have 
a significant high employment budget surplus, implying 
some restraining posture of fiscal policy. On the mone- 
tary side, however, we now have a fairly expansionary 
setting, with quite high rates of increase in money 
supply. 


Senator Benidickson: When you talk about govern- 
ment, are you speaking in terms of the United States and 
Canadian governments acting in similar ways? 
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Dr. Smith: I think we have tried to emphasize that 
what happens in the United States has very considerable 
influence and effect on Canada; that we cannot think that 
we can pursue radically different policies for any lengthy 
period in Canada without having some sort of adjust- 
ments take place. 

I would like to emphasize again “on the fiscal side,” 
because it is very important indeed that we look at all 
governments together, for the United States as well as 
Canada. 


Finally, we have this small chart which we used 
before. This is a hypothetical chart. The first question is 
usually: Let us put some numbers and years on it. We do 
not know enough yet to put numbers and years on a 
chart like this, but this shows the potential growth rate 
in the economy, the red line. It shows actual output 
diverging from that. You can see that even without a 
recession, even without a clear downturn in actual 
output, you can produce a significant amount of slack in 
the economy if the potential growth rate is very high. 

We asked ourselves the question: If you are in this 
kind of situation, what kind of growth path would you 
think to be most appropriate in trying to move forward? 


If you were merely to try to move an economy forward 
from that position of slack at the potential growth rate 
itself, you would follow the “B” line on the bottom right. 
Our potential output, the red line, is increasing at a rate 
of about 54 per-cent per year, on our estimates. So if 
we resume growth at about 5} per cent per year, in 
real terms, what happens is that the amount of slack that 
you have in the economy remains large. If, on the other 
hand, you were to attempt to move very quickly towards 
potential, to stimulate demand very powerfully and very 
strongly, and use a variety of devices to do this, the kind 
of path you might aim for there would be path “A”. 
There is a danger with that path that the economy may 
gather very great momentum, and come up sharply and 
hard to the potential line and perhaps break through it, 
with consequent risks and dangers of touching off strains 
and distortions and perhaps a major new round of infla- 
tion. We suggested that the appropriate path was the 
intermediate one there; that from a situation of signifi- 
cant slack you could move up fairly rapidly for a while, 
but that well before you got close to the potential you 
would want to exert some efforts to moderate the 
approach to come towards the potential output line 
more gradually. 


That is a very easy thing to say and a very difficult 
thing to do, but this was what we suggested ought to be 
the approach that would be appropriate. 

Mr. Chairman, that concludes the charts. 


Senator Laird: Mr. Chairman, before we go further: 
Dr. Smith, have you shown us on the screen what 
appears in this blue book that was circulated? 


Dr. Smith: Yes, I think, senator, all except two or three 
charts. I omitted one labour force chart and some charts 
on the price indexes for Gross National Product. Other- 
wise I think we have shown all the charts. 


The Chairman: Dr. Smith, does that complete your 
statement, or have you a further statement to make? 
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Dr. Smith: 


No, I have already taken up a lot of your 
time. 


The Chairman: Not at all; we have enjoyed it and it 
has been very useful. 


Senator Nichol: Dr. Smith, the charts and so on that 
you have presented really present us with the back- 
ground to the brief, and you have not gone into the brief 
itself. Do you intend to do that tomorrow, or are we free 
to move on now to discuss your brief with you? 


Dr. Smith: I was going to suggest that we take the 
brief as read, if members have had a chance to read it. 


The Chairman: I think maybe, honourable senators, 
that is the best method, that we feel free to discuss the 
brief or the presentation. It will give Dr. Smith a chance 
to examine the testimony that is given today and to come 
back tomorrow maybe with a brief opening statement, 
and we can continue tomorrow. 


Senator Nichol: Taking the brief as read, I would like 
to ask a mechanical question. Assuming that what you 
Say is true, in the whole question of the performance of 
the Canadian economy, in terms of the broad sense of 
economics, including the sociological side, jobs, housing, 
welfare and everything else that is involved in it, it 
seems to me that what you are really saying is that there 
needs to be some sort of a massive—and that may be the 
wrong word—certainly some sort of overall planning 
structure within the Canadian society far beyond what 
exists today. 


I mean, even in the field of narrow economics, we have 
yourselves, the Bank of Canada, the Department of 
Finance and other people, all working on it. It seems to 
me that what you really said is that somehow the system 
is inadequate to cope with the problem. I wonder if you 
could comment on that, as to whether I have read you 
correctly or not? 


Dr. Smith: I would think that, especially in this kind of 
country, with its constitutional system, which provides 
for quite a large division of powers, with a highly decen- 
tralized system of private decision-making, with quite 
wide regional defferences between different parts of the 
country, the concept of having some fairly centralized 
planning system would not likely work very well. 


I think we do need a strengthening of the bases for 
planning in many areas. In fact, in a small way, in the 
Economic Council this is what we were really asked to 
do, to provide information and analyses that would be 
relevant to planning decisions in various parts of the 
economy. 


Again, with this kind of economy, the achievement of 
good performance is not just a matter that can be han- 
dled by the federal Governent or by the provincial gov- 
ernments or by the private sector. There needs to be 
good planning and good decision-making in many places. 


In our work at the Council we have addressed our- 
selves to quite a wide variety of areas in which we 
thought we could provide some information, some anal- 
ysis, some advice and recommendations from time to 
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However, I would think this must go on in many 
time that would assist with this kind of planning for 
decision-making. 
different ways. We probably need to find a variety of 
ways in which the planning mechanisms can be 
improved, can be better co-ordinated in some ways, can 
be strengthened a good deal further, by the development 
of more and better information and analysis, and evalua- 
tion of the effectiveness of policies, programs and deci- 
sions within the private sector, too, and in many different 
places. 


Senator Nichol: This seems to be a basic problem, 
though. Assuming what you suggest in here is correct, 
assuming for the moment that all of these disparate 
groups in the fields of economics and planning could even 
agree, the structure towards doing it really does not 
mechanically exist at the moment. In any formal sense, it 
certainly does not. 


Dr. Smith: I am not sure what kind of structure you 
may have in mind. 


Senator Nichol: I have none in mind. 


Dr. Smith: Again I would say, if one were to think of 
a structure in which in some way there were to be a 
short of large institution to do this, I think that would 
probably not work well. There is a need for the develop- 
ment of more research, more analysis, more information, 
in many different places, and a better co-ordination of 
many of these things for decision-making purposes, 
within governments, between governments, and between 
the governments and the private sector. 


Senator Nichol: Yesterday, Sir Roy Harrod was here, 
as you know, and he rather suggested that, as he said, 
the old-fashioned Keynesian methods of control were 
really inoperative, except in a case where inflation was 
really caused by strong demand-pull forces. He suggested 
that the reason they were not working as well as they 
had in the past was that there was a deep psychological 
shift within the psyche of the people, if you want to put 
it that way, which was not operating in the days of 
Keynes, and that there was a deep—lI think the words he 
used was “psychological”. ... 


The Chairman: “Sociological,” I think. 


Senator Nichol: ...sociological drive, which was 
making these things ineffective in control. Could you 
comment on that? 


Dr. Smith: I do not really have any great light to shed 
on this. This point of view has been emerging in a 
numker of places. Perhaps there is particular concern 
along these lines in a country like the United Kingdom, 
where the situation is somewhat different from Canada, 
where they now have a combination of developments 
which suggests, I think, a poorer performance in relation 
to the sorts of goals we have been talking about here. On 
a year-over-year basis, their consumer price index is now 
running about a 9 per cent increase, which is somewhere 
in the vicinity of three times our rate of increase. Their 
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wage increases are running around 12 per cent or so, 
compared to somewhat around, on the base rate wage in 
Canada, a 74 to 8 per cent rate. 


Their unemployment has moved to the highest level in 
the post-war period, and has been tending to rise. Their 
industrial production for a year or more has been fairly 
flat. This is an unusual combination of developments and, 
I think, a very troubling one. There is deep concern to 
try to find out more about what is producing this kind of 
performance. I do not know whether Dr. Ostry might 
want to add something to this. 


Dr. Sylvia Ostry, Director, Economic Council of 
Canada: Unfortunately, I did not hear Sir Roy. It is 
probably worth exploring and I hope that we will be able 
to do some work on it. The notion is that, after a very 
long period of continuing price change, in either direc- 
tion, people begin to adapt to this, their behaviour begins 
to change. Keynes talked about something called “money 
illusion”. That is people, did not think in terms of real 
changes; they were suffering from an illusion that money 
changes were real changes. That kind of illusion obvious- 
ly disappears after many years, when people expect that 
there will be some increase or decrease. It could happen 
in either direction. In this case it has happened all in one 
direction. So in a variety of ways people’s behaviour 
begins to adapt—in collective bargaining and in a variety 
of other ways—in the way in which they allocate their 
budget. 


This is a question which is now beginning to be 
explored. It suggests that if inflation is anticipated, its 
effects may be very different from inflation which is 
unanticipated. 


As I said, this is an area which will require not only a 
good deal of empirical investigation, but also some very 
high deliberative work which is now going on. 


The Chairman: On page 4 of the Council’s submission 
you quote from the Third Annual Review and state: 


We live in an age of ’rising expectations’, and the 
people of Canada have come to expect much from 
their economy. They expect the kind of economic 
and social progress which will maintain high 
employment and generate rapidly rising standards of 
living in a material way. They also expect the econo- 
my to provide growing resources for dealing with 
social problems and for improving the quality of life. 


Sir Roy Harrod said that basically this was a sociologi- 
cal problem and that there was really no way of con- 
trolling inflation at <cll, using either Keynesian or any 
other means of trying to stabilize the economy, and that 
the only logical method of stabilizing was toemploy wage 
and price freezes, hopefully on a temporary basis, but, if 
it were not successful on a temporary basis, then on a 
permanent basis. We are trying to elicit your comment. 
You both start from the same departure point. Sir Roy 
says the result in wage and price freeze. At page 15 of 
your krief you reject that medicine when you say: 


But these policies generally cut across market forces 
and mechanisms, and in economies in which markets 
(markets for goods and services, markets for labour, 
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and financial and other markets) are important mech- 
anisms for allocating productive resources and pro- 
ductive outputs, incomes policies have not been very 
successful policy instruments. 


Dr. Smith: Mr. Chairman, perhaps the members might 
like to spend a little time discussing controls. I preface 
my remarks by saying that the Council has not really 
dealt with controls; I speak here in a personal capacity. It 
is quite possible at some stage that we might reach a 
situation containing some kind of emergency elements, a 
seriously distorted situation widely recognized in this 
country, and which might provide the basis for a very 
broad concensus that really major emergency action 
should be taken. However, with regard to the matter of 
controls we would have to ask ourselves a series of 
pretty hard and pretty tough questions before arriving at 
them. I have the impression that some of the emerging 
discussion of controls does not reflect the very tough 
questions involved in approaching their use. 

First of all, one of the questions is, of course: How 
have controls worked? In this context I might start from 
the Canadian side by saying that we used price controls 
during the war. 

There is a rather good summary, if I may read it, of 
that experience contained in the first volume of the 
Report of the Royal Commission on Prices in 1949, the 
Curtis Commission, in which they have put it this way: 


But we do not believe that the price ceiling by 
itself could have prevented prices from rising. A 
price ceiling is like a lid on a boiling pot. It can be 
held down only if the pressure within the pot does 
not become excessive. 

Therefore, although for reasons which we give 
elsewhere, it would have been impractical to use 
fiscal and monetary measures with sufficient force to 
prevent prices from rising under the conditions that 
existed in Canada in wartime, they were an indis- 
pensable part of the stabilization program. The high 
rates of individual taxation necessary for war pur- 
poses helped to keep consumer spending down. Taxes 
on corporations, particularly the excess profits tax, 
took much of the profit out of war and thus helped 
to reduce the pressures that would otherwise have 
arisen from labour for a larger share in the gains 
and from Canadians generally for relief in individual 
income tax. 


Although wages were never held under a rigid 
ceiling, a substantial degree of wage and salary con- 
trol was maintained and seems to have been indis- 
pensable. It is significant in this connection that 
except on rare occasions, wage increases were not 
recognized during the period of the over-all ceiling 
as justification for the payment of subsidies or for 
price increases. Export controls, import subsidies and 
foreign exchange control too were indispensable. 
Without them a sufficient supply of essential goods 
could not have been kept in Canada and rising prices 
for imports would soon have made the domestic ceil- 
ing untenable. Even so, the evidence presented to us 
and our own investigations have led us to the conclu- 
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sion that it would have been exceedingly difficult, if 
not impossible, to hold the line in Canada, had it not 
been for the timely control of prices in the United 
States early in 1942. It should not be overlooked, too, 
that although the over-all ceiling was maintained 
more or less intact at the retail level for some four 
years, there was, in fact, a considerable increase 
during that time in returns to Canadian producers, 
made possible by the payment of domestic subsidies 
on a large and rising scale. 


Over and above all else we are convinced that the 
lid was kept on largely because the people of Canada 
were determined to keep it on. Persuaded by a skil- 
ful and extensive publicity campaign as to the dan- 
gers of inflation and the purpose of the price regula- 
tions, they held themselves in check and they held 
each other in check. The retention of the price ceiling 
became an integral part of the war effort, or as one 
witness put it “the public support of price controls 
was a patriotic duty”. 


There may be some argument as to whether an 
over-all price ceiling was the right policy or whether 
it would not have been better to have permitted 
somewhat greater flexibility. For example, a less 
rigid policy might have made post-war adjustments 
less difficut. But this is arguing after the event. In 
1941, we were engaged in an all-out war effort and it 
was prudent public policy to anticipate the worst and 
to prepare for it. Nonetheless, the very success of the 
over-all price ceiling did add to the post-war difficul- 
ties of restoring freedom of trade. 


This is a rather concise summary of the kinds of issues 
in question. It helps to convey the type of atmosphere in 
which the total system of controls was used. This refiect- 
ed not merely the operations of the Wartime Prices and. 
Trade Board, but also the fact that we had a War Labour 
Board, with enormous powers, and that the twin sister of 
the Wartime Prices and Trade Board was the Commodity 
Prices Stabilization Corporation, which played a very 
large role in bulk purchasing of commodities and distri- 
bution in Canada. We had a Foreign Exchange Control 
Board, which controlled all foreign transactions. In effect 
we had the basis for both export controls and import 
controls. W employed a number of export embargoes 
and prevented the export of any product to certain areas. 


On the import side, quite arbitrarily at times, tariff and 
import barriers were removed in an effort to keep prices 
down. It was really a total control system. It was operat- 
ed with great skill during that period, but it was a very 
difficult system to operate. It intervened in every aspect 
of the economic life of this nation. 


I think therefore we face a question that I might put 
this way: In considering controls we must ask, first of all, 
why we need them. Is it merely a matter of containing 
inflation? Is it to achieve other objectives? During war- 
time, of course, part of the rationale for this was not just 
to prevent inflation; it was to re-allocate resources in the 
economy. 


One of the most crucial factors, about controls on 
incomes and prices is that we regulate prices,—whether 
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of labour, of goods, or other prices and exchange rates. 
We are breaking the price system. The price system has 
been developed and used basically as an allocating mech- 
anism. If you break the allocating mechanism, what do 
you put in its place? That is a very critically important 
question. During the war, in part later on, we came to 
use rationing. In effect, this replaced the price mechanism 
in some very important areas. 


It would be my judgment that if we were to think of 
permanent controls, either on a selective basis or on a 
total basis, they would be unlikely to be workable. There 
are too many problems they would give rise to. They 
would give rise, especially in today’s complex economy, 
to these kinds of questions: How do you cope with 
adverse shifts in quantity and quality? You can control 
the price of a tin of mushroom soup, which is one of my 
favouraite illustrations, but do you then have to control 
the number of mushrooms that go into it? You can 
control the price of a chocolate bar, but do you also have 
to control what goes into it? You can control the wages 
of truck drivers, but do you also have to control how 
many miles per day they will travel? You get into a 
whole series of underlying very difficult questions and 
problems. For instance, how do you protect the consum- 
er? How do you assure, as was assured during the war 
under the total control system, that low-priced products 
do not just disappear from the market? How do you 
assure that certain essential kinds of goods for consumers 
do not just disappear under a tight system of controls? 


Also, you will have to have some kind of system to 
take care of exceptions. How do you determine the crite- 
ria? How do you administer the criteria for exceptions? 
How do you handle fringes and all sorts of other things? 
How do you handle the question of re-classification of 
jobs? Even in a relatively short period, I might say, of 
controls, of freezes, some of these questions will appear. 
They began to appear in less than six months in the 
United Kingdom during its freeze in 1966. I remember at 
that time visiting an important publisher in the United 
Kingdom. A government department had just offered 
three of his good men better jobs at £1,000 increase in 
salary a year. He said, “What am I to do? I cannot 
increase their incomes now or I am breaking the freeze. 
If I let them go, what am I going to do? I will set up 
three new jobs, re-classify them, with higher salaries, 
recruit three new people. In the meantime it will take 
some time for these new people to get to know the ropes 
here and contribute effectively. The three people I lose to 
the government department will take some months to be 
able to settle in and make a good contribution there.” 
These are some of the nitty-gritty kinds of problems that 
arise under a control system. Again, I emphasize that we 
may get to a point of emergency where we may think we 
want to use them, but it will raise a whole host of very 
difficult kinds of problems. 

I suppose there is another way of coming at them too. 
If you were to think of controls—in what kind of a 
country might you have the best chance of making them 
work? I think probably in a country that is fairly highly 
centralized, with quite a high centralization of decision- 
making; fairly tight, small, compact, fairly homogeneous, 
a country with a minimum amount of international con- 


National Finance 


May 5, 1971 


nections, which are very difficult to cope with, a country 
without too many regional differences. Canada is not this 
kind of country. I think for us the use of controls—to try 
to fit them and insert them in the kind of country we 
have—would be a particularly difficult kind of phenome- 
non, and especially difficult if the United States did not 
have controls at the same time. 

Finally, I think there is a fundamental question here. 
How do you maintain controls for any length of time, as 
a policy tool, in the light of the criticism and attacks that 
will inevitably occur and develop, especially in the light 
of the inequities and imperfections that will be involved 
in a system of this kind, and with increasingly bureau- 
cratic involvement on one way or another in decisions in 
the economy? This raises very fundamental political 
issues and problems as to how this kind of system could 
be effectively used. 

May I just mention one other thing about the wartime 
situation, which I think is very important. At that time, 
under controls, it was feasible, with the patriotic back- 
ground and fervour, for the Wartime Prices and Trade 
Board, and many other control agencies, to have access to 
some of the most knowledgeable and best minds across 
the country from many industries, many of whom came 
to Ottawa with immense experience and practical knowl- 
edge about the actual workings of industry, of markets. 
Many of them came as dollar-a-year men. It did not cost 
the government too much to get access to that expertise 
in the conditions of the time. 

One of the basic questions is this: If you were to run 
this kind of an apparatus, where the administration may 
be very difficult, would you really have access—unless 
you do have an emergency on which there is a broad 
consensus in this country to support controls—to the 
talent, expertise and knowledge of how the real world 
works to make this kind of thing work effectively and 
reasonably well? 


I am sorry, I have taken a long time. 


The Chairman: Not at all. It is a very important 
subject, and the committee is very interested in what you 
have said. 


Senator Beaubien: Dr. Smith, I do not know if this is a 
fair question. I should like to ask you what you think of 
the prospects for the pulp and paper industry, which I 
suppose now includes building materials. Is that too 
much on a practical level? 


Dr. Smith: Senator, we have so far in our work con- 
fined ourselves largely to looking at the economy as a 
whole. At least, that is where we started. What we are 
working towards gradually is what we call increasing 
“disaggregation” in our approach, to get down below the 
big aggregates and averages. This is a very important 
way to proceed. I think it was Clifford Clark who once 
said he was always concerned when he saw averages, 
because he remembered the man who drowned crossing a 
river whose average depth was nine inches. 


We want to probe down more and more beneath these 
averages to find out various things. There are the differ- 
ent patterns of expenditures in the economy, and we 
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have started to go some way in that direction, especially 
in our Sixth Review, when we looked to 1975 with more 
detail on consumption. We have done a little bit on the 
regional side in looking at some of the aspects of regional 
performance; not very much, but some. In the last annual 
review we started in the direction to which your question 
is addressed, towards industrial disaggregation. So far, 
however, this has been fairly limited, and mostly back- 
ward looking to what has been happening in the last 20 
years in some of the major sectors of the economy. We 
would like to carry our work forward in this direction a 
good deal further. I hope we will be able to carry ita 
good deal further in a more forward and future-looking 
way in our Ninth Annual Review next year, and we have 
some work under way on that. 


However, I am not in a good position to take individual 
industries yet and assess those, especially within the 
framework, which I think is very important, of a total 
view of the economy. In the past, we have had a great 
many industry studies in Canada, but some of them have 
been rather isolated. They look at a particular industry 
and are not set within the broad framework of inter- 
industry relationships, so you get interactions taken into 
account. 


Senator Cameron: Dr. Smith, in connection with the 
very vital and important work in planning that you are 
doing, I have wondered for some time if we have in 
our data gathering, our statistical gathering organization, 
the DBS, and in the provinces, sufficiently sophisticated 
machinery to give you the tools you need, not only in 
terms of the quantity and the quality, but the timing of 
the information you need. Could you give us some idea of 
what are the weaknesses of the existing structure in 
providing these tools to you? 


Dr. Smith: Senator, I think I will ask Dr. Ostry to 
answer this. She was a senior person at the Dominion 
Bureau of Statistics before she came to us and is an 
outstanding statistician in her own right. 


Senator Cameron: I am not saying this in any critical 
sense, but I have felt for some time that we have not the 
degree of sophistication we need in the gathering of 
statistics. 


Dr. Ostry: I think this is a case of a prophet being 
without honour in his own country. 


Internationally, I think it is recognized that Canada has 
One of the best statistical systems in the world, next to 
the United States and perhaps some of the Scandinavian 
countries. But in many areas we are more advanced than 
the Scandinavian countries and we have more difficult 
problems than some of the Scandinavian countries. 


I think too that there has been over the past three or 
four years a concerted effort on this question of timeli- 
ness. Indeed, there is a report which has just been pre- 
pared for an international statistical meeting in the fall 
which presents some very interesting evidence on the 
improvements in timeliness of some of the major series. 
I think too that in the last decade, and since the last 
census, there have been some major developments in 
computerization, and there are one or two surveys which 
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are fully computerized from beginning to end, “un- 
touched by human hand,” which also are almost unique 
internationally. 


It is quite true, however, that the demand for data has 
far outstripped both the supply in sheer quantitative 
terms, but more particularly the level of sophistication, 
and the demand has outstripped it because the policy- 
makers have become more sophisticated in their use of 
analysis and data. But I think the Bureau is well aware 
of this. 


It seems to me that one problem is that in the past 
there has been insufficient consultation between the 
policy departments and the data agency. Certainly in my 
experience in other countries the closeness, the degree of 
linkage, the continuing dialogue, and so on, between the 
major policy departments and the statistical agency is 
closer than it is in this country. But I think that now 
there is an awareness of this problem, and there are 
steps being taken to improve the situation. 


Senator Cameron: The reason I asked was that several 
times during the hearings of the Senate Committee on 
Science Policy this question came up, the need to 
improve the quantity, the quality and the timeliness. I 
think you have put your finger on one of the difficulties, 
and that is the need for co-ordination between the policy- 
makers and the people who supply the information. 


The Chairman: In that context, Dr. Ostry, would you 
have a view as to whether or not the econometric model 
is a useful part of statistical information? And what do 
you think of the econometric model? 


Dr. Ostry: I will answer the first part, if I may! 


I think that any form of comprehensive, integrated, 
rigorous, analytical approach becomes an enormously 
useful device for ordering priorities, for improving clas- 
sification, for making more uniform, for integrating a 
statistical system, and also for developing new methods 
for storing and retrieving data, all of which are very 
important, and all of which require considerable sophisti- 
cation in use of the most advanced technology. 


I am certain that the Bank of Canada’s econometric 
model—and the Economic Council played a role in this— 
has had an important effect on data storage and retrieval, 
so that we now have much better access to current series 
in a timely way. 

Our own econometric work, in which we are working 
very closely with the Bureau, was also intended and 
is—although it will not have this effect overnight—the 
way of beginning to look at the statistics and of begin- 
ning to open up areas arising from differences in classifi- 
cation, lags in series and data gaps, so that questions 
which we thought we could answer we cannot really 
answer because a particular series is late or is not consis- 
tent in some way. So, yes, I see the econometric model, as 
long as there is this close and continuing liaison with the 
statistical agency, as an important device for integrating 
and improving statistical output. 


The Chairman: What, in your judgment, are the 


defects of the econometric model? 
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Dr. Ostry: Oh dear! 


The Chairman: Well, perhaps we could come back to 
that later. 


Dr. Ostry: Somebody said that we certainly know how 
to build models; it does not mean we know very much 
about the real world. 


Senator Molson: I think Dr. Smith’s statement on con- 
trols was very impressive and important. Before we leave 
that subject, I would just like to ask him if we could 
over-simplify what he said there. 


May I ask: Would it be right to say that, in your 
opinion, any prospect for success of control really, in the 
light of experience, would depend on practically complete 
and overall control? In other words, partial controls have 
a very small prospect of success. 


Dr. Smith: I think it would depend on circumstances, 
perhaps. I would have reservations as to whether a selec- 
tive system of controls would operate very well in an 
environment in which you had strong demand forces 
working and relatively tight markets. If you use selective 
controls in these circumstances, then there is a question 
about whether the demand forces will not simply go into 
the areas that are not controlled, and whether you may 
still have the same problems. 

I might say that in a speech in October, 1944, Donald 
Gordon, who was then head of the Wartime Prices and 
Trade Board, made a very flat statement in which he 
said: 


During a time of serious inflationary pressures a 
system of selective price control cannot succeed. 


He cited the illustration in that context of the fact that 
during the period from 1939 to 1944 in Canada, with the 
use of total controls in a total control system, we had 
managed to keep price increases over the five years— 
what was then called the cost of living index—to about 
18 per cent. Ireland,—which was not in the war, and 
probably did not have as serious strains and pressures on 
its economy, in terms of re-allocation of resources to war 
effort and so on, and had opted for selective controls— 
had a 70 per cent increase in prices in those five years, 
and was then on the verge of moving to a total control 
system. Whether that sort of experience is really relevant 
or not, I am not prepared to say, but it is one instance in 
which this question was focussed on. 


Here again I think there is a very real question about 
this. If you are going to use selective controls, what do 
you control? If one looks at the pattern of development 
over the past decade, where have been the areas where 
we have had persistent, difficult problems, persistent 
price increases? They are not so much in the goods areas. 
On the latest indexes, in the consumer price index, many 
of the goods areas show that prices are perhaps even 
somewhat lower than in 1961—-The index for new pass- 
enger cars, the index for television and radio, the index 
for pharmaceutical products, the index for hosiery. There 
is a series of goods that show this pattern. Where you 
find that the large and persistent price increases have 
been occurring have been mostly in the service indus- 
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tries—in health care—doctors, dentists, nurses, rather 
than pharmaceuticals—in repairs, insurance, transporta- 
tion, home ownership. 


Senator Molson: And in construction, now. 


Dr. Smith: Construction is a major sector, which has 
had very persistent, very difficult, very substantial, price 
and cost increases. In a system of controls, one of the 
things you might want to do focus on is this. In a 
market system, one of the things you want, if you are to 
get a reasonable price stability, is a mixture of price 
declines and some price increases. As the system works, 
prices decline in some of the areas where high produc- 
tivity growth is occurring, and where there may be 
declining demand for things, so that resources will shift 
to some of those areas where price increases are occur- 
ring, where demand may be strong, where productivity 
gains may be easier to achieve, that is, measured produc- 
tivity increasses. 


Now, how do you order controls here? Do you really 
try to say, “We are not going to have any price 
increases”? That may be very favourable for industries 
where there is a shifs in demand, in tastes, in consumer 
not difficult from a strengt point of view. Or do you try 
to direct these to some of the service areas, where very 
large increases in prices persistently have been taking 
place and where the effect may be, if you were to puta 
lid on these, you would simply stop the growth in areas 
where there is a shift in demand, in tastes in consumer 
desires as reflected in consumer spending? If we put on 
really tight controls and say, “No more increases in 
prices of haircuts,” we might all look pretty long-haired 
after a short while. 


An hon. Senator: We are somewhat that way now. 


Senator Molson: And not due to the increase in price, 
either. 


The Chairman: Have you a supplementary question, 
Senator Molson? 


Senator Molson: I want to ask Dr. Smith this supple- 
mentary question. I asked what sort of a country would 
controls work in, and he gave a physical description, 
perhaps. I think that politically, too, it might take, for 
effective controls, a rather different political system. from 
ours. Do you not agree with that, Dr. Smith? 


Dr. Smith: Yes. I pointed to the fact that we have a 
constitutional system in which the operation of controls 
would be particularly’ difficult. There is another broad 
area of questions, too, about them, in a sense. If you have 
to try to use a system of controls, is there a danger that 
so much energy, effort and attention would get concen- 
trated on trying to make this instrument work, that 
inadequate attention might be paid to many other impor- 
tant areas of policy where we need improvement? Is 
there a danger that, if we were to try to operate a system 
in this way, you would get shifts in the private sector, 
too, from concentration on efforts on improving efficiency 
and improving technology, and so on, and conceivably a 
shift in efforts to spending a lot of time in finding out 
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how to evade the controls in one way or another, which 
may not be a very productive effort. 

So there is a question here of what would be the 
effective controls on the performance and operation of 
the economy in other respects. 


Senator Molson: Thank you. 


Senator Manning: Mr. Chairman, my question has been 
largely answered by the one that Senator Molson has just 
raised. I might pursue this point in a little different 
manner. 

As you know, Dr. Smith, this committee is primarily 
concerned with trying to come up with some techniques 
that will permit the control of dislocations of inflation, 
without creating the high unemployment situation that 
we have been faced with. 

One of the things I am sure we have to decide in the 
committee is, should we write off the concept of arbitrary 
controls entirely, in assessing what techniques should be 
considered and which might be practical. 

One of my two questions—and, as I say, you probably 
have answered this one almost entirely now—was wheth- 
er you felt that there can be such a thing as a partially 
controlled economy, or whether the imposition of controls 
in certain areas simply increases the pressures, which 
then necessitates similar controls being put on the 
perameter of those first ones, until ultimately you end 
with either 100 per cent control of the economy or the 
whole thing collapses. 

If I could follow that comment and deal with these two 
things at once, let us assume that the evolution of con- 
trols is to control the economy completely. Then my 
question is, what would be your assessment of Canada’s 
position, because of the proximity of the United States, 
assuming that their economy remained free? We are 
already losing both professional personnel and skilled 
technical personnel and others, to the United States, 
because of higher wage and income opportunities. If all 
of these things are frozen in Canada, it would be reason- 
able to assume that we would impair our own productivi- 
ty by the loss of personnel to a free economy, if we have 
a 100 per cent controlled economy here. 


Dr. Smith: Yes, senator. I think that is one of the 
dangers that was implied in my comment. To try and run 
a controlled system in Canada as opposed to a free 
system in the United States, would pose particular prob- 
lems and this would be one of them. I am not sure what 
the present balance is. I suspect that the balance may 
have shifted enormously. It may even have shifted into a 
net inflow of brain power from the United States in the 
latter part of the 60’s. That has been part of a dramatic 
change, perhaps for many reasons. 

Going back to the earlier part of your question, here 
again I think there is a tendency for things to evolve in 
the way in which you have implied. There was a number 
of situations in which approaches to incomes policy, for 
example, have started very slowly, perhaps rather 
vaguely. 

When the United States set up its guideposts in 1962, 
in the Council of Economic Advisors report, there were 
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not even any specific guideposts. Then the thing moved 
to specific guideposts. They were conceived of as volun- 
tary guideposts. Then beyond that came increasing 
thought about how different kinds of elements of govern- 
ment intervention could be used, beyond jaw-boning into 
perhaps a little arm-twisting. There is a tendency for 
these things to escalate. 

In the United Kingdom. in the incomes policy, the 
thing also tended to escalate, You reach a point where 
you have to make a decision, as to whether you go toa 
freeze, or to controls, or whether you finally back down 
and let the thing go again. 

In the United States the decision was made in the 
mid-sixties to let the guideposts go. It was a situation in 
which they had to go toa good deal more intervention or 
let them go. In the United Kingdom case they took the 
step into the freeze, but the question became very quick- 
ly: How do we get out of it again? They tried to ease 
themselves out after six months of freeze through six 
months of what was known as the “squeeze’”’, in which 
there were still some limitations. However, in many 
cases, after a period there was some tendency to escalate; 
in one way or another the system collapsed. Even the 
Dutch system collapsed. Here we have a country that is 
very highly centralized, very small, with large powers of 
government to intervene—in fact, legal powers to enforce 
prices and wages. However, on two occasions the Dutch 
system has simply exploded. Then there is a catching up 
in a sense, an adjustment to some of the strains and 
distortions which were created during the interim. 

I do not wish to sound as if these are instruments that 
should never be used at all. Very difficult emergency 
situations arise, in which one may wish to experiment 
with never devices, even though they may not have 
worked very well elsewhere, work very well for very 
long, and only give some respite for a period of time. 
However, the record so far has shown that these kinds of 
policies that really intervene in various areas in market 
processes are difficult to operate and get much out of 
over any sustained period of time. This led us in the 
Council in our Third Annual Review, after looking very 
carefully at incomes pelicies, to suggest the need for 
exploring, examining and determining how we can devel- 
op a whole set of other instruments that would tend to 
work more with market forces than intervene in them. 


Senator Grosart: Dr. Smith, the Council has recom- 
mended the establishment of an independent research 
institute. Does this indicate that the Council feels it is not 
an independent research institute? 


Dr. Smith: Well, we suggested that there should be an 
independent research institute to look regularly at some 
of the shorter term trends and developments in the 
economy in a way for which the Council does not have a 
mandate. 

The Council is not organized and structured in such a 
way as to enable it to do this very effectively. We have a 
large and very heterogeneous membership. We meet five 
or six times a year and produce an annual review. Inci- 
dentally, in our act we are asked to look medium and 
long term, not short term. A short term institute needs a 
greater capacity for flexibility and nimbleness to look at 
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matters as they move along in the short term area. We 
do not have that type of body in Canada. A number of 
other countries do and they play a useful role—in 
Sweden, for example, Britain or Japan. 


Senator Grosart: Do you mean something like the 
Brookings Institution in Washington? 


Dr. Smith: Perhaps not so much the Brookings Institu- 
tion, which is a rather more broadly based research 
institution looking at more fundamental matters, as the 
National Institute for Economic and Social Research in 
Britain which does short term forecasting, or the Japan 
Economic Research Centre which every three months 
issues an 18-months forecast of Japan’s economy. We 
lack this type of institution in Canada. 


Senator Grosart: Does the Council now give private 
advice to the Government? That is advice that is either 
in general or in detail not known by the public? 


Dr. Smith: No sir; the Council has decided that it 
would arrive at its consensus views on the basis of 
underlying research and analysis. Its conclusions and 
recommendations are incorporated in its annual reviews 
and in other consensus documents, such as the reports we 
have released in response, for instance, to the special 
reference on consumer and corporate affairs. So they are 
made public. 


Senator Grosart: Is private advice ever asked for by 
the Government, or business and industry? 


Dr. Smith: No; we do not act as a consultant to indus- 
try either in such a capacity as offering advice to a 
business firm or an industry association or other private 
group. We operate entirely in the public arena. 


The Chairman: In the United States the President has 
a Council of Economic Advisers who, I believe, make an 
annual report to him and advise him from time to time 
on economic activities and trends. 


Should there be a:similar institution in Canada, per- 
haps attached directly to the Prime Minister’s office? 


Dr. Smith: I do not have a view on this. In the United 
States the Council of Economic Advisers, as you imply, is 
quite different from our council. It is part of the govern- 
ment. In the last analysis it is under the instructions of 
the government. The Chairman has acted in nearly all 
cases since it was established in 1946 as a personal advis- 
er to the President. He sees the President frequently on 
policy matters. That council is very much engaged inter- 
nally in short term affairs, often in day-to-day consulta- 
tions. There are regular meetings with officials of the 
Treasury, the Bureau of Management in the President’s 
office and the Chairman of the Board of Governors of the 
Federal Reserve System. It has been brought in in a 
variety of ways to comment on and assess programs 
and policies in a great variety of other departments and 
fields. So it operates internally in a very close-in way on 
policy advice and formulation in the US Government. 


Our Council, by contrast, was quite clearly devised to 
be an independent advisory body, not part of a Govern- 
ment department, taking the form of a Crown Corpora- 


tion, to advise from this independent viewpoint. We have 
a very heterogeneous membership, drawn from across the 
country and from different sectors of the economy. In 
Canada at some stage perhaps we might wish to consider 
whether there might be some value in such an organiza- 
tion as you have suggested. We have very different forms 
of government, however, between the two countries. 

Whether this is really relevant and how it might be 
designed is another question. I am not very much in 
favour, frankly, of looking at the institutional structures, 
and in many cases the policy approaches, in other coun- 
tries to see whether we can somehow adopt holus bolus 
something which has been developed elsewhere, which 
might be very useful abroad, and bring it directly and 
simply into our context. We need to evolve, in a sense, 
our own institutions and approaches to fit Canadian con- 
ditions and circumstances. 

Therefore I am not really sure whether this kind of 
institution would be suitable for us. It has been proposed 
by two or three people in Canada as one option in recent 
years. However, I do not have a personal view with 
respect to it. 


Senator Grosart: Is our system of ministerial respon- 
sibilities, which was recently indicated by a former 
member of the Cabinet not part of that problem? Con- 
flicting evidence is given the Cabinet by different official 
advisers in the Public Service; is this a problem? — 


Dr. Smith: Yes; I would emphasize that it is not simply 
a problem of the Canadian federal Government, to which 
you may refer. It is a problem in the world today for all 
governments. Government policies and programs in 
Canada, federal, provincial and municipal, and those in 
other countries have become much more complex. There 
are larger questions arising with reference to achieving 
adequate coherence, synthesis and interrelationships 
among these when the policies and their effects may be 
interrelated in a great variety of very complicated ways. 
How we get an adequate coherence is, I think, a very 
important issue. Large corporations face the same issue 
too, with multiple activities in various fields. They face 
the same kind of issue about how to get coherence, how 
to bring the various elements of planning together into a 
meaningful whole. 


Senator Grosart: We used to hear a great deal about 
essential polarity between what was called the trade and 
commerce approach and the Department of Finance 
approach, particularly before its annual budget—should 
it be expansionist or should it be restrictive. Other coun- 
tries seem to have solved this by developing a central 
mechanism for economic advice. Are you suggesting that 
in addition to this independent institute there should be a 
central government mechanism for analyzing and synthe- 
sizing this advice? 


Dr. Smith: We have a number of mechanisms in opera- 
tion now. 


Senator Grosart: Perhaps that is the trouble. 


Dr. Smith: If I may take the federal Government for a 
moment, we have Cabinet committees; we have a variety 
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of interdepartmental committees; we have the Treasury 
Board; we have certain kinds of reviews of various 
things in a broader context undertaken in the Depart- 
ment of Finance; we have the Privy Council Office; we 
have a number of institutional structures that exist and 
that to some extent in fact look at these matters. I think 
the question of how we can improve on these structures 
is a very important one. I do not have any easy solution 
to,.1t: 


Senator Grosart: Dr. Smith, has anybody attempted to 
formulate any kind of a set of criteria to determine the 
responsibility for performance goals, both economic and 
societal, as between the public and private sectors? I ask 
that because there are some who say that the public 
sector is assuming responsibilities, for example in health, 
that would be better left to the private sector. Has any- 
body attempted to formulate a set of criteria by which 
some judgment might be made in this area? 


Dr. Smith: No, sir, not that I know of. Perhaps I could 
add one other thing that I think is perhaps significant in 
this context, and also in the context of the broader 
question you asked earlier. Here again we have a number 
of institutional elements that we have developed in the 
public-private relationship area. I suppose in a sense the 
Economic Council brings together a great variety of 
people from private sectors, but it operates very much in 
a public way and has been asked to be concerned about 
operating in the broad public interest for Canadians. We 
also have in Canada a variety of committees and councils 
that have been established, in some cases attached to a 
minister to advise him or assist him, sometimes in a 
broader way. This is another area where we probably 
need to have a iook. 

Recently the Economic Council published a study by one 
of our staff members, Mr. Malles, looking at the economic 
consultative bodies and the arrangements that exist in a 
variety of other countries, just to bring these together, to 
bring together some up-to-date information on these and 
how they work. Strangely enough, this study has received 
virtually no public attention in Canada. It has received 
quite a lot of attention abroad, where there has been 
quite a lot of interest in it, because no study like this has 
been done before. It is a very useful and interesting 
study, I think, in some ways, and may provide the back- 
ground at least for asking some questions about whether 
consultative economic institutions may need some further 
evolution in Canada, but I do not have any particular 
views about them. 


Dr. Gillies: Going back for a second to the discussion 
of rising expectations and the possibility that they can be 
translated into wage increase elements that are substan- 
tially higher than productivity, fo you foresee the result 
of this will be that we may be living in a society of 
gently rising prices for a long period of time? 


Dr. Smith: I am not sure. If in fact there may have 
been changes in expectations. If we have come to a stage 
where there is a broad pressure throughout our system, 
not only on the part of individuals but on the part of 
business firms, institutions, universities, health care insti- 
tutions, also governments, that they all want access to 
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more and more resources and are prepared to press very 
hard for these, then we have a kind of environment, a 
kind of climate, that will be difficult in which to operate. 
This is one of the major points Professor Myrdal made 
when he was in Ottawa last year; he was concerned 
about this fact, that people seemed to be demanding 
more and more out of an economic system without recog- 
nizing adequately that the resources we have available 
are limited, and that we can only make progress in total 
in relation to the resources we have and the productivity, 
the increased efficiency, with which we use the resources, 

In the shorter term, I think I would have some hopes 
that we may have been through a rather bad patch in 
Canada, when with the slowdown in the economy the 
productive performance was not so good, as I illustrated 
on the manufacturing chart this morning, and when we 
were still getting to some extent pressures for wage and 
salary increases that both refiected the inflation that was 
stronger earlier and lagged developments to earlier 
things. We may conceivably now have a little easier time 
if our productivity picks up with expansion, as it often 
has done in the past, and if at the same time, again with 
lags, we begin to get a little moderation in our income 
increases. 

I think one of the most interesting things one can see 
in the base wage rate settlements in the past year is that, 
while the overall rates are still pretty high, the first 
quarter figures were released yesterday and are down a 
little, being slightly below the rates of increase in any of 
the five preceding quarters. In addition to that, they are 
becoming what we call more “front-end loaded’. The 
increases are still very high in the first year of three-year 
contracts. They are now relatively low for the second, 
and even lower for the third. We may already be seeing 
a pattern emerge in which the wage increases working 
through the system over the next two or three years may 
moderate. 


Senator Nichol: I understand we are meeting again 
tomorrow morning, Mr. Chairman. 


The Chairman: That is correct, at 10 o’clock. 


Senator Nichol: Presumably tomorrow we will go into 
some of the rest of your brief? 


Dr. Smith: I am at your disposal. 


Senator Nichol: Perhaps you could give us something 
to think about overnight. I think the most significant part 
of what you have said is on page 12, where you say the 
policy formulation must be future-oriented instead of 
using what you call reactive policies, which, coupled with 
the lags we are talking about, produces the effect at 
times of shooting at ducks that are almost out of range 
before you pull the trigger. Could you talk for a moment 
about the question of “future-oriented policy” as opposed 
to what critics might say we have had in recent years, or 
always have had I guess is the better way to put it. 


Dr. Smith: This has been one of our views in the 
council, and we have applied it to various areas. I think 
here we touch in part on the monetary and fiscal areas. 
There is a tendency, much more marked earlier, for 
policies to operate essentially in a reactive way. You wait 
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until you see the whites of the eyes in one way or the 
other of a serious instability problem, or significant slack 
developing, before policy gets changed. Then policy oper~ 
ates with a lag, and by the time it produces its effects it 
may not be the right kind, and perhaps not even in the 
right direction. 

There are many other areas in which this is true too. I 
think we should have been able to do a better job earlier 
in anticipating the kind of expansion that was really 
going to be required in Canada in our educational 
system. It is not very well known generally, I find, but in 
Canada, as late as 1951, at the time of the 1951 census, 
we had less than half of our 14- to 17-years olds in 
school. We had more than half of our young people 
dropping out in this age group. This is something we 
obviously were going to have to build up, and we should 
have been working at it earlier. The Americans, in fact, 
were working at it more in the twenties and thirties. We 
rather let our secondary school system go in that period 
and concentrated on getting most of our young people 
just through elementary school 


The Chairman: Was that, in your judgment, simply due 
to the fact that the American federal Government has 
much more say in education than is the case in Canada? 


Dr. Smith: I think the governmental factors may have 
had some important role to play, particularly in the 
circumstances in Canada in which the provincial govern- 
ments came under very great financial pressures in rela- 
tion to their responsibilities, not just in the depression of 
the thirties, but even in the twenties, and we did not 
have a system that really adapted very readily to shifting 
resources to areas of important responsibilities. But that 
may also be related to the fact that we did not have the 
sort of plan, the kind of longer term horizon, the kind of 
vision for seeing what needed to be done. I think really 
what I am saying is that we need more of that, and then 
perhaps we can adapt some of the other developments 
towards that end. 


We should have anticipated sooner the need for a 
further build-up at the higher levels of education. We 
have done it in a great swoosh in the 1960’s, very rapidly. 

Similarly, we drew attention in one of our reviews to 
the area of pollution. There is no question, if one looks 
forward over the next 10 to 20 years, that we are going 
to have to allocate very large resources to dealing with 
environmental and pollution problems. I think it is very 
important now to begin to plan to do that in an orderly 
sort of way. We need to start, probably, quite far back, 
with the manpower side of it. One of the first things we 
are going to need in devoting more resources to this is to 
start on the manpower side. I do not know what our 
situation is in Canada, but someone told me the other 
day that in the United States last year they graduated 
only 80 people specially qualified to be sewage engineers. 
We are going to have to cope with a very rapidly 
expanding program here, and we are going to need large 
increases in resources. 


With regard to our urban areas, here again I think we 
need a much longer horizon of view as to where we are 
going, what are going to be the kinds of problems; and 


again, all the way back into the manpower area. Up until 
very recently we had virtually no capacity in Canada for 
training young people to move into municipal adminis- 
tration. This is one of the critical areas of requirement 
for good, highly trained and qualified manpower. This is 
the sort of thing we had in mind. 

Different areas will require different kinds of planning 
horizons: if you are going to be dealing with urban 
problems and areas, you need very long horizons; if you 
are going to be dealing with an educational system, you 
need horizons that are going to stretch maybe to a 5 to 
10-year sort of range. These are some of the sorts of 
things we had in mind about future orientation. 


Senator Nichol: As I read it, you were also talking 
about—quite aside from these, which are mostly sociolog- 
ical examples—the specific field of economic policy for- 
mation. This is what you were really thinking about, I 
suspect, when you wrote that sentence. 


Dr. Smith: Yes. 


Senator Nichol: I see your point exactly, and I think 
you are right. The thing I have been grappling with in 
my mind here is how this works. How do we do it? 
Within what sort of structure can this function? I guess 
this is what we are sitting here for, Mr. Chairman. 


The Chairman: Perhaps, Senator Nichol, that could be 
the opening question for tomorrow, because I imagine 
you would want to expand for some time on that. 


Dr. Smith: All right. 
The Chairman: Would that be satisfactory? 
Senator Nichol; That is a deal! | 


Senator Isnor: I was wondering if Dr. Smith could tell 
us as to whether the studies of the Council centered 
around Canada and the various provinces and their prob- 
lems, as this affects them, in their relationship one with 
the other. 


I have in mind particularly, as I mentioned yesterday, 
the Maritimes and the markets we should have in central 
Canada for some of our products. Have you made any 
study of the problems affecting us in the Maritimes? 


- Dr. Smith: Senator, we have been asked in our act to 
undertake consultation with officials of provincial agen- 
cies, and we do this from time to time. In any year there 
is a number of consultations with provincial people, 
sometimes with provincial premiers in the Maritimes and 
some of their colleaghes and senior officials. I will be 
going down shortly for consultations of this kind with 
three Maritime provincial premiers. In the course of such 
discussions, we have found that there are two things that 
are very valuable. First of all, I think we have been able 
to set out certain information, certain kinds of views that 
they have found relevant and useful. 


Senator Isnor: Such as? 


Dr. Smith: Well, views about how the national econo- 
my was operating, and some of the implications of this 
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for their areas, for example. Then there are some of our 
views about federal Government policy approaches in a 
regional area. For example, we had quite a number of 
consultations following our Fifth Annual Review, when 
we devoted a whole chapter to the regional impact of 
federal policies. 

At the same time we ourselves derive considerable 
advantage from these discussions, because they give us 
the opportunity to have some first-hand views about 
problems in the area, the developments in these regions, 
which are very important for us to take into account in 
our work, looking at the overall economy. 


In the course of our work we have also undertaken 
some analysis of regional developments and problems in 
various ways. We started this in our Second Annual 
Review when we looked at the regional disparities and 
some of the factors involved in regional income dispari- 
ties. We have done some monitoring of the developments 
and the trends in the regional areas, and occasionally we 
put a chapter in our reviews on that, for example, in the 
Third Review. 


We have also looked at some aspects of structure 
which have regional implications. For example, we have 
looked at manpower in primary industries, in the Fourth 
Annual Review, which had considerable relevance for 
some regions. 


So, in a number of aspects of our work we have been 
very conscious of regional developments and matters, and 
continue to be so. 


Senator Isnor: Am I right in saying that you suggested 
that in these areas known as depressed areas people 
should move to other regions of Canada? If so, I would 
like you to enlarge on that. 


Dr. Smith: No country, I think, in terms of its regional 
problems and regional policies, has arrived at some very 
simple conclusion—which I expect would be greatly over- 
simplified, if they ever were to do so—some simple con- 
clusion, that you either move people to jobs or move jobs 
to people. You always have some combination of both. 

In Canada, accordingly, we have supported the use of 
an assisted mobility program, for example, that would 
help to adjust people to job opportunities. We have also 
supported various kinds of measures that would be taken 
to stimulate productivity in particular in some of the 
lagging regions and therefore, in effect, provide greater 
opportunity for industry to develop in these areas. 


The Chairman: Honourable senators, Dr. Smith, Dr. 
Ostry and Dr. Thiir will return tomorrow. I know you 
have many more questions, but with your permission, I 
should like to adjourn at this time. We will meet again at 
4 o’clock to hear from Professor Bellan who has a scheme 
for taxing the inflationary element of wage and price 
increases. 


The Committee adjourned until 4:00 p.m. 


Upon resuming at 4 p.m: 


The Chairman: Honourable senators, in continuing our 
hearings we have with us today Dr. R. C. Bellan. Dr. 
Bellan is Dean of the Department of Economics at St. 


John’s College, University of Manitoba. He received his 
early education in Winnipeg. He took his undergraduate 
studies at the University of Manitoba. He has his doctor- 
ate in philosophy from the Faculty of Political Science, 
Columbia University. 


Following graduation, he made his very specialized 
knowledge of the city of Winnipeg available in special 
Studies, as this had been the subject of his doctoral 
dissertation. Following an academic career with emphasis 
on the ability to correlate economic theory with actual 
Canadian conditions, the result has been that his Princi- 
ples of Economics and the Canadian Economy went into 
its third edition in 1967. 


He has also written an economics text for high school 
students, and his outstanding ability to bring together all 
phases of a subject in a comprehensive theoretical frame- 
work is of immense value in pursuing the implications of 
monetary and fiscal policy. 

Dr. Bellan’s work has always involved the broadest 
possible areas, and his conclusions have always been 
presented with the utmost clarity. 


Honourable senators, you have received the brief and 
the summary of the brief from Dr. Bellan. In his brief he 
deals with two broad subjects: a means by which it is 
possible to maintain full employment; and a most inter- 
esting concept,—and one in which I know hounourable 
senators will be most interested—for taxing inflationary 
wage and price increases. 

Dr. Bellan, I will now ask you to make a few opening 
remarks, and after you have described your concept we 
can move on to questions. 


Dr. R. C. Bellan, Dean of Studies, St. John’s College, 
University of Manitoba: Thank you very much, Mr. 
Chairman. 

First of all, Mr. Chairman and honourable senators, 
may I say how pleased, gratified and honoured I am to be 
here. It is an honour for any Canadian economist to 
appear before you to present his views. I must say that I 
feel very pleased to have this opportunity because I am 
strongly convinced that the measures which I propose 
here, and which I shall set before you, are potentially 
very useful indeed for our country. 

As my brief indicates, I recommend, in effect, a two- 
sided program—one side to achieve full employment and 
the other to ensure that we do not experience inflation. 
The two go together because the fact is that it is really 
no great trick, when all is said and done, to achieve full 
employment. We had full employment during the war 
years as a result of the fact that the government spent 
enormous amounts of money on the procurement of 
munitions and the maintenance of the large armed forces 
we had in those days. So that we have demonstrated 
that, if the government is prepared to spend enough 
money in enough ways, we can have full employment. 


However, the reason why a good many people say 
today that we cannot have full employment is that in the 
context of our times, that is in peacetime, if the govern- 
ment spent money the way it did in wartime, then we 
would inevitably have a serious degree of inflation. In 
wartime, when the government spent money the way it 


22. 


National Finance 


May 5, 1971 


did and procurred or achieved full employment, we did 
not have inflation because then, of course, we had price 
and wage controls which ensured that, despite the enor- 
mous amount of money being spent and despite the infla- 
tionary pressures existing at a time of full employment, 
everything was kept under restraint. But in peacetime 
we cannot expect to have wage and price controls, and, 
even if we instituted them, we could not expect that they 
would work nearly as well or that they would be as well 
accepted as they were in wartime. The consequence is 
that we cannot readily make the assumption that just 
because the government demonstrated its capacity to 
arrange for full employment in wartime, this should be 
duplicated as a matter of course in peacetime. 


I suggest to you that we have the kind of problem that 
would best be illustrated by the following analogy. It is 
as though I had an automobile which could be made to 
go at 60 miles per hour because the engine was perfectly 
capable of driving at that speed. But at the same time, I 
had no brakes or very poor brakes, with the result that I 
did not dare to drive that automobile at the speed of 
which it was capable or, for that matter, at any speed in 
excess of 10 miles an hour because, if I were to drive it 
faster than that, the lack of braking power would lead to 
grave difficulty when it came to stopping. If I could get 
those brakes fixed, or if I could install a decent set of 
brakes, then I could operate the vehicle at 60 miles per 
hour, but until I get those brakes I dare not go beyond 10 
miles per hour. I suggest to you that that is the kind of 
problem with which we are now faced. We have the 
same problem as the motorist whose car could go at 60 
miles an hour but because of poor brakes, dare not go 
beyond 10 miles per hour. 


This is why, to translate my illustration into the eco- 
nomic context, we could have full employment and it 
would be perfectly possible for the government to spend 
enormous sums of money and have full employment, but 
we do not have the brakes. The consequence of such an 
action by the government today would be an impossible 
degree of inflation. This is why I feel that the program I 
present must necessarily be taken as one piece; the two 
halves must be taken together. 


The first part of my program is really an obvious kind 
of demonstration of how we could achieve full employ- 
ment if a decision were taken to do so. I suggest that the 
most rational way of proceeding to achieve full employ- 
ment in Canada would be if we were to decide that 
within a matter of three months we wanted to have 
everybody working in Canada—and this would not be an 
impossible order; we could achieve it. But the way we 
would have to proceed, I suggest, would be this: we 
would have to survey the unemployed, see who is unem- 
ployed, see what skills and what capacities those people 
possess, and see in what part of the country they exist. 
At the same time, we would have to carry out a survey 
of our economy to see what industries we have and what 
work is being done in all parts of the country and, 
looking at our economy, see what additional work could 
usefully be done. Here I am referring to additional work, 
over and above anything being done now. Then we 
would have to see how this additional work that could 


usefully be done in the country could be brought into 
existence and could be translated into jobs through gov- 
ernment action. 

To cite the illustration I used in my brief, it is obvious 
that if we wanted to create additional jobs in the con- 
struction industry, then the government would be per- 
fectly capable of engineering such jobs by spending more 
money on construction, by making more money available 
to the contractors of Canada to enable them to build 
more houses, by having CMHC disburse its funds more 
liberally. On the other hand, the government could 
arrange for an increase in the scale of road construction 
in Canada by making larger grants to the provinces for 
that purpose. If the government wished to arrange for an 
increase in the jobs existing in Canada in factories 
making clothes or processing foods, if it were to reduce 
the personal income tax, then the probable result would 
be an increase in such jobs because then the ordinary 
member of the public would have more money to spend 
and he would buy more clothes, more canned goods. 
Therefore there would be more jobs in the factories 
which make clothes and the factories which make canned 
goods. So here we have jobs which are within the capaci- 
ty of the government to arrange. 

However, this is not true of al kinds of jobs. I suggest, 
for instance, that if we were to decide that it would be a 
very good thing to have more jobs available in, let us 
say, the copper mining industry, then it would not be 
possible for the government to bring about an increase in 
such jobs, because you could only increase the amount of 
work done in the mining industry if there were an 
increase in the world demand for Canada’s copper, and 
the Canadian Government is in no position to determine 
what the world demand is going to be for our copper. So 
here is an area in which the Government of Canada is in 
effect powerless. It is not really in a position to arrange 
for additional jobs in the Canadian copper-mining indus- 
try in the same way that it could arrange for jobs in road 
construction, building, the clothing industry or the food 
processing industry. 

What I suggest, therefore, is that having regard to the 
kind of jobs that could be created by the government and 
through government spending in the right way, what we 
ought to do is to arrange that the government take 
whatever action is necessary and spend whatever money 
is necessary to bring into being the jobs which could be 
done by people who are unemployed, jobs which would 
enable them to work in the most productive way of 
which they are capable. 


Therefore, if the government adopted this attitude, we 
could arrange that the people who are now unemployed 
could be put to work at the best jobs that could be 
arranged for them. It could well be that we would still be 
unhappy with the jobs that they were doing, but this 
would be the best that could be arranged in the circum- 
stances. And that, after all, is the most realistic target we 
can set for ourselves, and it is what we must be content 
with. 


Taking it a step further, I would suggest that if we 
were to adopt this attitude, and were determined to 
achieve full employment virtually immediately, then, 
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ably possible. I question the three months. For any 
rnment I have ever had anything to do with it would 
three months to type up the initial memo. Perhaps 
in three years it could be done. That is why I would 
to get to the question of how you can do all these 
3s, because I am sure we could do them. How do you 
1em without having the whole thing fly right out of 
ol? 


. Bellan: A right, let us see what the brakes .. 


e Chairman: I think we have a couple more ques- 
on this from Senator Lamontagne. 


nator Nichol: It will cost one hell of a lot of money. 
9e we should spend it, but you have got to tell us 
e it comes from, where we should spend it, and how 
hould buy that idea. 


nator Lamontagne: My question is just supplemen- 
to the proposal that we could go on from one year to 
ther repeating the operation. What would you do if 
ile next year we had a different type of unemploy- 
? Then we would have to change the programs and 
new kinds of jobs. 


. Bellan: Sure. 


nator Lamontagne: From what I have heard, it 
s to me the proposal you are putting forward at the 
ent is to improve the labour market, even by artifi- 
neans, to bring the supply and demand close togeth- 
as to reduce unemployment in that way. We have, 
yurse, in this country seasonal unemployment; we 
frictional unemployment, and frictional unemploy- 
might be cured partly by the kind and number of 
‘cts you are talking about, which would, as Senator 
ol has said, create a number of problems for the 
va administration. When we get to other types of 
iployment, such as cyclical unemployment, I do not 
: this kind of thing alone could do the job. 


, Bellan: May I make this point in reply to your 
ism? I would suggest the situation is as though we 
100 people who want jobs; 95 can do work “A”, 
/ean do work “B”, and two can do work “C.” The 
Our economy is operating, what is happening, I 
d say, is that we are creating right now 95 “A’”’-type 
and that is all. The consequence is that the three 
le capable of doing only “B’~type work and the two 
dle of doing only “C”-type work have no jobs, 
4Jse they cannot learn to do “A’’-type work, or they 
ot want to move to where “A”-type work is avail- 
It may wellbe that in any case there are only 95 
type jobs, so even if they did move to where “A”- 
work, they still would not get jobs because there are 
95 available. 


lat I am in effect proposing is that the government 
ts capacities to arrange that there come into being 
' “B”-type jobs and two “C’”-type jobs, so that the 
ype job people will be able to get the kind of work 
are capable of doing, and the “‘B”-type work people 
Me able to get the work they are capable of doing. I 
lf feel that this is not beyond the realm of 
dility. 


We could achieve a situation so that at all times every 
Canadian who wanted to work would have the oppor- 
tunity to get a job that was reasonably related to his 
capacities. This I do not regard as an impossibility. It is 
the sort of thing that exists as a matter of course in 
Sweden, Germany and Switzerland. In those countries 
there is no unemployment of the sort that we take for 
granted here. Every Germany, every Swiss and every 
Swede who wants to work is always able to get a job. He 
may perhaps for a matter of two or three weeks look 
around because he is not quite satisfied with what is 
available, and he might like to look around a little more, 
but if he wants to work, the job is there. 


Senator Beaubien: Is he paid if he does not work? 


Dr. Bellan: Yes, they have unemployment insurance, 
but the job is there. Unemployment in those countries is 
virtually zero. 


Senator Grosart: But are not those jobs created by 
industry rather than government? 


Dr. Bellan: Yes, but there is no reason... 


Senator Grosart: If you are talking about Sweden and 
Siwtzerland, the answer is that industry is creating them. 


Dr. Bellan: The answer I would make so that, senator, 
is that I agree it would be desirable if our industry 
created those jobs, but if our industry fails to create 
those jobs there is no reason why we must as a nation sit 
back and way that is the end of it. It is within the power 
of government to supplement and to create those jobs. I 
therefore say, if industry does not do it, rather than have 
the people unemployed let the government step in and 
create the jobs. 


Senator Grosart: Is not the large part of the problem 
that the “B” and “C” type jobs are the ones that are 
being phased out because they are uneconomic, and is 
this not why we have manpower retraining and so on? 


I am just suggesting that the problem is not quite as 
simple as you suggest, because in times when there was 
no inflation problem and this very type of thing was 
tried to some extent, it was not an unqualified success. 


Dr. Bellan: Very few successes are completely unquali- 
fied. I would not claim, senator, that my arrangements 
would work perfectly. The only claim I make for them is 
that they result in a better situation than what we have 
now. 


Senator Grosart: The reason I say “a not unqualified 
success” is that many of them wound up as work 
camps—which I am sure you are not suggesting. 


Dr. Bellan: No. I think we can do better than that. I am 
confident that we can draw on our past experience to 
improve on our past record. 


Senator Molson: I want to ask about two other possible 
roadblocks in the professor’s scheme. One is, what is he 
going to do about minimum wage laws? 


Dr. Bellan: There are pgoblems, I admit. 
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Senator Beaubien: In other words, the jobless would do 
it? 


Dr. Bellan: Yes. 


Senator Beaubien: Then, instead of being on the dole, 
the jobless would work? 


Dr. Bellan: That is right. 


The Chairman: The point that comes to mind immedi- 
ately is that that looks after the first year, but the 
question is: What happens in the second year? 


Dr. Bellan: We should do it again. 


Senator Molson: My question is parallel to that of 
Senator Grosart, I am not quarrelling with this thesis at 
all and I would like to see it work, but I find it very 
difficult to think that you can provide a substantial 
number of jobs without an outlay, not necessarily the 
average amount per job, but on equipment and machin- 
ery for the people you can employ. It is rather rare that 
any plan can be substantially altered to provide 
increased employment without increased equipment 
either in plant, machinery, trucks or handling equipment. 
It may be well below average, but there must be some 
increased outlay of a capital nature to take care of any 
substantial number of men. Do you not think, Professor 
Bellan, that this is so? 


Dr. Bellan: It varies from industry to industry, of 
course. To employ more people in oil refining in Canada 
would require an outlay of about $100,000 per worker. 

This illustration is referred to in the brief. At the 
University of Manitoba for the last two years we have 
instituted a program to provide summer jobs for students 
because we are very concerned about the problem of 
summer unemployment. In 1969 we introduced a scheme 
on a limited basis because of shortage of funds. We 
received $50,000—$25,000 from the university and $25,000 
from the provincial government. This money was used to 
hire students to act as professors’ aides during the 
summer months. A very large number of our professors 
are engaged in research projects and naturally carry out 
» the bulk of them during the summer when they are not 
teaching. We circulated a questionnaire to all members of 
the teaching staff of the university, asking them if they 
could productively employ the services of a student 
during the summer for low-level assistance. It would 
have to be simple clerical work or physical assistance in 
the laboratory. We received a very large number of 
replies, several hundred of which were positive. We hired 
100 students, had them work 10 weeks each, paid them 
$50 a week and allocated one student to each professor 
who had indicated a need. There was no capital outlay 
whatsover, not one cent. Last year we repeated the pro- 
gram, but changed the format a little. The work period 
was reduced to six weeks and we hired 150 students on 
that basis. 


Senator Molson: At the same rate? 


Dr. Bellan: l¥o, we paid $55 a week. 


Senator Grosart: Inflation! 


Dr. Bellan: Inflation, right. We circulated the que 
naire this year in February. Based on the replie 
decided that we could employ 800 students as profe 
assistants at the University of Manitoba this sw 
helping them with research projects. It would n 
necessary to spend five cents on capital equipment, 1 
is all there; all we need is the money to pay the stu 
salaries. 


Senator Grosart: Was this for six weeks again? 


Dr. Bellan: In some cases it was for six weeks; in 
cases the professors said they could employ them f 
weeks. It therefore depends on the industry. 


Senator Grosart: Can you think of anybody in C% 
who would not be willing to have low-level assistant 
the summer if somebody else would pay for it? 


Senator Molson: Or perhaps at $50 a week. 
Senator Grosart: Or at $50 a week. 


Dr. Bellan: The point I am making is this. If ther 
person who would like to have somebody workin 
him because there is productive work that person 
do, and if there is some person who is unemployet 
would like to work, it would be very desirable if we 
to bring the two together. 


Senator Grosarit: And then have Parkinson’s 


operate. 


Senator Nichol: Looking at your proposal, I find 1 
cannot disagree at all with your first concern, wh 
that it would be desirable to have everybody in C 
who needed a job to have one. Neither can I dis 
with the argument that we are quite capable of 
this; it is certainly within our power to do so. I 
with you, too, that contingency plans are an extri 
good idea, because I know of mines, for instance, 1 
are not owned in Canada but which are owned i 
United States, and if the price of the given metal 
they shut the mines down. Everybody knows the 
some day will drop; they shut down the mine, and 
there is a big panic as to what these individual 
going to do. 


Dr. Bellan: Right. 


Senator Nichol: Over. the years, through man] 
mobility programs, make-work projects, and all kit 
things that go back to the days of Franklin Roos 
governments have tried to do a lot of the thing 
described. If we were working in a vacuum, I wou) 
this would all be splendid and no one could argue Ww 
But the problem this committee is dealing with is h 
do, perhaps not exactly what you mean, but close to 
you are talking about without runaway inflation j 
country. 


The aim you describe, that of full employment 
good job for everybody, is quite right. I think i 
spend enough money and bring in enough foreign ¢i 
if you are not concerned about foreign ownership, | 


luation of the dollar? Does not all this come back to 
paper industry, the chemical industry and to other 
tries that have to buy Canadian dollars? 


. Bellan: That is a complicated issue. I am not 
apting at this stage to describe what the causes are. 
I suggested in response to Senator Beaubien’s ques- 
was, in effect, that whatever the cause of the dif- 
jes of the chemical industry, here is what we might 
» help workers become employed. 


nator McLean: It will take Government money. 


» Bellan: If they are going to be unemployed, then it 
involve Government money in the form of welfare 
ies or unemployment insurance cheques. I am sug- 
aig that if the Government subsidized a private 
‘try it might see its way clear to employ these 
le. Government money must be spent, but we would 
hieving something. Instead of having these men idle, 
pending of Government money would provide them 
jobs. 


1ator Kinley: The Government’s wartime policy of 
‘mployment left us with a huge debt. What do you 
bout that? 


1k about the national debt of Canada we are talking 
the debt which the people of Canada owe to them- 
. That is a very different proposition from a debt 
1 one owes to another party. 


ator Kinley: They owe it to the country. You have 
1 about unemployment insurance. Who pays unem- 
nent insurance? 


Bellan: It is contributed partly by the individual 
vartly by the Government. 


ator Kinley: In other words, somebody pays the 
for everything? 


Bellan: I would not deny that. 


1 Government funding? I have seen a figure of 
per job. 


‘Bellan: I carried out this little paper exercise in the 
965. I did the sort of thing that I have described in 
bok. I obtained from the National Employment Ser- 
the figures of unemployed in greater Winnipeg 
3 the calendar year 1964. Their records indicated 
it the end of January there were in Winnipeg so 
carpenters, bricklayers, unskilled labourers and 
| categories unemployed. The same figures were 
ble for the months of February, March, April and 
mainder of the year. I used those figures to deter- 
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mine just what the unemployment experience was in 
greater Winnipeg in the calendar year 1964. It totalled 
approximately 20,000 Man-years of unemployment 
experienced by men and women. Of course, it was in the 
form of one person being unemployed for three weeks, 
another five weeks, another six, and so on. 

I and assistants visited business firms and departments 
of the city, municipal and federal governments inquiring 
what additional work they might conceivably have 
undertaken during the year 1964 had the demand existed, 
and what additional manpower they would have needed. 
The response to these inquiries indicated the circum- 
stances under which more people would have been hired 
during 1964. We then determined how the Government 
could have in fact induced them to do these things and 
triggered this increase in demand. We compiled a list of 
projects which the Government might have initiated, 
sponsored or financed, which, by our reckoning, would 
have brought into being in the calendar year 1964 20,000 
man years of employment. What is more, it would have 
been the amount and timing of employment required to 
exactly offset the unemployment experienced. 


It was our calculation that this objective would have 
required an expenditure in the order of $40 million in 
greater Winnipeg by the federal Government. If the fed- 
eral Government had spent $40 million in 1964 in the 
ways we prescribed, there would have been jobs in 1964 
for every one of the people who had been unemployed. 


Senator Grosart: Surely, that is completely unrealistic. 
That is at the rate of $2,000 capital expenditure to create 
one man year of employment. 


Dr. Bellan: There is very little capital expenditure. 


Senator Beaubien: They do not build plants; they just 
hire the workers. 


Senator Grosart: You are speaking of capital expendi- 
ture to provide one man year of employment. 


Dr. Bellan: No, there is no capital investment. 
Remember, we are just considering Winnipeg and forget- 
ting the rest of Canada. 


Senator Grosart: But are you not proposing that the 
Government should give 20,000 people $2,000 a year 
apiece? 


Dr. Bellan: No, not “give” them. If the Government 
were to reach a decision to build a subway in Winnipeg 
and spent $5 million during the year on its construction, 
it would result in the generation of a certain number of 
jobs. An increase in the Old Age Pension of $15 per 
month would increase the spending power of old people; 
they would buy more in the stores, generating more jobs. 
I am a little hazy on these figures because I have not seen 
them for some time, but if the Government were to 
spend $5 million to $10 million on urban renewal in a list 
of approximately ten different measures mostly in the 
construction area, the total cost would have been $40 
million, which would have generated 20,000 jobs in Win- 
nipeg during the year. 


May 5, 1971 


having achieved it—and I am confident that it could be 
quickly achieved if we adopted this procedure—the next 
step would be to express dissatisfaction because we 
would inevitably find that the Canadian work force was 
not deployed in the best possible way. Then, looking at 
where our people were working and what they were 
doing, we would very quickly decide that some of our 
people who were working could be better employed 
because they were capable of more demanding and more 
productive work, and we would therefore want to rear- 
range our work force so that everybody would be work- 
ing. But what we would like to achieve now would be a 
better and a more productive distribution of work, and 
not to be content with the fact that everybody had a job. 
We would now have to try to achieve a situation where 
everybody had the best possible job in which he could 
make the best possible contribution to the Canadian 
economy. 

Finally, I would suggest that we adopt this kind of 
attitude on a permanent basis. I suggest that we ought to 
develop what are, in effect, contingency plans to assure 
jobs at all times. That is to say, we should envisage the 
possibility that at some future date a major firm in a 
larger city might experience difficulty, for whatever 
reason, through finding that a large market has suddenly 
disappeared or that new technology has suddenly come 
upon the scene, which would mean that its product is no 
longer required; or it may be that the firm has decided 
that it is economic to consolidate its operations in some 
other part of the country. For whatever reason, we may 
suddenly find that several hundred people are thrown out 
of work in one of our Canadian cities. 


I would urge that we should envisage this kind of 
possibility and develop a set of contingency plans which 
could be implemented at any time, so that if indeed a 
major industry in, say, Toronto, Montreal, Winnipeg or 
Vancouver suddenly announces that it has to lay off 500 
employees for any reason, we would be prepared for that 
and we would have a plan almost immediately for the 
productive employment of those workers who have been 
laid off, so that either they would not need to be unem- 
ployed or their period of unemployment would be brief. 
Very quickly we would absorb them into other employ- 
ment we had arranged on a contingency basis and which 
we would implement the moment it had to be drawn on. 


Those are the suggestions that I have to make regard- 
ing how we can achieve the objective of full employment. 


I have said nothing about inflation. If I were to stop at 
this stage I could be criticized, and rightly so, for ignor- 
ing the fact that each one of the proposals that I have 
made have strong inflationary implications. 


We must now see what we can do, in effect, about 
developing a good set of brakes, so that we can safely 
apply the kind of measures that I have just described. 


Senator Choquette: Do the provinces come in on that 
program? You seem to put the whole burden on the 
federal Government and seem to think that everybody 
would be quite happy. Would not the nine or ten prov- 
inces have some say in it and some plans that would be 
acceptable to people? 
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Dr. Bellan: Quite. I merely say that the money w 
ultimately have to come from the federal Governn 
but certainly the decision on what should be done, ' 
plans should be developed, should be developed in 
junction with the provinces, by all means. I should 
made that clearer. 


Senator Beaubien: The chemical industry is cl 
four plants right now, largely because we did away 
tariffs and the value of our money has risen compar 
that of Americans. Among them they are laying of 
or 700 men. What do you suggest we should do ther 


Dr. Bellan: Sitting here at this moment, I have 
thought about the possibility. I would say that we sl 
have had our economists, in Ottawa and the prov 
where these chemical plants are located, sitting | 
beforehand and envisaging the possibility of employ 
for the several hundred oil workers who were lai 
envisaging the kind of productive job that could be 
by men with experience in the chemical industry, s¢ 
the moment those men were laid off we could 
arranged for those jobs to be made available, an 
men over a very short transition period could have 
ed to those other jobs. What those jobs would 
cannot tell at the moment, but I am confident that 1 
had instructed me or other economists to do this s 
thing, it could have been done. 


Senator Beaubien: Would we not be drawn into a 
plete control of the economy? 


Dr. Bellan: No. There would be no obligation ¢ 
part of any worker to take any job offered him; 
would simply be the opportunity. If you offered a Ww 
a job and he said, “I do not want to work there,’ 
that is his right, but the job is there. 


Senator Laird: Do we not run up against a very | 
cal problem, in that it is easy to say, “Shift the wi 
around from one spot to another,” but they have 
lished themselves in their homes and they simply w 
go. I seem to recall, and my friend Senator Urquha: 
verify this, that in the case of Cape Breton a § 
attempt was made to move people about, but they 
not go. Is that not right? 


Senator Urquhart: Yes. 
Senator, Langlois: They moved, but they went 


Dr. Bellan: I will not quarrel with that. If peopl 
on staying in Cape Breton, then we should find fr 
tive work for them in Cape Breton. I would be 
prepared to accept that. 


Senator Laird: At Government expense, becaus¢ 
ously this system of yours would kill private initiati 


Dr. Bellan: If they are to be unemployed, they ° 
living at Government expense anyhow. | 


Senator McLean: Senator Beaubien spoke abc 
fact that chemical companies are laying off peoy 
shutting down plants. Does that relate also to tk 
and paper industry, and is that not connected 
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Senator Molson: Something has to give, on one side or 
the other. Either special provision must be made, or else 
the laws have to apply. And, of course, if they apply, the 
whole thing becomes economically out of kilter. The 
other thing is this: Have you talked to any of the senior 
union people about this? 

From my own experience, I know that temporary work 
is very carefully measured and watched in industry, and 
with some justification. Also, if somebody is injected into 
the work stream, then they, as you know, have to join 
the union and union rates have to apply. Again, as in the 
case of the minimum wage, you would have very consid- 
erable difficulty with your scheme. How would you get 
around it? 


Dr. Bellan: There are two possibilities, one better than 
the other. One is where the Government could see that 
private enterprise might be induced to hire people who 
are unemployed, but private enterprise is not prepared to 
pay them the minimum wage. Say that some private firm 
would be prepared to hire men who were jobless but it 
could afford to pay them only $1 an hour and the mini- 
mum wage was $1.50. Then the Government could say to 
this private firm, “We will make up the difference. We 
will give you a subsidiy of 50 cents an hour, so that you 
will be able to pay these men $1.50, even though you can 
afford to pay only $1 yourself.” That would be one way 
of handling it. An alternative—and probably, from the 
administrative point of view and from all points of view, 
a preferable method—would be for the Government to 
employ them on some sort of Government project where 
the issue of how much they are worth, and so on, the 
problem that they are really not producing a dollar’s 
worth yet the Government is paying them $1.50, does not 
become too critical. The Government simply pays them 
$1.50, and that is all there is to it. 


Senator Molson: What about the union? There is the 
minimum wage aspect and it is probably the less com- 
plicated, but to put them in beside union workers, there 
must be a way around that? 


Dr. Bellan: They probably would not be employed 
there. In most instances, you would be taking these 
people on for kinds of work not now being done by union 
people. 


Senator Molson: Then they could not be in any large 
company anywhere. Even in transportation, cleaning up 
or in the fringes, there are practically no large compa- 
nies, and not many companies, that are not unionized. 


Senator Grosart: Or construction workers. 
Did nobody call your $50-a-week student “scabs”? 


Dr. Bellan: The point I want to make clear here is that 
they were not displacing anybody. The point is not that 
they were taking a job away from somebody else. The 
jobs that we created for them were net additions; those 
jobs existed over and above all other jobs; so nobody 
could complain that he was being hurt because those 
students had that work. 


Senator Kinley: Today the Government does quite a 
job on technical training. If a man works for so many 
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months, he can go there. I know someone who went there 
and got $90 a week for attending school. He has a wife 
and family and is paid to attend the technical school, to 
become a good machinist or to become a good fitter. They 
are at the program now and it costs a lot of money. 


Dr. Bellan: That is very true. 


Mr. Chairman, I wonder if I could get on to this second 
point. 


The Chairman: You certainly could. I would just like 
to ask you one question before you continue. You are 
talking about the problem of structural Supply and 
demand in the economy, as opposed to aggregate supply 
and demand. 


Dr. Bellan: Both. 


The Chairman: Perhaps both, but you are approaching 
the solution of the problem in a structural manner rather 
than in creating aggregate demand, as I understand it. 
You are using the government expenditure to create that 
structural demand. Let us assume that you succeed in the 
first year to create that structure. Let us assume that in 
the second year, as Senator Lamontagne says, the prob- 
lem shifts. Over a period of years, will you not create a 
worse structure, that is, an incredibly inefficient structure 
that is not built on productivity but rather is built on an 
ad hoc means of creating employment? And will you not 
suffer down the road? Although you may have solved the 
problem on the short-run basis, do you not, as you go 
down the road, create an enormous problem that almost 
defies solution, except by a terrible shake-up? 


Senator Lamontagne: May I ask a supplementary ques- 
tion, which I think follows from what the chairman has 
just said? I am sure the doctor is aware of this. In the 
post-war period, or even before that because we were not 
even trying to do it, we have never succeeded once in the 
Government as a whole in forecasting a recession, so how 
can we forecast the kind of unemployment that we will 
have next year—not only forecast the aggregate unem- 
ployment that we will get but also make the kind of 
detailed forecast of pockets of unemployment throughout 
the country? 


Dr. Bellan: If I may deal with your question, Mr. 
Chairman, I would say this. We are in a situation some- 
thing like this, where right now in Canada we have these 
100 people looking for work. We have only 95 “A” -type 
jobs. Roughly speaking, I would say that is our situation 
in terms of my figures. This means that if, say, the 
Government merely attempted to increase by 5 per cent 
what we are doing now, it would not be good enough. If 
it did that, we would wind up with 100 “A”-type jobs, if 
we merely increase what we are doing now by 5 per 
cent. But even if we had 100 “A”-type jobs, that would 
not serve the purpose of my three people who can do 
only “B”-type work and my two people who can do only 
“C”-type work. So we suffer at one and the same time 
from both an inadequacy in the total number of jobs and 
a structural problem. 
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The Chairman: Then what you say is that you have to 
combine aggregate demand policies with the structural 
demand policy? 


Dr. Bellan: Yes. 


The Chairman: Is that not precisely what Manpower 
and DREE are doing? 


Dr. Bellan: No. 
The Chairman: Is not that their attempt? 


Dr. Bellan: DREE, yes, but Manpower, no. Manpower 
does not attempt to create jobs. Manpower merely 
attempts to find out where jobs are; they only seek 
existing jobs. My argument here is that, given this situa- 
tion, what is needed is the creation of additional jobs. 
Here I am saying that we have a situation where we 
have 100 people looking for work, and we have only 95 
jobs. Therefore, 5 additional jobs must be created. 


The Chairman: You see your concept as an incremental 
method? 


Dr. Bellan: Yes. 


The Chairman: To be applied on top of aggregate 
demand policies. 


Dr. Bellan: Right. We must have five more jobs that 
exist today and, what is more, these five jobs must be 
distributed this way: three of them must be “B”’-type 
jobs and two of them must be ‘“C’’-type jobs. 


Senator Lamontagne: How can you solve your problem 
for’ 1972 ingore 


Dr. Bellan: This procedure could be applied on a con- 
temporaneous basis, senator. The Chairman and you 
argued, and it certainly is a significant consideration, that 
if indeed we created, as I am recommending, these three 
“B-type jobs and two ‘“C’”-type jobs, then you might 
develop a structure, a pattern, of employment in the 
country which was not desirable, which hindered the 
optimum deployment of our labour force, and so on. 


I agree that there probably would be difficulties. How- 
ever, I would insist that even with those difficulties we 
would be better off than having these five people 
altogether unemployed. Because, surely, it is not good 
when these five people are unemployed: we have very 
bad results; they produce nothing; their capacities and 
skills deteriorate during the period of unemployment; 
their mental attitudes deteriorates as well; they become 
hostile, become prone to criminality and delinquency, 
and so on. 

Even though we may not achieve perfection by provid- 
ing them with two “C’’-type and three ‘‘B’’-type jobs, we 
still create a better situation altogether than the situation 
we would have had if they were just without work. 


The Chairman: I think, honourable senators, that we 
can proceed to Professor Bellan’s concept of how he 
would control the inflationary results of his experiments. 


Dr. Bellan: The proposal that I make, honourable sena- 
tors, to control inflation is basically a very simple one. It 
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is simply that we impose a new tax which would be over 
and above all existing taxes, and this new tax would be 
applied only to increases in income from one year to the 
next. Let us say that last year my income was $10,000, but 
that this year my university recognizes my ‘qualities’ 
and gives me an increase of $1,000. I would then be liable 
to a special tax on this $1,000. I would pay the regular 
tax on my new income of $11,000, but I would also pay a 
special tax on this $1,000 increase in my income. 


Senator Beaubien: Are you looking at us, Dr. Bellan, 
and thinking that we might get an increase this year? 


Dr. Bellan: No, I am thinking of the people on the 
other side. 


Senator Grosart: The tax system does that now. 


Dr. Bellan: Let me show you the logic of this again. 
Supposing that last year the people of Canada, collective- 
ly, had a national income of $70 billion. Supposing that 
this year we could increase our national income by 5 per 
cent. In real terms we could actually produce more goods 
and services this year by a factor of 5 per cent. 


The Chairman: What do you define as 
income”, The GNP? 


“national 


Dr. Bellan: No, there is no deflator. The actual figure 
although I am using the term coincidentally with national 
income. They are the output of goods and services. 


The Chairman: Is there a deflator? 


Dr. Bellan: No, there is no deflator. The actual figure 
for last year’s national income was $70 billion. That was 
the actual value last year as expressed by DBS. Let us 
say, as I suggest, that this year—because we are a little 
more skilled, because we have a few more people in 
Canada and are using a little more capital equipment, 
and because we manage to put all our unemployed 
people to work—we achieve a 5 per cent increase in real 
terms. Well, that would mean that in 1971, with the price 
level unchanged, we would have a national income of 
$73.5 billion. Five per cent on $70 billion would be $3.5 
billion, with the price level exactly the same. We have 
increased our real output by 5 per cent and therefore this 
year we could have a national income of $73.5 billion. 

Supposing, however, that we have inflation of the 
order of 4 per cent. That would mean, therefore, than in 
1971 our national income is actually $76.3 billion. 


Senator Lamontagne: Before you go on, do you not 
think that in order td calculate your real gain in output 
you have to put your national income figure on a per 
capita basis? 


Dr. Bellan: Let me go on without that for the moment, 
to keep the argument simple, so as to concentrate on 
what, to me, is the essence. Let us say we have inflation 
of 4 per cent. If we have this inflation because trade 
unions got inflationary wage increases, farmers got larger 
prices for their products in 1971 than in 1970 and busi- 
nessmen were able to impose higher mark-ups, this 
means that for these various reasons we wind up with 
inflation of the order of 4 per cent. The consequence of 
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that is that while our real output has increased by only 5 
per cent, the money value of our output has increased by 
9 per cent. So in money terms, the increase in value of 
output of $6.3 billion. That is an inflationary figure. And 
incidentally, this means that the people of Canada, collec- 
tively, are going to possess $76.3 billion in income in the 
year 1971 and, therefore, we are going to experience 
inflation because here they have $76.3 billion of income 
which they will be spending on goods of a quantity 
which is really only worth $73.5 billion. 


Senator Lamontagne: You are assuming full employ- 
ment of resources? 


Dr. Bellan: Yes. If we want to eliminate this inflation- 
ary purchasing power, what we must do is reduce the 
total spending power of the people of Canada by $2.8 
billion. If we could tax away from the people of Canada 
$2.8 billion, this would reduce their income in 1971 to 
$73.5 billion. 

That, in turn, would mean that they would have a 
purchasing power corresponding exactly to our real 
output, and there would be no inflationary pressure 
coming from the fact that while we had only produced 
$73 billion worth of goods, people in fact had $76 billion 
to spend on those goods. 


Senator Beaubien: Before you go any further, doctor, 
would you apply that to each individual taxpayer? 


Dr. Bellan: 
increase. 


To everybody who had achieved an 


Senator Beaubien: So if I achieved an increase of 10 
per cent in the year, my real income would in fact never 
change? 


Dr. Bellan: No, no, that is not what I mean. Canadians 
collectively would have achieved an increase of $6.3 bil- 
lion. Therefore, we would apply this tax of mine only to 
those Canadians who shared in this increase, and we 
would take away $2.8 billion from the people who had 
got the $6.3 billion so they would be left with $3.5 billion. 


Senator Urquhart: When would you tax them? 


Dr. Bellan: When they pay their taxes. 


Senator Urquhart: But if the 1971 figure were $76.3 
billion, then that would be your inflation and they would 
not be taxed until the following year. 


Dr. Bellan: Well, it could be done on a monthly or a 
quarterly basis to keep current. 


Senator Urquhart: But you would not know what the 
inflation was until the end of the year. 


Dr. Bellan: You would have to make estimates of that. 

Senator Beaubien: But, doctor, supposing I was getting 
$40,000 a year in 1970 and then in 1971 I got $50,000, how 
would you apply it then? 


Dr. Bellan: You would have to pay the tax on that 
$10,000. 
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Senator Beaubien: That would be 6.3 per cent on the 
$10,0000? 


Dr. Bellan: No. Let me put it this way: all Canadians 
together would have got $6.3 billion more in 1971 than 
they had in 1970, but the tax would be applied only to 
those Canadians who got the increase, and we would take 
away from those a total amount which would come out to 
$2.8 billion. 


Senator Beaubien: Then you would have to work it 
out. 


Dr. Bellan: Right, and the schedule I would recommend 
as being objective and fair would be one whereby, if a 
poor man got an increase, you would tax it very lightly. 
Let us take the case of a man who is earning $5,000 a 
year. If he got a 10 per cent increase, that would bring 
him to $5,500 a year, and then you would impose a tax to 
the extent of 5 per cent, or something like that. But then 
in the case of a man getting $40,000 a year who gets a 10 
per cent increase, then you would tax him at the rate of 
70, 80 or 90 per cent. So then the bulk of this $2.8 billion 
that you want to take away from the people who had got 
the $6.3 billion increase would come mostly from the 
well-to-do people. 


Senator Beaubien: Then if you were getting $40,000 a 
year no matter how much you worked, it would not be 
worthwhile. 


Dr. Bellan: I will deal with that later on. 


Senator Lamontagne: I think you are forgetting two 
things here. First of all, you are forgetting the change in 
the velocity of money because here you are just taking 
money out of the system, but you can get inflation also if 
the velocity of money increases. If you do not consider 
this, you are refusing to accept the universally accepted 
equation about the supply of money in circulation and its 
velocity, because it is money in circulation multiplied by 
its velocity. Otherwise you come back to the Social 
Credit system and it seems to be the main weakness of 
the Social Credit theory, in my view, that they do not 
take into account the velocity of money. You can get an 
inflationary situation from an increase in the velocity of 
money as well as from an increase in the quantity of 
money in circulation. That is my first point. 

Then the second point I want to make is that I think 
you have not taken sufficient account of the fact that if 
you are going to tax the rich much more than the poor, 
there is also the universally accepted principle that the 
propensity to consume of the rich is much lower than the 
propensity to consume of the poor, in relative terms, so 
that you might get from this kind of tax the amount you 
mention without rectifying the situation at all. 


Dr. Bellan: It is possible. With regard to your first 
point, I would say that if, indeed, there is a change in the 
velocity of circulation, then one must simply allow for it. 
That is all. 


Senator Lamontagne: And in terms of full employment, 
as you assume, you will also have to assume that the 
velocity of money will increase. 


Ba: 30 


National Finance 


May 5, 1971 


Dr. Bellan: Even allowing for the velocity of circula- 
tion, you still impose whatever tax will produce this 
result and will reduce spending power to a figure that is 
non-inflationary. 


Senator Nichol: Doctor Bellan, with respect, I cannot 
see in this proposal of yours what is really basically new. 
First of all, and correct me if I am wrong, you have a 
major full employment policy consisting basically of gov- 
ernment expenditures, presumably subsidies, make-work 
projects, manpower policies, encouragement to industries, 
construction of roads, and so on. Then having done that, 
you apply to an expanding economy what is essentially a 
graduated income tax. 


Dr. Bellan: It is not that. 


Senator Nichol: Well, it is not quite that, and here we 
may be playing with words, but actually that is what you 
are doing because you are saying that the more money a 
person makes, the more you are going to take from him, 
which is perhaps what we have been doing unsuccessful- 
ly for a long, long time. 


Dr. Bellan: I cannot agree with you, senator, because, 
you see, the critical point here is... 


Senator Lamontagne: It is a graduated income tax on 
that additional income. 


Senator Nichol: It is a sophisticated burden on the 
graduated income. 


The Chairman: Is it not at least a transfer tax? You 
say you transfer it to those who enjoy large incomes so 
that you will not hit the people who have lower incomes. 
Has that not become a classic case of what Senator 
Nichol calls a high-rate transfer tax? 


Senator Nichol: This is what everybody has been 
trying at all times to do, without success. 


Dr. Bellan: May I illustrate my point by using a couple 
of university professors for the purpose? Let us assume 
we have two economics professors both of whom are 
receiving $10,000 a year. Professor “A” does not get a 
salary increase this year; he stays at $10,000; he pays the 
regular tax. Professor “B”, however, has approached his 
university president and has demanded that he get an 
increase of, let us say, $2,000, so this year he gets $12,000 
a year. 


The point is, however, that he has contributed to infla- 
tion, because those two professors previously had a com- 
bined purchasing power of $20,000. Now they have a 
combined purchasing power of $22,000. Supposing we 
were to decide that we wanted to eliminate the inflation- 
ary purchasing power of those two professors and we felt 
that their combined income should be held to $20,000 as 
it was last year. We should introduce a new tax of the 
order of 9 per cent imposed on each of their incomes, so 
that Professor “‘A’”’, who is getting $10,000, would have to 
pay an additional $900 in tax, while Professor ‘“B’’, who 
received an increase of $2,000, would pay about $1,100 in 
tax. That is how you would get the $2,000 out of the 
system, that I have suggested, to eliminate the inflation- 
ary element. 


Professor “A” will naturally be very unahppy. That is 
why I feel that the approach that I adopt, where we 
apply the tax only to those who have received increases, 
eliminates the inequity of imposing taxation on those 
who did not received increases but who would be made 
to suffer because other people did receive increases. 

If we apply the tax only to those who have received 
increases, then we are taxing only those who are respon- 
sible for inflation and we are not burdening those who are 
not responsible for inflation. 


Senator Nichol: You are presupposing that those two 
men are equally competent and productive. It may be 
that “Mr. $10,000” is an idiot and is not worth $3,000, 
and that “Mr. $12,000,” in terms of producing goods for 
Canada, may be worth much more. 


Dr. Bellan: I cannot accept that a Professor of Econom- 
ics would be an idiot. 


Senator Nichol: I thought that we were talking about 
one of those other groups. 


Senator Beaubien: If you got $40,000, you could not get 
any more, according to you. 


Dr. Bellan: I did not say that you would be taxed 100 
per cent. It would depend on the way it was worked. 


Senator Nichol: I agree that it is not the same as a 
graduated income tax but, in effect, it is very close to the 
effect of a graduated income tax. I do not really see the 
difference between what you are proposing in terms of 
this massive job program, plus a graduated income tax to 
pull off the demand-pull side of inflation. 


Dr. Bellan: I have not yet finished my argument. 


Senator Sparrow: You want to recapture the $2.8 bil- 
lion and you suggest that you would tax 89 per cent of 
the higher income brackets, but you would tax the lower 
income brackets, say, 5 per cent. I do not know how you 
can relate that, when the smaller income earner is in the 
70 per cent bracket. Those in the higher income tax 
brackets represent a small percentage of total income 
earners. To recapture the 100 per cent you would have to 
tax well over 100 per cent the higher income brackets to 
recapture that $2.8 billion. 


Dr. Bellan: Nobody would be taxed at over 100 per 
cent. 


Senator Sparrow: Then there is no way that you could 
get back the $2.8 billion? 


Dr. Bellan: Oh, yes. You are taking $2.8 billion from 
people who got a total of $6.3 billion. Collectively, they 
would be left with $3.5 billion after you had taken the 
tax. Perhaps you would have to adjust it. I said that you 
would only tax poor people at the rate of 5 per cent. 
Perhaps you would have to tax even the small fellow on 
his increase at the rate of 10 or 15 per cent. Your 
accountants would have to figure out what would be the 
appropriate schedule. You could certainly rig it so that 
you imposed a lower rate of tax on the poor fellow and a 
higher rate on the rich fellow. What would be the exact 
rates, I could not tell you right now. 
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Senator Bourque: When we read the table of income 
tax there is a rate there that says that the rate from 
$4,000 to $6,000 is 20 per cent. From $10,000 to $12,000, 
which is the figure we are speaking about, it may be the 
same rate or perhaps 30 per cent. How can you differen- 
tiate? Where does that $2,000 come in? The rate says 30 
per cent. 


Dr. Bellan: If last year you had an income of $10,000 
and in 1971 you had an income of $12,000, then in 1971 
you would pay the regular tax on the basis of an income 
of $12,000 and, in addition, you would pay a special tax 
on the $2,000 difference. The scale of that tax would have 
to be worked out. 

As I sugggested, if a poor man received an increase in 
his income you would tax it at a low rate, but if a rich 
man rreceived an increase you would tax it at a higher 
rate. If a man received an increase from $10,000 to 
$12,000 he would pay two taxes, his regular income tax 
and my tax on the $2,000 increase which he received. 


Senator Molson: One thing about the mathematics that 
disturbs me a little. We find an increase in the national 
income of 9 per cent, which includes the inflationary 
element of 4 per cent. That is the only additional tax that 
we should be talking about. We should not sock Senator 
Beaubien on the full increase in his salary. It is only that 
portion of his salary that is a contributor to inflation, 
which is 4 per cent, so it should only be that 4 per cent 
that has the additional tax on it. 


Dr. Bellan: That would be the idea. 


Senator Molson: He could still have an increase at his 
normal existing rates, but he would have a special tax on 
the increment which was inflationary. 


Dr. Bellan: To follow up the point that you made, 
Senator Molson, I recognize that some means would be 
necessary to distinguish an increase attributable to 
increased effort on the part of the worker, better quality 
effort or perhaps the acceptance of higher responsibility. 
Those increases must be distinguished from those which 
represent merely more money for the same work. 


Senator Molson: Yes, an across-the-board increase; it 
would be very difficult to sort that one out. Across-the- 
board and merit increases are constantly awarded today. 


Dr. Bellan: Yes, I agree that this would be a real 
problem but, again, as I have acknowledged, my proposal 
will not bring the millennium. There will be many prob- 
lems associated with it and its implementation. My only 
plea is that it is better than the alternatives. As Winston 
Churchill said of democracy, it is a stupid, inefficient 
system and all you can say in its favour is that the 
alternatives are worse. 


Senator Langlois: Are we discussing a proposal for a 
tax, or some kind of compulsory saving? 


Dr. Bellan: No, an absolute tax. 


Senator Nichol: Assuming that we have done these 
things, what happens to the money? Do you give a tax 
rebate? 
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Dr. Bellan: Right, but a special kind. We have the 
problem that the cost of production for everything pro- 
duced in Canada in 1971 is now $76.3 billion. It has the 4 
per cent inflation and the 5 per cent real increase built 
into it. I have so far argued that when the people of 
Canada receive this $76.3 billion, $2.8 billion should be 
taxed away so that they are left with only $73.5 billion in 
purchasing power. At the same time, we must arrange 
that the total cost of production is kept down to $73.5 
billion. If that is not done, how will the people who only 
have $73.5 billion to spend be able to buy goods whose 
total cost is $76 billion? That is why I recommend the 
Government take this $2.8 billion which it has realized 
through this special tax and distribute it in subsidies to 
all producers, so that all employers of labour would 
receive a share. 


Senator Beaubien: Tax Free? 


Dr. Bellan: Yes. The consequences would be that the 
producers who had produced goods and services which 
cost them $76.3 billion would receive a subsidy of $2.8 
billion and, therefore, would be able to sell their produc- 
tion for $73.5 billion. This subsidy could be paid to all 
producers in relation to their payrolls. There are about 7 
million workers in Canada, and a subsidy of $2.8 billion 
would amount to about $400 per worker. 


Senator Sparrow: But they have already spent the 
$76.3 billion. 


Dr. Bellan: No. 


Senator Sparrow: How will you know the amount of 
the rebate until the tax is collected so that the refund 
can be made to the employer of labour? You have to 
know that they produced or sold $76.3 billion, so it is 
already spent. The $2.8 billion would be refunded a year 
late. 


Dr. Bellan: No, I suggested that this be done on a 
quarterly basis. Assuming for a moment that there are 
approximately 7 million workers in Canada, $2.8 
billion... 


Senator Isnor: The figure of 7,248,000 is accepted. 


Dr. Bellan: That would be $400 per worker. I am 
suggesting that the Government on January 1 announce 
that it expects to take in through this anti-inflationary 
tax one-quarter of $2.8 billion during the next three 
months and therefore will distribute during that period 
that sum of money to all employers of labour. 


Senator Lamontagne: But that is based on some kind 
of projection or forecast. 


Dr. Bellan: Yes. So, on the basis of my figures of an 
annual rate, each employer in the country would receive 
a subsidy of $400 per worker employed. 


The Chairman: It seems to me that to reduce that to its 
simplest equation the employee would be taxed to 
reward the employer. 


Dr. Bellan: No. 
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Senator Beaubien: Only the people who received the 
increase would get this. 


Dr. Bellan: Only the people who received the increase 
would have contributed to the $2.8 billion. 


The Chairman: Nevertheless, looking at it from the 
viewpoint of the employee, yes, he got an increase, but 
that is his income, which is now $11,000. So you impose a 
tax of 8 per cent and $800 goes, which is split into two 
parcels of $400 and paid to some employer. That would 
not be politically feasible, would it? 


Dr. Bellan: The point is that the employer would not 
keep those payments. The fact is that with the subsidy 
from the Government he would presumably revise his 
selling prices, which he would be forced to do by 
competition. 


Senator Beaubien: Would you pay the same amount to 
a man losing money on a factory operation as you would 
to aman making money in the same type of operation? 


Dr. Bellan; That would be a matter for political 
judgment. 


Senator Beaubien: Friends of the Government would 
do well. 


Dr. Bellan: On the average you would pay $400 per 
worker to each employer. If you decided that some firms 
were particularly meritorious and should receive $800 
and others were not so meritorious and should receive 
only $200, you could do that. 


The Chairman: Meritorious on what basis? 


Dr. Bellan: You might decide that firms in a particular 
region of the country should be given special assistance; 
particular industries having difficulty; those employing 
low-paid labour might be given special assistance. There 
are various criteria whereby such a decision can be 
made. 


Senator Nichol: I wish to make it clear that I am not 
proposing this, but why would the same end not be 
achieved by a law which provided—and I am definitely 
not proposing this—that if you have a wage settlement 
of, let us say, 50 cents an hour in a new contract only 90 
per cent of it should be paid? You can only pay 50 cents 
an hour. You settle with the union for 50 cents an hour, 
but the government says that if you settle at 50 cents you 
can only pay him 40 cents. What you have done is 
transfer 10 cents from the pocket of the wage-earner to 
the pocket of the corporation in a very direct way. You 
are doing the same thing, are you not? 


Dr. Bellan: No. 


Senator Nichol: You are taking a dime that he would 
have got and are putting it back in the employer’s 
pocket, so why not take it off him at the time the 
contract is signed? 


Dr. Bellan: Let me pursue my argument. If you fol- 
lowed this procedure, if you paid out in subsidy the $2.8 
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billion on an average of $400 per worker employed, this 
would produce the result that all employers collecitvely 
would now be able to sell their product for only $73.5 
billion, which would be non-inflationary, because our 
real output had gone up to that level. So long as they 
charged, as they now could do, a total of $73.5 billion we 
would have no inflation. 


The Chairman: But if they did not, you would increase 
profits by $2.8 billion, if I am correct, taken directly 
from the employees’ pocket. 


Dr. Bellan: Sure, but they would not. 
Senator Beaubien: Corporation tax would come in. 


Dr. Bellan: I discussed this with the operational 
manager of a large department store. I put the proposi- 
tion to him, “Suppose your store and those of all your 
competitors were to get this sum of money, would you be 
able to keep it?” He said, “Of course not. How could we? 
Competition would force us to lower our prices corre- 
sponding to the amount of the subsidy we are all 
getting.” 


The Chairman: But, doctor, is not Senator Nichol 
basically right? Instead of going through the circle, could 
you not accomplish the same thing by just saying that 
wage increases will not exceed a certain productivity 
amount? 


Dr. Bellan: Oh no. Now you are exercising controls; 
now you are imposing a wage control, which is what I 
am getting away from. 


Senator Nichol: I was not talking about wage control, 
Mr. Chairman. I was suggesting that the increase is 50 
cents an hour and that the government says in terms of 
control it is not going to be 50 cents, but is only going to 
be 40 cents. 


Dr. Bellan: It is still not good enough, senator, with all 
due respect. 


Senator Nichol: I agree it is not. I am just trying to 
follow the argument. 


Dr. Bellan: The point achieved by my procedure is a 
dual one, in that while the aggregate cost of all goods 
and services produced remains the same, at $73.5 bil- 
lion—which is the proper aggregate, the aggregate you 
want—individual prices do not remain the same. The fact 
is that where there had been a sharp increase in cost 
attributable perhaps to higher mark-ups, or attributable 
to higher wages, the selling price would go up, but at the 
same time the selling price of other things would go 
down, and it would be the decline in the selling price of 
other things that would serve to offset the increase in 
the price achieved here. 


Dr. James Gillies (Study Director): Is this not really 
just a pure commodity theory of price determination— 
that is, that the amount of money at the time in circula- 
tion determines prices? If you put that money back in in 
the form of a subsidy, the general price level is certain to 
rise again, because the money that goes back and forms 


May 5, 1971 


the subsidy will be spent in savings, investments and 
something else; the total amount in circulation is the 
same, and the prices will go up the $76.3 billion. 


Dr. Bellan: No. The fact is that producers collectively 
will have incurred, as I have said, a total cost of produc- 
tion of $76.3 billion. 


Dr. Gillies: That is the amount of money supplied by 
the Bank of Canada to finance it. 


Dr. Bellan: However you want to call it, the fact is 
that if you were to consult all producing firms in the 
country and ask each one what his cost of production 
was, what his selling price was, and so on, and added up 
all the results, you would come up with an aggregate 
figure of $76.3 billion. 


Dr. Gillies: Correct, and the Bank of Canada would 
have to supply funds in relation to the velocity of circu- 
lation to finance $76.3 billion. 


Dr. Bellan: No, you are introducing an extraneous com- 
plication which is not really relevant. 


Senator Lamontagne: I think it is extremely relevant, 
because the supply of money consists of the quantity of 
money in circulation multiplied by its velocity. 


Dr. Bellan: No. 
Senator Lamontagne: Well, this is self-evident. 


Dr. Bellan: No. The point I am making here is that the 
producers would have incurred a cost of $76.3 billion. It 
is true they would have paid that out in the form of 
wages, rents, interest and profit. The fact that they 
incurred this cost of $76.3 billion would not oblige them 
to charge $76.3 billion when they were selling to the 
public, because they would have the benefit of this sub- 
sidy. That is the key point I am making here. 

The further point I want to get across, which is crucial, 
is that while you would be controlling the aggregate in 
this way, and controlling the aggregate to make sure it 
was only $76.3 billion, you would not be controlling 
individual prices; the prices of some goods would go up 
but the prices of other goods would go down, and it 
would be the downward movement of some that coun- 
teracted the upward movement of others and enabled 
you to maintain this constant price level. 


Dr. Gillies: What would these people who receive the 
subsidy—which I presume is paid in money, cheques or 
something—do with it when they got it? 


Senator Nichol: Spend it. 
Dr. Gillies: Would they put it in the bank? 


Dr. Bellan: It would mean they would be enabled to 
Sell for $73.5 billion goods which had cost them $76.3 
billion to produce, just as with any producer who gets a 
subsidy. 


Dr. Gillies: But what would they do with the differ- 
ence? Would they put it in the bank? It does not disap- 
pear from the system; it is still in the system. 
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Dr. Bellan: No, they would pay it out. 


Dr. Gillies: Then we would have the same amount of 
inflation again. 


Dr. Bellan: No. Let us follow through your argument. 
The producers would have taken in a total of $76.3 
billion—$73.5 billion in sales to the public, $2.8 billion 
via subsidy from the government. This is the total 
amount they pay out to factors of production. That, 
however, is the inflationary income that is being received 
by people. Assuming we went on without any further 
change, that would mean the people who receive that 
$76.3 billion would be liable to my tax on the extra $2.8 
billion, so you would have a continuous round of pro- 
ceeding on this basis. 


The Chairman: What you are doing though, surely, in 
one way is nullifying the wage increases in a roundabout 
fashion; you are nullifying the inflationary element of 
the wage increases in a roundabout fashion? 


Dr. Bellan: Yes. 
The Chairman: We can agree on that? 


Dr. Bellan: But, you see, you are nullifying it in this 
particular way: you are allowing some prices to rise, 
those prices which had been particularly subject to the 
cost-push pressure; you are nullifying the effect of that 
by bringing down the prices of others. In other words, 
you are not keeping prices frozen, you are permitting 
prices to rise, but what you have is a mechanism that 
ensures that if some prices rise other prices go down. 


Senator Langlois: What would you do with the pro- 
ducer whose cost of production has not increased to the 
same degree as the national average? 


Dr. Bellan: He can sell at a lower price because he will 
be getting the subsidy. 


Senator Langlois: What would force him to do that? 
Dr. Bellan: Competition would force him. 


The Chairman: Suppose you have a highly productive 
industry that is highly capital intensive, they will not get 
this subsidy. 


Dr. Bellan: That is right. You see, I suggested that the 
subsidy be related to your wage bill. If you did not like 
that you could relate it to something else: you could 
relate it to output; you could Say you give the subsidy as 
a percentage of sales. 


; The Chairman: I think the point Dr. Gillies is making 
1s that if the initial cause of the inflation is to be found 
in excess of money supply, by this means you may have 
nullified the raise for one year, but the engine of infla- 
tion, the velocity of the amount of money in circulation, 
is still there, and will still create the Same conditions in 
the following year. 


Dr. Gillies: I can see your argument, if you decide to 
reduce the supply of money or reduce the velocity in 
circulation and simply take it right out of the system. 
But as long as it stays in the system, and if you wish to 
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argue your case on the basis that inflation is caused by 
money supply times transaction, as long as MB equals PT 
in your equation, as long as you keep the money supply 
as high as necessary to generate your $76.3 billion, you 
can never bring prices down in the aggregate sense. 


Senator Lamontagne: If you add to that the fact that 
the velocity of money increases as you reach full employ- 
ment, then you are in an even worse position. 


The Chairman: Then we come to the very integral 
question. The committee can understand how it works 
one year, but what happens in the second year? Do you 
validate the inflation of the previous year? 


Dr. Bellan: No, with all due respect to Dr. Gillies and 
Senator Lamontagne, there is no reason why this proce- 
dure could not be applied each year, and each year you 
are able effectively to deal with the situation of that 
year; that is, each year, you tax whatever is the mount of 
excess purchasing power that is present that year. 


The Chairman: But then you have validated the previ- 
ous year, have you not? 


Dr. Bellan: If you have been carrying on in this way 
for a period of years, there would be no inflation in the 
previous year. 


Senator Lamontagne: I am afraid we are not under- 
standing each other. My point is that you cannot deal 
with this problem only by increasing or decreasing the 
quantity of money. You have also to take care of the 
velocity of money. 


Dr. Bellan: I am not talking, Senator Lamontagne, 
about the quantity of money, I am talking about gross 
spending, which is the functional quantity times velocity. 
So I am taking velocity and quantity implicitly into 
account, because I am talking only of total spending. 


Senator Lamontagne: Not in the kind of example you 
have given us this afternoon. 


Dr. Bellan: Oh, yes. There is no reason why, say, this 
$73.5 billion, for instance, of total spending—my reduced 
figure of total spending—could not be achieved with, say, 
a $10 billion money stock and have a velocity of circula- 
tion of 7. I have not said anything about money supply. 


Senator Lamontagne: I am referring more to your pre- 
vious point about your tax. You were supposedly taking 
a definite quantity of money out of the system. 


Dr. Bellan: A quantity of spending power, senator, not 
necessarily a quantity of money. There is a difference. 


Senator Lamontagne: A quantity of money. You 
deducted how much, $4 billion? I do not remember the 
figure. 


Dr. Bellan: $2.8 billion. 


Senator Lamontagne: No, but in the previous example, 
in order to deal with your special tax. 


Dr. Bellan: That was the amount. 


Senator Lamontagne: $4 billion? 


Dr. Bellan: No. I said in my example the amount of 
excess purchasing power in the country was $2.8 billion. 
Therefore, I impose this tax which was calculated to take 
away $2.8 billion from the public and then transfer it in 
subsidy to the producers. 


Senator Lamontagne: Depending on the velocity of 
money, it might be $4 billion or $1 billion. 


Dr. Bellan: In that case, we simply adjust our proce- 
dure to whatever the velocity is, so that allowing for the 
velocity, we wind up with the result that I want—that is, 
we take away in tax a sufficient sum so as to leave a 
non-inflationary aggregate of purchasing power in the 
hands of the public. This can be achieved. It may be that 
you would have to make some pretty shrewd calculations 
about velocity of circulation and so on; nevertheless in 
principle it can be done. 


Senator Bourque: Of course, I am not an economist and 
I do not understand all the intricacies, but you have up 
there on the board 7 million workers, and we have not 
talked about the workers. Say that I am a worker in a 
company that employs 8,000 people altogether, and that 
the categories are from floor sweeper to finisher. The 
floor sweeper may have 8 children and he gets $1.98. 
Everything goes up for him, the same as for everybody 
else. If canned goods go up a cent, he has 8 children to 
feed and it takes a lot of money. When you have brought 
all this down, how is he going to get a rebate or a return 
because his cost of living has gone up? 


Dr. Bellan: Frankly, senator, he does not get that 
rebate. The way I have arranged it, that subsidy of $400 
per worker that it would work out to, in my example, 
goes not to the worker but to the employer; and it is 
used to reduce the selling price of the employer’s prod- 
uct. It does not go to increase the incomes of the work- 
ers; it is used strictly to bring down selling prices. 


Senator Bourque: On the other hand, if I have been a 
floor sweeper and I have had a lot of trouble to keep my 
family eating properly and everything, and if there is 
going to be a division out of a pot of some kind, why 
should I not get something out, because it has cost me a 


-lot of money to raise my family? 


Dr. Bellan: That is another issue, senator. That does 
not relate to my proklem of inflation. I have merely 
attempted here to deal with the specific issue of inflation. 
I accept that there ere poor people in the country and we 
should help them, but that is a different issue. I am just 
trying to solve one problem, and obviously I am having 
trouble enough solving that one, without taking on more. 


Senator Lamontagne: We do, too. 


Senator Beaubien: As our work force grows every 
year, we have to have growth in the economy. 


Dr. Bellan: Yes. 


Senator Beaubien: Would not that take all the growth j 
out of the economy? 
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Dr. Bellan: That is a problem. First of all, the growth 
factor would be allowed for, because if we had real 
growth as a result of having more workers, that would 
show up in the fact that we have an increase in our real 
output. I would not worry about that. 


Senator Beaubien: But, doctor, if I am running a busi- 
ness and I make $40,000 this year, work terribly hard to 
make $50,000 next year. I am putting the growth into it, 
but according to you I do not get any more. The growth 
in my business would not be very big. 


Dr. Bellan: I have tried to do that. I acknowledge that 
as a problem, dealing with individuals. I agree that if you 
instituted an arrangement like this, you would have to 
have some kind of other arrangement whereby you dis- 
tinguish between increases in income that are received 
merely because a man was paid more money for doing 
the same thing and another man was paid more money 
because he worked harder, worked longer hours, took on 
a higher job. We would have to do that. Otherwise, I 
agree, the fellow who could take a promotion, who could 
work harder, could say, “To hell with it! I am not going 
to get anything out of it.”” We would have to have some 
means of discriminating between these two reasons for 
increase in income. 


Senator Isnor: Dr. Bellan, have you taken into consid- 
eration that you are sending this new money that you are 
saving to the most prosperous part of the country? There 
are 7,245,000 workers, roughly speaking. Of that number, 
2,800,000 are employed in Ontario, as compared to 520,579 
in all the Atlantic provinces. All you have to do is to 
multiply one factor by the other and you see where the 
money is going—to Ontario. It is a subsidy you are 
paying to the most prosperous part of the country. 


Dr. Bellan: Well, in answer to that, senator, I said that 
this would be the average figure. This would be the 
national average and there would be, if we so decided, 
nothing to stop the Government from giving only $200 to 
employers in Ontario and $600 to employers in the Mari- 
times. If you wanted to achieve that, there is nothing to 
stop you from doing so. 


Senator Nichol: Dr. Bellan, I have been trying to 
reduce this to what actually happens. Suppose a corpora- 
tion earns $400,000 a year. Because of this subsidy it 
would receive a cheque from the Government for $100,- 
000, for example. 


Dr. Bellan: Related to its wage bill? 


Senator Nichol: Yes. According to your system it would 
receive, for example, $100,000. The accountant sitting 
down to work out what happens would write that down 
in the profit and loss statement of that company as, 
“Other income, $100,000.” 


Senator Beaubien: Which is taxable. 


Senator Nichol: I presume it is not taxable. In any 
event, it would be income which would be as good as any 
other kind of income the company makes. What happens 
to that $100,000 of income? The company could pay it out 
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as dividends; it could be used to pay off a bank loan or 
other obligations of the company; it could be left in the 
bank to accumulate a surplus; or it could be reinvested. 
My opinion would be that the most likely thing that 
would happen is that the money would be paid out in 
dividends. But the union is going to understand exactly 
what is happening and it is going to ask for its extra 10 
per cent on top of that. They would say, “Don’t tell us 
you are only making ‘X’ dollars. You are making <<” 
dollars plus what the Government is giving you. In nego- 
tiating for wages, we have to compensate for the system. 
Therefore, we are not going to go for 50 cents; we are 
g0ing to go for 65 cents.” 


Dr. Bellan: You left something out. 


Senator Nichol: I am sure I left something out. That is 
why I am asking the question. 


Dr. Bellan: You left out the point I am making. This 
company has earned a profit of $400,000, as you suggest- 
ed, because they had sales of so much and they had costs 
of so much and they have earned their profit of $400,000. 
The Government then gives the company a rebate of 
$100,000 to be used to bring down the company’s selling 
price by $100,000. 


Senator Nichol: You mean that the Government would 
tell a company to bring down its prices? 


Dr. Bellan: Yes. 


Senator Nichol: I thought it would be on the basis of 
the competitive forces. 


Dr. Bellan: Well, it would be on the basis of competi- 
tive forces, yes. I think we can reasonably assume that 
competitive forces would have that effect. 


The Chairman: Just a moment, 
goods is $76 billion. 


now. The cost of those 


Dr. Bellan: Yes. That is the cost 
employers. 


of production to the © 


The Chairman: The $2.8 billion goes to the employers. I 
do not know of an employer, no matter what his competi- 
tive position is, who would go out to sell his goods at a 
loss. 


Dr. Bellan: Why would this be a loss? Why would they 
lose? 


Senator Molson: Mr. Chairman, the $76 billion has a 
profit element in it. Surely that includes a profit element? 


Senator Lamontagne: 
scheme, Mr. Chairman. 


He could not lose under that 


The Chairman: Then let us have a look at what the 
average profit on sales is. If the after-tax profit on sales 
is approximately 2 to 23 per cent, and the percentage 
of reduction that you were talking of is 4 per cent, then, 


indeed, you would use up your profit and you would be 
into a net loss. 


5m 36. 


Dr. Bellan: With respect, Mr. Chairman, no. I am 
saying that if the Government did not do anything, if the 
Government did not give the subsidy, then the producers, 
collectively, would be charging $73.6 billion. This is their 
cost of production. As Senator Molson suggested, presum- 
ably that includes a reasonable profit for themselves. 


The Chairman: Which we say is roughly 2 to 23 per 
cent of sales, which would be roughly $1.6 to $1.7 billion. 


Dr. Bellan: Roughly. But the point is that if they can 
sell their output for $76.3 billion they will be happy. This 
covers their cost and gives them a normal return, and so 
on. What I am saying is that, if you gave them a subsidy 
of $2.8 billion, this would enable them to sell to the 
public for only $73.5 billion, while allowing them to 
achieve exactly the same profit results as they would 
have achieved had they been selling to the public for 
$76.3 billion. 


Senator Lamontagne: But suppose part of that rebate 
goes to Molson’s, do you think that the competitive forces 
there would be active enough to force the Molson compa- 
ny to keep part of that for itself? 


Senator Molson: Never! Mr. Chairman, they would not 
think of keeping any of it. It would all be passed on. 


Dr. Bellan: But the rebate would also be going to 
Labatt. 


Senator Beaubien: You said the Government had a 
certain amount of discretion, so they might give Labatt 
only half of the rebate. 


Senator Lamontagne: This is what we would call in 
our own jargon an oligopoly. They could phone each 
other and suggest not reducing their prices. 


Senator Molson: Mr. Chairman, I have to object to 
that. That is quite contrary to Mr. Basford’s principles. 


The Chairman: I am sure that the two points you made 
are mutually exclusive. 


We will hear from Dr. Gillies. 


Dr. Gillies: Mr. Chairman, the point at issue is that, if 
you have an economy that is producing $76.3 billion, you 
have to have a money supply to fund that, and it does 
not really matter where it goes or whether it is subsi- 
dized and comes back. Unless that money is taken out of 
circulation and hoarded, it is going to come back into the 
system and be an inflationary force, just as it was before. 
With respect, professor, the only way this could work, 
which is the ordinary compensatory fiscal system, would 
be if you wanted to take purchasing power out of society 
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through taxation. Fine. That is what one does under the 
ordinary system. 


Senator Beaubien: It is being taken out, because it 
reduces the price. 


Dr. Gillies: But then it is put back in, and once it goes 
back in it brings the prices up. 


The Chairman: Honourable senators, I will ask Dr. 
Bellan if he has a concluding statement. I think we 
should give him the last word. 


Dr. Bellan: Thank you very much. Again I might say 
that it is an honour and a pleasure to be here. I trust that 
I have had some impact. I might say in defence of my 
proposition, which I agree has its probable difficulties, 
that the great virtue that I see is that through applying a 
scheme along this line we would be able to preserve the 
basic freedoms, we would not require wage controls, and 
we would not have to impose price controls. Unions 
would be free to demand whatever wages they wanted 
to. Employers or businessmen would be free to impose 
whatever prices they wanted to. All that we are controll- 
ing is, in effect, the aggregate. The sort of situation that I 
am trying to achieve is one where, if you have an air- 
filled cushion, for example, you maintain the total quan- 
tity of air constant, and, in consequence, if you punch it 
in one place it will bulge in another, and if you force a 
bulge in one place then there will be a compensating 
reduction somewhere else. This is the sort of thing that I 
am trying to achieve here, to maintain the aggregate 
purchasing power at a constant rate and the aggregate 
cost of production at a constant rate, while at the same 
time leaving room for play in individual prices, individu- 
al wages, and so on. And I think that can be achieved. 


The Chairman: Dr. Bellan, I might say that you are not 
alone in suggesting that there is some means of controll- 
ing inflation by the use of such tax impositions on the 
inflationary element in wage and price increases. We 
have been made aware of this by other people who have 
been in touch with us, and we are most pleased to have 
had your presentation. I cannot report, and I think it 
would be unfair of me if I were to, that the committee is 
entirely converted to your point of view. Nevertheless, 
since it is an issue which has been raised by a number of 
people, and since it is thought by a number of people to 
be a means of controlling the problem that we are faced 
with, we thank you very much for your most articulate 
presentation, and we also thank you for your good nature 
in enduring some of the grilling to which you have been 
subjected. 


The committee adjourned. 
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STRONG, STABLE AND WIDELY SHARED ECONOMIC 
GROWTH 


Introduction 


We are pleased to be invited to appear before the 
National Finance Committee of the Senate. Your Com- 
mittee, in this set of Hearings, is taking an initiative to 
make a valuable contribution to public discussion of 
important economic issues in Canada. 


It is my understanding, Mr. Chairman, that these Hear- 
ings will concern the very important policy questions 
involved in achieving and maintaining high standards of 
performance in the Canadian economy. At the outset of 
your public Hearings on this theme, we welcome the 
opportunity to provide this Committee with a brief sum- 
mary of the approach to these matters by the Economic 
Council of Canada under the terms of reference given to 
the Council by Parliament. 


Policy Innovation—Mid-1930’s to Mid-1940’s 


The human miseries and economic dislocations of the 
Great Depression in the 1930’s produced a growing con- 
viction and consensus that effective means must be found 
to maintain high employment in the context of strong, 
stable and widely shared economic growth. Moreover, 
such conviction and consensus was reinforced as the 
further dislocations and strains of the Second World War 
bred uncertainties and fears about postwar reconstruc- 
tion and readjustment—efars about ensuing inflation, as 
well as fears about postwar recession, and perhaps even 
a return to the depressed, stagnant economic conditions 
of the 1930’s. 


In these circumstances, the period from the mid-1930’s 
to the mid-1940’s was a period of major policy innova- 
tion. In this period, for example: 


, 


The Bank of Canada was established, and the basis 
was laid for the evolution of monetary policy as a 
major instrument for economic stabilization; 


New conceptions and techniques of fiscal policy 
were adopted, involving increased attention to the 
broad economic effects of changes in levels and pat- 
terns of government expenditures, revenues and 
public debt; 


The ground was prepared for the development of 
new rules for international trade and new mech- 
anisms for an international monetary and payments 
system; and 

Major steps were introduced to improve Canada’s 
social welfare system, as a basis for coping more 
adequately with the problems of the unemployed, the 
aged, the disabled and, more generally, the poor. 


One can also find in this period, the essential roots of 
many of the subsequent major developments that have 
taken place in other fields—greatly accentuated emphasis 
on education and human resource development: more 
adequate health care: assistance to the less- -developed 
countries of the world: promotion of research, develop- 
ment and innovation: and increased attention to the 
deep-seated problems of poverty and regional dispari- 
ties. 


Canada’s Postwar Economic Progress 


Partly on the basis of the wide-ranging policy innova- 
tions that were introduced—many of which were accom- 
panied by important institutional changes—Canada’s eco- 
nomic and social progress over the past quarter of a 
century has exceeded even the most optimistic assess- 
ments of the early postwar years. Depression has been 
avoided. New job creation has been achieved on a huge 
scale for Canada. Large gains have been achieved in 
average real incomes of Canadians. Great industrial 
advances have been attained in conjunction with far- 
reaching changes in products, services, markets and pro- 
cesses of production. New dimensions of national eco- 
nomic maturity have been reflected in the declining rela- 
tive importance of net inflows of capital from abroad, as 
well as in the rising relative importance of the service 
industries and of urban activities. And our national life 
has been enriched in many ways. 


Of course, not all of the economic developments of the 
past quarter century are regarded as being wholly favou- 
rable or advantageous. Indeed, public discussion and 
debate at any point in time tends to focus particularly on 
problems and instabilities, on current shortfalls from 
“good performance”, and on fears or uncertainties about 
the future. Yet, to a considerable extent, such discussion 
and debate often indirectly reflects how much we take 
“good economic performance” for granted, and how 
demanding and ambitious our national goals and aspira- 
tions have become. 


In the late 1950’s and early 1960’s it did not take a 
Depression to revitalize concern about how to achieve 
and sustain high standards of performance in our econo- 
my—but merely an extended period of slower growth 
and the building up, for a time, of significant economic 
slack. In the late 1960’s, it did not take an inflation on the 
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scale of that of 1948 or 1950-51 to produce extremely 
vigorous anti-inflationary actions. Moreover, poor eco- 
nomic performance now tends to elicit a search for new 
policy options and the development of new channels for 
policy advice—for example, the creation of the National 
Productivity Council, and subsequently the Economic 
Council of Canada, against the background of the slow- 
growth problems a decade ago; and, more recently, 
against the background of inflationary problems, the Spe- 
cial Reference to the Economic Council in 1965 on the 
subject of prices, costs, productivity and incomes, the 
setting up of the Special Joint Committee of the Senate 
and the House of Commons on Consumer Credit (Prices) 
in 1966, and the subsequent establishment of the Prices 
and Incomes Commission in 1969. 


The demanding and ambitious aspirations of Canadians 
in the 1960’s were set out in the following terms in the 
Economic Council’s Third Annual Review: 


We live in an age of “rising expectations”, and the 
people of Canada have come to expect much from 
their economy. They expect the kind of economic 
and social progress which will maintain high 
employment and generate rapidly rising standards of 
living in a material way. They also expect the econo- 
my to provide growing resources for dealing with 
social problems and for improving the quality of life. 
They expect not only to have rapid gains in real 
incomes, but to have these along with wider choices 
of job opportunities, improved working conditions, 
more leisure, greater security from economic hard- 
ships, and more adequate means for helping people 
to adjust to rapidly changing conditions. They expect 
steady advances in real income and wealth, and an 
avoidance of the setbacks and inequities which in the 
past have arisen from inflations and prolonged reces- 
sions. And they expect that all Canadians should 
share in the country’s social and economic progress. 
In other words, such progress is not judged to be 
satisfactory if various segments of the population or 
regions of the country are left out of the mainstream 
of the nation’s over-all growth and development. 


It is obvious that effective progress towards meeting 
this constellation of demanding and ambitious aspirations 
of Canadians calls for a major new round of policy 
innovation. 


The Economic Council of Canada 


As already indicated above, the Economic Council of 
Canada was established, at least in part, as a direct 
consequence of the shortfalls in the economic perform- 
ance of the Canadian economy in the late 1950’s and 
early 1960’s, when we had (in varying combinations) 
inflation, slow growth, high unemployment, underutilized 
productive capacity, depressed investment, aggravated 
problems of poverty and regional economic disparities, 
and balance-of-payments strains culminating in devalua- 
tion and a return to a fixed exchange rate system. 
Against the background of these conditions and the aspi- 
rations for higher standards of economic achievement, 


Parliament explicitly directed the Economic Council in 
the terms of reference in its Act, 


“to advise and recommend...how Canada can 
achieve the highest possible levels of employment 
and efficient production in order that the country 
may enjoy a high and consistent rate of economic 
growth and that all Canadians may share in rising 
living standards... .to recommend what government 
policies, in the opinion of the Council, will best help 
to realize the potentialities of growth of the econo- 
my; to consider means of strengthening and improv- 
ing Canada’s international financial and trade posi- 
tion;...f{and] to study how national economic 
policies can best foster the balanced economic devel- 
opment of all areas of Canada...” 


In other words, the economic Council was established 
by Parliament as an institutional response to the need for 
new policy innovation, in part through strengthening the 
base of information, analysis and advice relevant to the 
achievement of challenging national economic and social 
goals. This is not an easy task, especially in a country 
such as Canada, with its wide regional differences, its 
substantial and varied links to the economies of other 
countries, its highly decentralized system of private deci- 
sion-making, and its constitutional framework in which 
very important economic policy powers are divided 
between federal and provincial governments. Nor is it an 
easy task in the light of the growing complexities in a 
modern economic and social system, and the difficulties 
of delineating a consistent set of economic and social 
goals among which there are very important and com- 
plicated interrelationships. 

There are no simple or easy answers to such funda- 
mental questions as: 


What are the goals—a consistent set of goals— 
towards which we should seek to strive? 

What are Canada’s future economic potentialities 
for growth? 

How is the economy performing in relation to its 
medium-term potentials and goals? 

What are the appropriate policy strategies for 
achieving and maintaining high standards of eco- 
nomic performance in relation to its medium-term 
potentials and goals? 


Basic Performance Goals 

These are, however, the central questions to which the 
Council has directed its attention since its inception in 
1963. In doing so, it has kept constantly in mind the five 
basic economic and social goals embodied in its terms of 
reference: 


full employment, 

a high rate of economic growth, 
reasonable stability of prices, 

a viable balance of payments, and 

an equitable distribution of rising incomes. 


The Council’s Key Functions 


Over the past seven years, the Council has sought to 
mesh the wide-ranging experience and practical judg- 
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ments of its unique membership with the professional 
knowledge and competence of its expert staff (and also 
with outside expertise in many fields) to perform certain 
key functions: 


Clarifying, and to some extent quantifying, the 
basic economic and social goals embodies in its Act. 
This has been done periodically in those of its 
Annual Reviews devoted mainly to setting out Cana- 
da’s medium-term economic potentialities for 
growth—the First, Fourth and Sixth Annual 
Reviews. Chapter 1 of the Sixth Annual Review, 
which incorporates the recent statement of Council 
views about these goals, is appended. 


Studying, in increasing depth, the way in which 
our economy works—the sources of growth, the 
sources of economic instabilities, the country’s 
changing industrial structure, the importance of 
Canada’s international economic relationships, and so 
forth—as a basis for understanding the possibilities 
for (and constraints on) making it work better. 


Analysing the potentialities for growth—in short, 
depicting over the medium-term future, what we 
believe an economically healthy Canadian economy 
could look like, if reasonably full and increasingly 
efficient use could be made of its growing human and 
material resources. These potentials are developed 
within the framework of the basic performance goals 
mentioned above. A central feature of this endeavour 
has been to develop quantitative measures of such 
growth potentials, in increasing detail—including 
estimates of output, employment, capital, produc- 
tivity and other key elements of growth. Also por- 
trayed has been a possible future pattern of demand 
(although not the only such pattern), that would be 
consistent with these productive potentials. The pat- 
tern outlined has reflected judgments by the Council 
about the influence of various forces and factors on 
future trends in consumer, government, housing, 
business investment and other spending and in inter- 
national transactions. (The latest such assessment of 
medium-term potentials and demand possibilities—to 
the mid-1970’s—was set out in Chapter 2 of the 
Council’s Sixth Annual Review, which is appended.) 


Monitoring certain key aspects of the economy’s 
performance—for example, growth, employment, 
price and cost changes and_balance-of-payments 
developments, and assessing regularly each year the 
progress of the economy in relation to potentials and 
the basic performance goals to which the Council 
was asked to direct its attention. (The latest of these 
assessments was published in October 1970, in a 
Report entitled Performance and Potential: Mid- 
1950’s to Mid-1970’s, which is appended; an up-to- 
date chart review of the Canadian economy will be 
presented when the Economic Council testifies before 
the Committee.) 


Advising about policies, both government and pri- 
vate—and, occasionally, about programs, institutional 
changes, information needs and other matters—rele- 
vant to achieving and sustaining good prformance in 
relation to national potentials and goals. The essen- 


tial focus of the conclusions and recommendations 
see below) is that they are directed towards attain- 
ment of future potentials and goals. 


Developing wider public understanding, especially 
as a background for decision-making, about economic 
issues, problems and policies. To this end, the Coun- 
cil operates in a very open way, publishing a wide 
range of reports and studies, maintaining close work- 
ing relations with many other bodies and groups, and 
arranging and participating in various conferences 
and meetings across the country. 


Key Elements in the Council’s Policy Advice 


Since the beginning of its work, the Council has recog- 
nized that in focusing its attention on the performance 
goals listed above, it is dealing wit means and not ends. 
Successful attainment of strong, stable and widely shared 
growth is not an end in itself. It would merely provide a 
basis for steadily increasing the resources available to 
Canadians, both individually and collectively, for meeting 
rising wants and aspirations. Such growth is essential in 
circumstances in which we are facing hard choices about 
how to allocate limited current resources among many 
escalating and competing claims upon them. At the same 
time, the Council has drawn special attention to the need 
for greatly intensified “goals research” into the ends to 
which our resources are being, or should appropriately be, 
allocated. 


In advising on performance goals, the Council has, in 
effect, been calling in the 1960’s for a major new round of 
economic policy innovation—innovation that would, at 
least in some ways, seek to be as far-reaching as that 
referred to earlier in the 1930’s and 1940’s. As a basis for 
such innovation, a number of critically important and 
interrelated elements have been stressed. 


1. Policy formulation should shift from periodic 
overwhelming concentration on poor performance in 
relation to one goal at a time—for example, from 
alternating preoccupation with inflation in one 
period, to unemployment and slack in another—to 
the view that full employment, a high rate of 
growth, reasonable good stability, viability in the 
balance of payments and equitable income distribu- 
tions at rising incomes, must be sought simultaneous- 
ly, consistently and continuously. In the absence of 
such a view at the centre of policy formulation, there 
are substantial risks that economic policies, far from 
contributing to good performance in the economy, 
may themselves contribute to slower long-term 
growth, more “stop-go” instabilities, a variety of 
international payments strains and adjustments, and 
domestic regional and industrial stresses. 


2. Policy formulation must become more future- 
oriented. A large component of economic policy for- 
mation has essentially been “reactive”: policy shifts 
are made after problems have developed or when 
impending problems are no longer avoidable. Given 
the typically long lags that exist before policy mea- 
sures can take effect on the economy—arising from 
the whole process of recognizing that problems have 
emerged or are emerging, of taking actions to deal 
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with them, and of having such actions exert broad 
effects on the economy—such reactive policies run 
serious risks of aggravating instability and other 
problems. What is needed is more attention to poli- 
cies aimed at steering the economy in desirable 
directions over a number of years into the future. 


3. Policy formulation in this context should essen- 
tially be potential-oriented. The aim should be— 
within the constraints imposed on Canada by inter- 
national conditions and forces (and the very impor- 
tant implications these may have for Canada’s 
balance of payments and for price, cost and other 
aspects of the performance of the Canadian econo- 
my)—to keep the economy growing as steadily as 
possible at its potential rate and as close as possible 
to its potential level of output. In other words, the 
key question to ask in the process of policy formula- 
tion is not whether productivity, or prices, or 
employment, or the balance of payments, or other 
indicators of performance, should be encouraged to 
move up or down or sideways, but rather how they 
should be encouraged to change in relation to what 
is possible and desirable in terms of the consistent 
longer-term potentials of the economy. To illustrate, 
an increase of less than 2 per cent a year in employ- 
ment in the 1950’s represented “good” performance, 
when Canada’s labour force was expanding at an 
average annual rate of about that order of magni- 
tude, but an expansion of employment of 2 per cent 
a year in 1965-75 would be “poor” performance, ine- 
vitably accompanied by rising unemployment and 
increased economic slack, because Canada’s labour 
force is now expanding at close to 3 per cent a year. 


4, Policy formulation must be viewed as encom- 
passing a very wide range of carefully co-ordinated 
policies to cope adequately with the complex realities 
of Canada’s present economic and social system. 
Such co-ordination has many dimensions. To be ap- 
propriate and effective, it must involve co-ordination 
of policies within particular governments, as well as 
between governments and between government and 
private decision-making (see below). 


There are no simple prescriptions for assuring 
good performance in relation to ambitious and com- 
plex goals. In particular, too much attention tends to 
get focused in public discussion and debate on the 
role of demand management policies—monetary and 
fiscal policy—and not enough on their implications 
for a need to be complemented by a wide range of 
other policies that must be better developed to play 
important roles. In its work, the Council has placed 
very heavy emphasis on the importance of many of 
these other policies. 


Monetary and fiscal policies do not tend to play a 
direct role in stimulating productivity growth, 
although correct settings for them are an indispensa- 
ble precondition for the success of productivity- 
stimulating policies. Nor do sharp shifts in monetary 
and fiscal policies encourage progress toward the 
simultaneous reconciliation of high employment and 
price stability. Although they tend to operate with 


substantial time lags, shifts to vigorously restraining 
monetary and fiscal policies constitute a powerful 
means for curbing inflation—but at the cost, initially, 
of significant unemployment and slack, and perhaps 
ultimately of some permanent loss of growth poten- 
tial. Similarly, allowing again for long time lags, 
shifts to expansionary demand policies constitute a 
powerful means for reducing economic slack, 
although a serious risk is entailed that large-scale 
monetary expansion and stimulation of demand 
would set the stage for economic costs associated 
with a subsequent surge and prices and costs. 


Various forms of incomes policies aimed at better 
reconciliation of high employment and price stabili- 
ty, in the context of sustained growth, have been 
tried in a number of countries. But these policies 
generally cut across market forces and mechanisms, 
and in economies in which markets (Markets for 
goods and services, markets for labour, and financial 
and other markets) are important mechanisms for 
allocating productive resources and productive out- 
puts, incomes policies have not been very successful 
policy instruments. Beyond incomes policies lie price 
and incomes controls; but these will tend to create 
even more problems, intervening even further with 
market mechanisms. It is partly for these reasons 
that the Council has sought to lay emphasis on elimi- 
nating the causes of instability and on developing 
more effective “reconciliation policies” that would 
tend to work with, rather than against market forces 
and mechanisms, which are relatively important in 
the Canadian context (see below). 


Similarly, the Council has urged that many of 
these reconciliation policies be brought more effec- 
tively into the central processes of policy formula- 
tion, and be given attention and status equivalent to 
that of demand management policies. For this recon- 
ciliation to develop appropriately, there will perhaps 
be a need to experiment, both within governments 
and between governments, with new initiatives and 
improved arrangements for developing the informa- 
tional and analytical bases that would promote more 
effective policy planning and co-co-ordination (some- 
what akin to the policy planning mechanisms being 
pioneered in large multi-faceted business corpora- 
tions). Likewise, attention is also needed to the ques- 
tion of how more co-ordinated government and pri- 
vate decision-making can be achieved to better serve 
their respective sets of interests. 


5. As regards the goal of an equitable distribution 
of rising incomes, a key element in the Council’s 
approach to relevant policy formulation has been a 
view that effective steps to promote better perform- 
ance require, as a prerequisite, strong and stable 
growth of thc» whole economy. In particular, it is 
likely that only within the framework of overall 
policies to achieve such growth will it be possible to 
develop appropriate means for steady progress 
towards reducing regional economic disparities and 
eliminating poverty. 
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6. A high priority is required for generating better 
information, applying improved analytical tech- 
niques, and developing more effective decision-mak- 
ing procedures, both in the formulation and evalua- 
tion of economic policies and programs. This is a 
matter to which the Economic Council will be giving 
more attention in its next Annual Review, scheduled 
to be completed in the fall of this year. 


7. In its approach to policy advice, the Council has 
taken an essentially pragmatic view. Frequently, it 
has promoted the use of policy instruments and 
strategies that depend on making market forces work 
more effectively “under the spur of competition and 
the lure of higher returns”—not so much because of 
any deep attachment to a laissez-faire philosophy, as 
because this appeared to be the most promising 
avenue to make our economic system best serve the 
broad interests and needs of all Canadians. Con- 
versely, in other policy areas, the Council has sup- 
ported and promoted increased government involve- 
ment and intervention in fields in which market 
mechanisms are unlikely to yield good results, par- 
ticularly in fields in which social costs and benefits 
are unlikely to be taken adequately into account by 
private decision-makers. 


In varying degrees, all of the above key elements have 
had some bearing on the Council’s evolving policy advice, 
the main features of which are briefly summarized in the 
following section. 


Summary of Council Policy Conclusions 


The Council’s policy conclusions may conveniently be 
grouped under four broad headings: demand manage- 
ment policies; supply and adjustment policies; structural 
policies; and complementary policies aimed at raising the 
levels of public understanding in all parts of our econom- 
ic and social system. 


1. In the area of demand management policies—mone- 
tary and fiscal policies—the Council has urged the adop- 
tion of a different approach from that which has charac- 
terized much of the postwar period. It has recommended 
that within the limits set by various constraints that are 
beyond Canada’s control, the strategy should be modified 
and redirected towards “steering” the economy along a 
smoother underlying growth path, in line with the econo- 
my’s continually expanding potential. It has noted that, 
in the past, governments have tended to think of their 
role in stabilization policy as being that of a “balance 
wheel” in the economy, with their actions aimed at off- 
setting fluctuations in demand—adding to total demand 
when private demand weakened, and constraining total 
demand when private demand became excessive. But 
such compensatory measures have not always been 
appropriate in relation to the timing and amplitude of 
variations in total demand. Indeed, attempts in the past 
to counteract cyclical fluctuations have sometimes had 
destabilizing effects, involving large oscillations in mone- 
tary and fiscal settings whose impacts continued to work 
their way through the system long after the basic under- 
lying conditions they were initially designed to cope with 
had changed. 


The Council’s approach would build demand manage- 
ment policies around the concept of “potential”. This 
approach would aim to hold the economy reasonably 
close to the path of its steadily expanding potential. It 
would aim for more evenhanded management of fiscal 
and monetary policy, and seek to avoid shifts which 
themselves can generate instabilities. It would, in other 
words, seek to avert substantial and frequent changes in 
the rates of monetary expansion and, on the fiscal side, 
alternating large deficits and large surpluses. Any basic 
adjustment of strategy towards greater restraint or 
towards greater stimulation should depend on views 
about whether strong and persistent forces can be firmly 
anticipated that would either press the economy too hard 
against potential or induce substantial economic slack. 
Consistent with the Council’s proposed basic strategies 
for such policies, would be various tactical departures 
to deal with the shorter-term instabilities that will ine- 
vitably arise from time to time in volatile financial and 
exchange markets. But the Council’s approach would 
essentially aim for a “growth-oriented” rather than a 
“cycle-oriented” approach to the management of demand. 


To this end, the Council has recommended that: 


Monetary policy, over the longer term, should be 
directed towards keeping the growth of the money 
supply roughly in line with the underlying growth 
rate of potential output. There is evidence that the 
United States is moving away from an earlier preoc- 
cupation with shorter-term cyclically oriented poli- 
cies, towards a longer-term policy strategy of the 
kind outlined above. This implies larger scope for, 
and may indeed facilitate, the use of a similar 
approach for Canada. 


Fiscal policy should be directed towards the 
maintenance of a small but sustained budget surplus 
at high employment. This surplus, the Council has 
suggested, should be measured on a_ national 
accounts basis, taking into account all levels of gov- 
ernment, and including the transactions of the 
Canada and Quebec Pension Plans. 


2. These major instruments of demand management 
need to be supplemented by a wide-ranging set of supply 
(growth-oriented) and adjustment policies: 


Policies designed to enlarge supplies of goods and 
services, particularly by encouraging greater efficien- 
cies in all parts of our economic system; 


Policies designed to bring about a better matching 
of supply with effective demand through improved 
resource allocation, the elimination of bottlenecks 
and rigidities, and the removal of barriers to the 
easy flow of resources to some points in the system 
(and also away from other points in the system) 
where changes in demand are occurring. Additional 
emphasis is needed on policies to make markets 
work better, so that resources can be allocated or 
reallocated more smoothly and efficiently—that is, 
with minimum disruptions in employment and pro- 
duction—in response to changing economic condi- 
tions resulting from external influences, government 
policies and other forces. 
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Such policies are essentially “productivity enhancing” 
policies. They aim to provide more output for a given 
amount of input; or the same output for a reduced 
amount of input. Productivity thus stands at the very 
centre of these policies. And it is a crucial reconciling 
factor in the link between supply and demand in the 
economy. 

A wide-ranging variety of such policies are required to 
reach deeply into almost every aspect of economic life. 
Over the past several years, the Council has devoted 
much of its effort to the study of strategies for improving 
such policies in many fields. Among the fields to which 
the Council has drawn special attention are the follow- 
ing: 


Education: Policies to achieve appropriate advances 
in the education and skill levels of the labour force, 
including management. 


Manpower: policies to achieve a better matching of 
supply and demand for labour. 

Tariffs: policies to promote an increased degree of 
scale and specialization in Canadian industry. 


Competition: policies to promote increased efficien- 
cies in the production and marketing of goods and 
services. 


Innovation: policies to raise and strengthen risk- 
taking and the innovative capabilities of Canadian 
industry. Technological change, covering the whole 
range of activities from research and development 
through to production and marketing, can be a pow- 
erful engine for economic progress. 


Adjustment to change: policies to facilitate adjust- 
ment and ease the hardships on individuals and 
industries which arise when broadly beneficial 
changes in commercial policies and technology dis- 
rupt existing labour and product market patterns. 


Consumer protection: policies to ensure that the 
growing production capabilities of the economy are 
serving the interests of consumers in matters of cost, 
safety and effectiveness. 


Copyrights, patents, trademarks and industrial 
design: policies to encourage creativity and inven- 
tion, and to facilitate the dissemination and wider 
and more effective application of knowledge. 


Construction: policies to stabilize the massive and 
distorting “‘stop-go” cycles that have been occurring 
in the construction industry, and to promote cost 
reduction and improvements in productivity. 


3. A third important class of policy conclusions of the 
Economic Council relate to matters of “structure” in the 
Canadian economy. For example, as regards the goal of 
high employment, the Council has stressed that special 
measures are required to reduce the very high rates of 
unemployment that are typical in the lower-income 
regions, as well as the relatively high incidence of unem- 
ployment in various age groups (particularly among the 
younger age groups). It is also important to seek to 
achieve further moderation in seasonal fluctuations in 
employment. In addition, there is a need for effective 
measures to reduce significant chronic unemployment 
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which may threaten to make some members of the 
labour force unemployable. 


Similarly, the Council has drawn attention to structur- 
al differences in rates of increases in prices and costs, 
and to the need for special measures in some fields in 
which particularly high rates of price and cost increases 
may be persistent. To illustrate, the Council has stressed 
the need for an effective combination of policies to mod- 
erate the disturbingly high rates of increase in prices and 
costs that have become typical in the construction sector. 
Similarly, in the Seventh Annual Review, it emphasized 
the need for new initiatives in such important service 
sectors as education and health care that would help to 
increase productivity and moderate the essentially ‘“cost- 
plus” basis on which these sectors now appear to be 
operating. 


Of particular and continuing importance in the context 
of a high-employment economy is careful attention to the 
removal of structural impediments to the achievement of 
price stability. As a result of the psychological defensive- 
ness engendered by the shattering experiences of the 
Great Depression of the 1930’s, many somewhat rigid 
practices (the purpose of which was to frustrate the 
operation of economic forces, although, at the time, 
designed to provide protection to those likely to be seri- 
ously hurt by forces beyond their control) have been 
built into social attitudes, business practices and legal 
arrangements governing the operation of our markets for 
goods, services and labour. A number of additional prac- 
tices, such as restrictions placed on freedom of entry into 
certain skilled occupations and professions, the fragmen- 
tation of bargaining and detailed differentiation of skills, 
have anachronistically persisted into the present econom- 
ic environment. Such practices can have little place in a 
society dedicated to high employment and to an ambi- 
tious additional range of social objectives, since they may 
merely serve to frustrate the achievement of these high 
aims. Systematic examination and overhaul of many of 
these arrangements and practices is long overdue. 


Again, the Council has noted the varying patterns of 
productivity increase in different sectors of the econo- 
my—this was the main theme of the Council’s Seventh 
Annual Review—and the need to search for the most 
important sources of economic growth in the various 
sectors, as a basis for developing more effective industrial 
policy strategies to promote productivity growth. 


In various Annual Reviews, the Council has attemped 
to describe and analyse factors contributing to regional 
disparities, and to develop a framework of policies that 
might assist in narrowing such disparities. These dispari- 


ties have been large and persistent in Canada. A stub- 


born influence has been exerted by provincial variations 
in manpower utilization, due in part to differences in age 
composition of the population, in rates of participation in 
the labour force, in the incidence of unemployment, and 
in the average number of hours worked per week. Also, 
the Council has drawn special attention to the disparities 
that appear to exist in productivity levels between differ- 
ent regions in Canada. In the Fifth Annual Review, spe- 
cial attention was drawn to a framework of policies that 
would contribute to making fuller and more productive 
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use of both human and material resources in Canada’s 
lower-income regions. In this context it has also warned 
against programs which serve mainly to lock people into 
low-productivity industries and declining occupations, 
and has recommended increased investment in human as 
well as industrial capital and in natural resources, and 
the active promotion of efficient urban growth centres. In 
this field, it is exceptionally important to have both 
clear-cut objectives for regional development policies and 
programs, and essential co-ordination, not only with 
other federal, but also with wide-ranging provincial, poli- 
cies and programs. 


In this context, the Council has concluded that mone- 
tary and fiscal policies can probably do little to help to 
improve these structural disparities, and has suggested 
that a wide variety of “structural policies” of the kind 
suggested above will be needed. In general, expansionary 
fiscal and monetary policies will be looked upon with 
favour by all regions when the national unemployment 
rate is high. But when policies are used to restrain 
demand pressures that appear to originate mainly in the 
higher-income regions, the possibilities for conflicts of 
regional interest increase. Regardless of varying regionai 
economic circumstances, the impact of a general policy of 
restraint is likely to be diffused throughout the national 
economy, with braking effects not only on the higher- 
income regions in which such effects may be most appro- 
priate, but also on the lower-income regions just as 
they appear to be making promising progress towards 
fuller use of resources. In these circumstances, the Coun- 
cil has briefly explored the question as to whether some 
regional differentiation might be attempted in the use of 
demand management policies. The Council’s conclusion is 
that there would appear to be significant limitations on 
the extent to which regionally differentiated actions may 
be taken to fit differing regional circumstances and prob- 
lems, especially in the case of monetary policy. For fiscal 
policies, there may be larger scope for differential region- 
al actions—not only in the light of the relatively large 
fiscal role of provincial and municipal governments 
(which, taken together, now have total expenditures on 
goods and services that are twice as large as those of the 
federal government)—but also in the light of some flexi- 
bility that could be developed for regional variations in 
federal fiscal actions. In both the monetary and fiscal 
policy fields, exploration of possibilities for greater 
regional differentiation of policy should be explored. 

The Council has also undertaken a very brief look at 
the structure of incomes—more particularly, at the prob- 
lem of poverty. Poverty was the subject of chapters in 
both the Fifth and Sixth Annual Reviews, in which the 
Council attempted to estimate, in very rough terms, the 
magnitude of poverty in Canada, to describe the princi- 
pal characteristics of the poor, and to suggest a variety of 
near-term and longer-term measures that might be devel- 
oped as part of a program for the elimination of poverty 
in Canada. In its approach, the Council was concerned 
both with ameliorating the direct human and _ social 
consequences of poverty, as well as with reducing the 
substantial economic costs involved in large-scale pover- 
ty. Such poverty, the Council emphasized, acts as a brake 
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on Canada’s economic growth and detracts from the well- 
being of all Canadians. 


4. The Council has also emphasized the importance of a 
fourth important set of policies. These concern raising 
the level of public understanding, involvement and deci- 
sion-making in all parts of our economic and _ social 
system. In this area, the Council has advocated, among 
other things: 


Improved policy co-ordination between the public 
and private sectors, to be carried out within a com- 
prehensive framework of objectives and priorities to 
which both government and private decisions could 
be more coherently related. 


Longer-term planning in both the private and 
public sectors, such as manpower planning and the 
planning of investment outlays in a more stable way 
over longer periods of time. 


Linking more public and private decisions to a 
framework of potential output estimates. 


Improved co-ordination of expenditure programs 
and other fiscal matters by the three levels of gov- 
ernment, and the publication of more information 
(including five-year government investment plans) to 
facilitate improved private decision-making. 


More basic economic research, new and better sta- 
tistics, improved economic analysis, and the develop- 
ment of wider public understanding and discussion 
of current economic developments. 


In this latter context, the Economic Council has empha- 
sized that the framework of economic and social statistics 
needs continual adjustment in response to shifting 
requirements for information under rapidly changing 
social and economic conditions. The tolerances with 
respect to relevance, timeliness, and accuracy at the deci- 
sion-making level have become finer. In particular, to 
support major new thrusts of enalysis and policy formu- 
lation, more and better data relevant to longer-term stu- 
dies and regional analysis are needed. The Dominion 
Bureau of Statistics has a fundamental role to play in 
providing the higher quality information base needed 
throughout Canada for better decision-making. It should 
be a matter of high priority in federal government policy 
to ensure that this agency has adequate resources, espe- 
cially of highly skilled manpower. 


The Council also believes that an informed public opin- 
ion, based on a more widely diffused understanding of 
the problems of managing a modern economy, is an 
essential prerequisite to meet the challenge of attaining 
higher standards of economic performance in Canada. 
This is because good economic performance is everydoy’s 
business. As stated in our 1970 report on Performance 
and Potential, every citizen shares responsibility for good 
performance of the Canadian economy; every producer of 
goods and services contributes to whatever success is 
achieved, and every person can benefit, directly or indi- 
rectly, from good performance. In the final analysis, 
Canada’s economic policies are closely linked to public 
opinion, since public policies cannot far outrun public 
understanding and acceptance. 
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Accordingly, the Council has recommended that high- 
quality teaching of economics in secondary schools be 
widened and strengthened. Attention has been drawn to 
the important role which the mass media play in con- 
tributing to public understanding about economic devel- 
opments, problems and policies. Business organizations, 
professional associations, labour unions, and other private 
interest groups have the opportunity and, indeed, the 
responsibility to extend the awareness and public grasp 
of economic issues. 


The Economic Council also recommended that certain 
basic economic documents—such as the Economic Coun- 
cil’s Annual Review, the White Paper on economic trends 
previously attached to the federal Budget Speech, and a 
survey of investment intentions—be published prior to 
the annual meeting of federal and provincial finance 
ministers and treasurers. Such reports and documents 
would serve not only as useful background information 
for these meetings but also as a basis for stimulating 
broader public debate about economic developments, 
problems and potentialities in advance of the formulation 
of annual budget policies. 


More generally, the Council has drawn attention the 
fact that although there are a number of insitutions 
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serving useful purposes in developing public information 
and analysis in various special fields, Canada is not now 
adequately provided with institutional means for enhanc- 
ing public understanding of today’s complex problems 
and policy issues. Thus, for example, the Council has 
recommended the establishment of an independent 
research institute to analyse and report regularly on 
shorter-term economic trends and problems. Similarly, 
the Council has pointed to the important contributions to 
improving public understanding of economic issues that 
could be made by committees of the federal parliament 
and provincial legislatures, providing that such commit- 
tees could have access to competent secretariats and 
expert witnesses, with a continuing mandate in some 
cases for an evolving program of Hearings. In this con- 
text, the Council proposed that a Standing Joint Commit- 
tee of the Senate and House of Commons be established, 
one of whose functions would be to hold annual hearings 
on economic issues, and on the Economic Council’s 
Annual Reviews and perhaps other public reports and 
documents. This set of Hearings by your Senate Commit- 
tee, Mr. Chairman, is an important step in the direction 
of providing public awareness of the isSues involved in 
achieving strong, stable and widely shared economic 
growth. 
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Orders of Reference 


Extract from the Minutes of the Proceedings of the 
Senate, of Tuesday, March 9th, 1971: 


“With leave of the Senate, 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, March 17th, 1971: 


“With leave of the Senate, 
The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, April 28th, 1971: 


“With leave of the Senate, 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 

Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
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applicable as well in respect of its examination of the 
Said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 


“With leave of the Senate 

The Honourable Senator Langlois moved, seconded 
by the Honourable'Senator Martin, P.C.: 

That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that, Rule 76(4) be 
suspended in relations thereto. 


The question being put on the motion it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 


Minutes of Proceedings 


Thursday, May 6, 1971. 
(6) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
10:15 a.m. to consider the question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Benidickson, Bourque, Grosart, Isnor, Kinley, 
Laird, Langlois, McLean, Methot, Molson, Nichol and 
Sparrow.—(14) 


Also present but not of the Committee: The Honoura- 
ble Senators Haig, Inman, Lang, McNamara, McGrand, 
Quart, Smith and Urquhart. 


In attendance: Dr. James Gillies, Directors; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics. 


Heard as witnesses: 

The Economic Council of Canada 
‘Dr. Arthur J. R. Smith, Chairman; 
Dr. Sylvia Ostry, Director; 
Dr. Otto Thiir, Vice-Chairman. 


At 12:35 p.m. the Committee adjourned to Wednesday, 
May 12, 1971, at 10:00 a.m. 


ATTEST: 
Gérard Lemire, 


Clerk of the Committee. 
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Ottawa, Thursday, May 6, 1971 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 10.00 am. 


Senator Douglas B. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, we now resume 
our hearings with Dr. Arthur Smith, Chairman of the 
Economic Council of Canada, as our witness. Dr. Smith is 
accompanied this morning by Dr. S. Ostry, and the Vice- 
Chairman of the Council, Mr. Otto Thiir. 


In his testimony yesterday Dr. Smith referred to the 
study of the Council conducted by Paul Malles entitled: 
“Economic Consultative Bodies”. If it is the wish of 
honourable senators, the Council is prepared to distribute 
copies of this book following the hearing this morning. Is 
it your wish that the Council do so? 


Hon. Senators: Agreed. 

The Chairman: When we concluded our hearing with 
Dr. Smith yesterday we were dealing with a question 
from Senator Nichol that was so broad that it precluded 
a proper discussion in the time that was available when 
the question was asked. With your agreement we will 
commence this hearing with Senator Nichol’s question. Is 
that agreed? 


Hon. Senators: Agreed. 


Senator Nichol: Dr. Smith, yesterday we went through 
a very interesting beginning with many charts and fig- 
ures, but we did not really have time to reach a discus- 
sion of Dr. Smith’s suggestions. I was referring particu- 
larly to paragraph 2 at the top of page 12 of Dr. Smith’s 
brief, where he says: “Policy formulation must become 
more future-oriented.” 

I think we could agree with Dr. Smith that as far back 
as anybody can remember approaches to economic policy 
have been reactive. As I put it yesterday, we have been 
taking the position of shooting at ducks after they have 
passed us. It seemed to me that this was a very signifi- 
cant paragraph in Dr. Smith’s brief and I simply asked if 
he would be willing to talk about that part of it to us to 
start off this morning’s session. 


Dr. Arthur J. R. Smith, Chairman, Economic Council of 
Canada: Yes. Mr. Chairman, we tried to indicate in our 
brief that starting in the early post-war years there was 
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generally an approach to economic policy formulation on 
the part of government that viewed the operations of an 
economy as essentially cyclical in nature; that saw alter- 
nating periods of expansion and recession largely arising 
from instabilities of various kinds in the private sector of 
the economy; and, therefore, saw the role of government 
essentially as that of a balance wheel. When the private 
economy was contracting in recession, the government 
would undertake expansionary actions; when the econo- 
my was expanding, perhaps moving into an inflationary 
period, the government would use retraining actions. 

The objective was to try to cut off both the peaks and 
the valleys and give us an economy that would operate in 
a more stable way. But essentially this sort of approach 
depended upon the view that there could be a very good 
system of information to indicate when peaks and valleys 
were emerging so that the policy actions taken could 
have relatively quick effects in moderating undue expan- 
sion or recession, and I think what we found—perhaps in 
part because the economy has been becoming more com- 
plex and perhaps more cumbersome in some ways—was 
that it has sometimes proved to be very difficult to 
recognize when instabilities are really emerging. For 
example, there is often a considerable recognition lag 
before a fiscal action is taken to expand of curtail expen- 
ditures or change the tax system. I suppose in this 
respect the United States situation is fairly clear; the 
major tax cut which came in 1964 was not really needed 
then, but it was needed three or four years earlier. It 
missed the mark not by months, but by years. In fact 
looking back with the accuracy of hindsight we realize 
that the tax increase of 1968 was needed not then but 
further back, that is to say in 1965 or 1966. 


Senator Benidickson: Has that anything to do with the 
professionals in your field, in their access to what is in 
the broad term, the White House? 


Dr. Smith: Well, talking about the situation in the 
United States, the advisors had recognized that action 
was needed long before the action was taken, and had 
undoubtedly so advised the administration, but it took a 
long time for action to be taken. 


Senator Benidickson: And the eminent of those 
changed their minds fairly promptly in a six-month or 
twelve-month period. 


The Chairman: I wonder, senator, if we could allow the 
chairman to complete the statement and then we will 
come to your question. 


Dr. Smith: I was going to say that in Canada we have 
the capacity, with a different form of government, to 
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move more effectively from the recognition of a need for 
significant change to action. But then we have a third 
area of lag and this is one to which we have been giving 
increasing attention in recent years. This is the lag 
between the time when action is taken and when such 
action produces an impact on the economic system in 
broad terms. We need to know much more about these 
impact lags than we now know; they probably differ in 
different circumstances. They differ depending on the 
kind of action that is taken. We do not know nearly as 
much as we should know, but the indications are that the 
lags are quite long. For example, if a major shift is 
undertaken in monetary policy, some of the effects are 
quite quick on financial indicators. The financial markets 
may respond very quickly, within a few days, and Ssome- 
times almost instantaneously in some respects. 


Senator Benidickson: They will react on a speech. 


Dr. Smith: Then the impact proceeds through another 
stage where many of the activities which are financially 
related are affected, perhaps within six months. One can 
take the case of housing for example which is closely 
related to the mortgage market because a major change 
in monetary policy begins to have an impact on housing 
activity somewhere in that range. Because of the connec- 
tions with consumer credit, this is another area which 
feels the impact but with probably a somewhat longer 
lag still. This might be in the order of nine to twelve 
months. I am just giving some rough orders of magnitude 
about things we need to know more about. In other areas 
there are perhaps still longer lags. So that the total 
impact on an economy of a major shift may take some- 
thing in excess of a year to begin to show. 


Now in these circumstances there is a danger that 
trying to use these policies may mean that you cannot 
really fine tune an economy in the way in which we 
thought earlier, and that view is explicitly recognized, for 
example, by the Governor of the Bank of Canada in his 
latest Annual Report. In these circumstances since we 
began our work in the Council we have been suggesting 
that rather than trying to shift policies in a rather fre- 
quent, nimble kind of way to deal with instabilities of 
this kind that it would be better to orient policies to the 
potential growth rate of the economy, that is to where we 
wanted it to go in the future so far as this was possible. 


Our approach has been not to suggest the very fine 
details of how this could be done, but the very broad 
strategy of approach. We have basically been concerned 
with the general principles and the general criteria; we 
have articulated a strategy on how to do it, and we have 
said that this strategy must operate within the context of 
external constraints. We also have in mind that we may 
run into a situation over an extended period of time of 
either slack or persistent demand pressures on the econo- 
my where there is some shift from the strategy of linking 
money supply to potential growth and we have allowed 
also, as anyone must allow who recognizes the difficulties 
in operating monetary policies in volatile markets for 
tactical departures from strategy in a very short-term 
framework. 
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But at the Council we have not attempted to suggest 
precisely how this could be done because we are not in a 
position to do so. Again, using the illustration of mone- 
tary policy, there is a number of actual measures or 
actions that may be taken. There are open-market opera- 
tions; there are changes in the bank rate} there are 
changes in reserve requirements. There are a number of 
instruments, and the timing and the degree and the use 
of these may vary, and the kind of information and the 
analysis needed to operate a strategy and tactical depar- 
tures from it does not reside with the Economic Council. 
That resides in the areas in which the authorities 
operate. 


This has been our basic approach to putting these into 
focus. 


Mr. Otto Thur, Vice-Chairman, Economic Council of 
Canada: May I add some thoughts to the stabilization 
issue and the future-oriented policy? I think that for a 
certain number of years—perhaps about 15—general eco- 
nomic policy has been future-oriented in a sense. It does 
not react immediately as it did in the 1920s and the 
1930s. However, our problem today is that we do not 
have the information and we do not have the precise 
knowledge of the future to have an exact picture of what 
the situation has to be or might be in about four, five or 
six years. May I make a very short schematic presenta- 
tion of what we are trying to do in the Economic Coun- 
cil—and we are not the only people in the world doing 
this. 


Yesterday we saw that the Economic Council is using a 
potential development line which is a rather exacting 
aim, because it involves an unemployment rate of about 
3 per cent, and we know that we did not realize this kind 
of unemployment rate in a systematic way in the past, 
therefore our potential line is a kind of an objective. We 
also know something of a certain number of invest- 
ments—let us call them “autonomous investments” 
—which are done regularly year after year. Out of these 
autonomous investments we may derive a kind of equi- 
librium line for production and it indicates what we have 
been doing as an historical experience for the last 20 
years. 


That could represent exactly the traditional trade-off 
of the Canadian economy of 3-1/2 per cent price increase 
and about 4-1/2 per cent unemployment. If we had 3 per 
cent unemployment instead of 4-1/2 our production 
would have been higher up to the potential line. 


Our big problem today, and it is not only a Canadian 
but a world-wide problem of any industrial country, is to 
try to increase the content of these autonomous invest- 
ments. If we had some possibility of increasing -the con- 
tent of what is stable in the economy then our equilibri- 
um line would be pushed closer to the potential line. It is 
because of the need of such information that the Eco- 
nomic Council undertook years ago a program of survey- 
ing public and private investment projects for five years. 


The Chairman: Excuse me, Mr. Thur. By the equilibri- 
um line do you mean... 
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Mr. Thur: It is not an equilibrium line, it is kind of an 
actual situation. 


The Chairman: Yet, in the graph which we saw yester- 
day it shows that the actual, from time to time, goes over 
the potential. What is the difference between the one 
yesterday, called “actual” and the equilibrium? 


Mr. Thur: This is not a stable line so it has kind of a 
fluctuation. It can go over and then you have. an infla- 
tionary pressure. 


The Chairman: Right. 


Mr. Thur: What we tried to do is to increase our 
information about these autonomous investment expendi- 
tures. This approach involves information about invest- 
ment plans of decision-makers for 3, 4 or 5 years ahead. 
If the governments were able to give accurate plans also, 
we might then have a more stable economy. However, I 
am not sure that we will have a completely stabilized 
one. 


The big problem is to know, when you are up close to 
potential, how to remain there. There is no solution to 
this problem up to now, theoretically or practically. If 
there was a real solution there would not be any need 
for you to meet here today. 


Senator Beaubien: You mentioned that if that line of 
production gets above the theoretical top line that we 
then have inflation. We have never had as much inflation 
as during the last six months, yet the lines are all down 
and not anywhere near our potential, and they are going 
down quickly. How does that work out? 


Mr. Thur: During the last six months we did not have 
too much inflation in this country. If you make interna- 
tional comparison, the Canadian performance on the 
price side was an absolutely extraordinary performance 
compared to any other industrialized country. 


Senator Beaubien: That may be, but there has never 
been such a time when prices have gone up so much. 
There has never been a time the cost of living has been 
like this. Even though other people may be worse, we 
have had an increase of wages of 10 per cent a year right 
along for five years and it does not look as if there will 
be an end to it. 


Mr. Thur: Yes, we are back to our problem of the 
shifting of the Phillips curve, and Dr. Ostry did some 
work on this. 


The Chairman: Perhaps, senator, we can continue to 
examine the concept of the new structure that is pro- 
posed by the Economic Council and come back to the 
examination of the Phillips curve later. I think Senator 
Nichol has a supplementary question in that regard. 


Senator Nichol: I have quite a few other questions, Mr. 
Chairman, but I really do not want to interrupt Dr. 
Smith in his presentation, because I have the feeling we 
are really only part way into what he is suggesting. 
There is so much in his brief that extends beyond this 
question. 
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Dr. Smith: Mr.: Chairman, with your permission, I 
would like to pull something out of my pocket here. My 
wife is quite perceptive about goal analysis in the Eco- 
nomic Council and in my Christmas stocking last year 
appeared this little toy. It has five little hoops in it and 
five little balls. What we are talking about in the Eco- 
nomic Council are five goals: high employment, high 
growth, reasonable price stability, balance of payment 
liability and what we have called an equitable distribu- 
tion of rising income. What we really have been working 
on ever since we started is how do you get reasonably 
good performance at the same time in relation to all of 
these goals. In other words, how do you get the five balls 
in the five hoops all at the same time? How do you do 
this in a very uncertain and, at times a very troubled 
world? 


As I said somewhere else the other day, it is like in a 
automobile which is travelling along and running over 
potholes or a situation where someone is jiggling your 
elbow. We have external forces and thrusts over which 
we have little control. You cannot succeed if you 
focus all your attention on only one of the balls. Let us 
take reasonable price stability. You can probably do a 
number of things that will reasonably get you good price 
performance or if you want just high employment as a 
single goal. I think we know enough about the economy 
to increase demand to make high employment. There is a 
great danger, however, to come back to the game analo- 
gy if you focus on a single ball and tilt to achieve that, 
the other balls will not fall into their correct hoops. 


In a sense, if you direct policy very simply towards 
expansion then restraint, you are going to have difficul- 
ties in getting good performance simultaneously in rela- 
tion to all the goals. What you need is some kind of a 
system. The human hand is a very complicated mech- 
anism and there are many millions of cells and dozens of 
muscles involved when you try to tilt one of these games 
around. Really in part this is what we have been saying 
at the Council. We are going to need a very complex set 
of policies, not just demand policies, which are important 
and need to be operated well, but supply policies, produc- 
tivity policies, competition policies and structural policies 
and wider public understanding about economic issues 
and problems. We need to put all of these things into 
play in order to have a better chance of success with it. I 
use this as an illustration of the kind of approach that we 
have been trying to use at the Council. 


Perhaps I might say one other thing: we are starting to 
come at this from the standpoint of policy planning. 
There are one or two important prerequisites to planning. 
Perhaps too frequently we start discussions on the sub- 
ject of policy when in fact we should start at an earlier 
stage. 


The first thing that is important is the question of 
objectives. What is it you want to do, where is it you 
want to be, what is it you want to achieve? That is why 
we started with the framework of performance goals. 
These are by no means the only existing goal. Beyond 
these ultimately lie much more important goals which we 
call achievement goals. What do we want to uSe our 
resources for? 
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Our role at the Council has been essentially how do we 
get a healthy and well-functioning economy, looking a 
number of years into the future? Apart from trying to 
clarify and delineate goals and thinking about interrela- 
tionships, because many of these goals are not easily 
compatible with each other, there comes another very 
important aspect, which is a commitment to goals—an 
agreement, a consensus. There are certain sets of goals 
which in these uncertain, troubled and fluctuating cir- 
cumstances we should try to achieve. Only then comes 
the stage of saying “How do you do it?” 


Senator Benidickson: Where does that consensus come 
from? 


Dr. Smith: We have within our council, as it was 
designed, a rough consensus of goals that we have been 
evolving and developing. I suppose that behind that lies 
the consensus that existed originally in Parliament in 
setting out these goals in our terms of reference, which 
are embodied in the Economic Council Act. 


We in the council have tried, with our heterogeneous 
membership, to clarify these goals, to look at them. This 
is an evolving process. We started with the view that we 
should make these goals rather challenging, that we 
should not just accept past performance. 


In the post-war period, if we take the averages over 
the last 20 years or so, we have had an average of about 
3 1/2 per cent increase in prices per year and an average 
of about 4 1/2 per cent unemployment. 

In looking to the future over a number of years, we 
have tried to say that we should try to improve on this. 
In our delineation of these goals we have deliberately set 
rather challenging goals. 


Senator Bendickson: Every minister and every 
department had his coterie of people who were telling 
him what those targets were, what the consensus was. 


Dr. Smith: I don’t know. I suppose within different 
departments there are different sets of objectives. 


The Chairman: What Dr. Smith is saying, senator, is 
that the mandate under which the council operates is not 
from the Cabinet but rather from the Parliament under 
the act, and it set out certain goals in the act which the 
council has tried to fulfil; and the council has, I suppose, 
reduced those goals or articulated those goals in the five 
main goals that were expressed earlier. 


Senator Benidickson: I am glad you emphasized that. 


Dr. Smith: One of the things that I consider very 
important in making adequate progress towards goals of 
this kind is the necessity of developing more public 
understanding about relationships, difficulties, the kinds 
of challenges that are involved, and we need therefore a 
basis of much more public discussion and debate, more 
information, more analysis in the public domain on vari- 
ous things that are relevant. 


Dr. Sylvia Ostry, Director, Economic Council of 
Canada: The question raised about departments related 
to the so-called performance goals illustrates another 
avenue by which a kind of integration and co-ordination 
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might be pursued. These five main economic goals can 
also be linked to the activities or policies of departments. 
For example, one of the goals has to do with growth, and 
we know that a whole range of policies affect growth in 
this country. 

Let us take, as an example, manpower training. The 
manpower training program, which is substantial in this 
country, is designed in part to improve the performance 
of the economy by improving the matching of people and 
jobs and thereby increasing productivity and the labour 
force. 


Senator Benidickson: It is relatively new compared, 
say, to the reconstruction program after the war. 


Dr. Ostry: That is right. But that policy is also related 
to another goal, which is the goal of equitable distribu- 
tion of income. It is also related in the sense that it 
affects and is affected by monetary and fiscal policy, 
because it is affected by the overall economic environ- 
ment. It is also affected by and affects certain policies in 
the provincial sphere. 

What I am suggesting is that the extent of interrela- 
tionships is enormously complex, and when one talks 
about co-ordination it is aot simply reconciliation of the 
five major goals; it is also a reconviliation or the integra- 
tion of the various policies at several levels of governn- 
ment which either positively or negatively affect each of 
those goals. 

So the situation is, firstly, one of formidable complexi- 
ty and, secondly, one in which we are still at the begin- 
ning of exploring these interrelationships. 

When we talk about future orientation we are talking 
about something which is easy to say but which is 
extraordinarily difficult to achieve, and it will only be 
achieved by beginning to explore these relationships in a 
systematic fashion and by trying to set up the kind of 
co-ordinating mechanisms whereby the analytical aids 
may be fed in; so that the choices which you make, 
which in the end are political choices, will be made with 
the assistance of relevant and pertinent information. But 
the information will not make the decisions. The decision 
makers will make the decisions. 


Senator Benidickson: You started out with my chal- 
lenge about departments. For wide thought in planning, 
particularly in the reconstruction years, there were the 
aims and ideas of somebody like Brooke Claxton or C. D. 
Howe. 


The Chairman: Senator Benidickson, your point is well 
taken. I think we should move now from the broad 
concept to perhaps examining with our witnesses the 
specific methods by which we can achieve the fulfilment 
of the points that have been raised. Senator Nichol, 
would you like to proceed? I would like if possible to 
keep the discussion on this subject for the time being 
without precluding in any way a senator’s right to ask 
any questions that come to mind. 


Senator Nichol: My first question refers to pages 19 
and 20 and the whole.area of your description of the 
problem and suggested solutions. I will refer first to 
goals. It has been suggested by many that one of the 
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problems with goals is that we have tended, almost since 
the beginning of our society, to define them entirely in 
monetary terms. For instance, when debating whether or 
not a valley should be flooded to provide hydro-electric 
power, those in favour can express the value of their 
goal in monetary terms, whereas the conservationist is 
quite unable to express monetary terms. He refers to 
tourist attractions or the whole ecological problem. The 
debate breaks down because one side is talking dollars 
and the other nothing, or nothing definable or 
measurable. 


How big a problem is this in terms of defining the 
types of goals to which you refer? 


Dr. Smith: We refer to broad performance goals. We 
have endeavoured to define them by different methods, 
not so much in monetary terms, although this enters here 
and there. We refer to employment, a percentage of the 
labour force; we are talking about people, in other words. 
We refer to our growth rate. Productivity is really 
referred to as the essential element, which is measured in 
terms of real output in relation to the labour and volume 
of capital used to produce it. The ultimate focus has been 
on the potential side, on the real resources of the 
economy. 


In fact, over the longer haul one aspect that must 
evolve from this base is the discovery of more linkages 
into the financial areas. This is one of the major develop- 
ments that are very much needed. New devices, tech- 
niques and methods must be found of linking the real 
economy to the financial elements that are important in 
its work. 


You are right to point out that in other areas various 
approaches have been made to the uSe of cost-benefit 
analyses and other kinds of techniques in making deci- 
sions, with an attempt to quantify them in an appropriate 
manner. The common denominator being sought in many 
cases is some type of costing. This enters the financial 
area. There are still a great many problems in connection 
with doing this well. 


The Chairman: Senator Nichol, I am going to ask Sena- 
tor Grosart to ask a question at this stage. This was not 
pre-arranged, but I know this is a subject in which 
Senator Grosart has great interest. He has discussed with 
me from time to time means by which we might quantify 
such matters as ecological considerations and conserva- 
tion measures. 


Senator Grosart: Thank you, Mr. Chairman; you took 
me somewhat by surprise. I would have to say, Dr. 
Smith, that I am sometimes concerned with what appears 
to be your obsession with these five goals in both your 
written and verbal presentations. I have heard a few of 
them here and elsewhere. You sometimes remind me of 
the experience often encountered when enquiring of 
department representatives as to their function and 
receiving the answer that they administer certain acts. 


These five goals to which you refer are not really goals 
at all. They are operating parts of a mechanism. They 
could all be achieved 100 per cent and we would still be 
in an absolute mess as a nation. We could have full 
employment, economic growth or potential, price stabili- 
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ty, viable balance of payments and an equitable distribu- 
tion of rising income, yet as Senator Nichol suggests we 
could write ourselves out of existence because of pollu- 
tion and in other ways. 


Therefore it seems to me that you are contributing in 
this emphasis to those who say that you are part of the 
GNP cult, you become GNP cultists. I am not say you 
have, because I recognize that over and over again in 
your reports you hedge. You say that although these are 
five important things, we do realize that they are only 
means to an end. I notice in Performance and Potential: 


—high standards of economic performance are not 
ends in themselves. The ultimate purpose of achiev- 
ing sustained, balanced and widely shared growth at 
high levels of employment is to generate the means 
for more fully satisfying the diverse needs and rising 
aspirations of Canadians—not only in material terms, 
but also in terms of a better quality of life for 
individuals, families, communities, and our society as 
a whole. 

Bank of 


Senator Benidickson: It sounds like the 


Canada. 


Senator Grosart: Perhaps I can put my question this 
way: Would you not relate this GNP emphasis to some 
new schools of thought? Japan, for example, has just 
declared that it will set up a net welfare product series. 
The Prime Minister the other day suggested maybe the 
GNP. There is a GNP cult and it is dangerous. 


The Chairman: Is this Japanese experiment known as 
the net welfare? 


Senator Grosart: NWP, Net welfare; they use the word 
“welfare”. I think the Prime Minister used the words 
“net social”. That is the translation. 


The Chairman: Dr. Ostry, would you like to comment 
on that? 


Senator Grosart: I would like your comments on those 
two points. May I ask this question: If GNP is not as 
useful an arbiter as we have always thought, what is the 
alternative? How would this other scheme work? 


Dr. Smith: May I answer briefly and Dr. Ostry will 
develop it further. This is something that we have in fact 
recognized from the start. In our last Review we set it 
out more explicitly than before. We state: 


That economic growth, as it is conventionally 
estimated, is a questionable indicator of human wel- 
fare is, of course, not a new notion. Few societies or 
individuals have failed to make some distinction 
between maximum and desirable growth. The goals 
of all societies include a wide range of human values 
that are not adequately reflected in measurements of 
their gross national products. 


Senator Grosart: I agree with that. 

Dr. Smith: May I add just one other point: In the 
existing situation we have demands, wants, needs and 
aspirations in excess of our capacity. We are concerned 
with the problem of at least operating reasonably on the 
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supply side to develop our potentialities so that we have 
in a sense the largest possible number of choices among 
these many competing claims. The gross national product 
measure is not an indicator, as we said, of human wel- 
fare. In fact, in many ways it is not all that good an 
indicator of economic growth. 

I wish to quote from Mr. Juster of the National Bureau 
for Economic Research, in which he said last year: 


Although most economic concepts remain a mystery 
to the majority of even well-informed laymen, the 
“Gross National Product” has become part of our 
everyday vocabulary. The widespread use of this 
concept, both at professional and popular levels, 
attests to the fact that GNP is generally thought to 
be a simple, unambiguous and comprehensive mea- 
sure of economic performance. But what has always 
been recognized by professionals is now beginning to 
be recognized by others: that the GNP is neither 
simple, nor unambiguous, nor comprehensive; and 
that it is not necessarily a good measure of economic 
performance. 


Senator Grosart: Where is that quotation from? 


Dr. Smith: This is from some notes which Dr. Juster of 
the National Bureau of Economic Research put down. I 
think they may have been background to his annual 
report. 


Dr. Ostry: They are also part of an article that 
appeared in the American Economic Review. If you like, 
I will send you a Xerox copy. 


Senator Grosart: Yes, I would like to have it. I may 
say, it is obvious that I have been taken by surprise, but 
you were not. You brought your music! 


Dr. Ostry: I think what Dr. Juster has said indicates, 
not only that the National Bureau of Economic Research 
is doing some work in this area, but that the recognition, 
which has long existed among economists, that GNP was 
largely confined to market transactions, was not a mea- 
sure and never intended as a measure of welfare, and 
that it is becoming increasingly difficult to co-relate 
changes in GNP with changes in welfare. In economies 
which are close to subsistence, it is fair to say that a rise 
in GNP is probably co-related with arise in welfare. 


Senator Grosart: You are using “welfare” now in a 
very broad sense. 


Dr. Ostry: I am using it in a broad sense, in terms of 
human satisfaction. But in advanced economies it is clear 
that that co-relation is becoming increasingly misleading. 
It is becoming misleading for the reasons you have said: 
that environmental deterioration does not enter into the 
accounts; that the whole area which we have come to 
recognize as very important, which is investment in 
people in terms of their health, their education, and of 
knowledge, does not enter into the accounts; that if a 
man is an alcoholic and buys lots of liquor, that enters 
into the accounts, and so does the expenditure on institu- 
tions for alcoholism enter into the accounts. The thing is 
becoming increasingly less a measure of welfare. 


There are two major developments taking place now. 
One is an effort to revise the GNP to take account of 
some of these major deficiencies, to net out some estimat- 
ed environmental deterioration, to approach the question 
of education and health, and other areas of investment in 
human resources, to put them into the accounts, to deal 
with an area that is becoming increasingly absurd, and 
that is that we do not count non-market activity, so that 
when housewives enter the market that increases GNP, 
but we have no estimate of non-market activity. This is 
not only housewives, but students and so on. I would not 
hold my breath on that. I think that will take decades. It 
is an enormously difficult problem. We will not scrap 
GNP, which is still a very useful indicator; it will take 
many decades to do the theoretical and statistical work 
and to reach international agreement for a new measure. 


The second development, I think, is closer perhaps to 
what you were thinking of, and that is a totally different 
approach, which says, “We are concerned in particular 
areas, political and social and economic, with some kind 
of direct measure of human welfare. We are not con- 
cerned with statistics on crime, or statistics on numbers 
of policemen. We are concerned with a welfare measure 
which captures some notion of public order and security. 
We are not concerned in health with measures of the 
numbers of doctors and hospitals. We are concerned with 
some measure of wellbeing or its obverse, and so on in 
education. This is the social indicator movement, in an 
effort to get real output measures of direct welfare or its 
obverse, and then hopefully to be able to link these to 
real objectives of government policy. Instead of saying 
that our target is to spend X dollars on health, our target 
is to improve life expectancy by X years, to reduce infant 
mortality by X numbers and so on—real measures that 
capture real phenomena, which mean something to 
individuals. 

That would not throw economics out of the window, 
because there is an expenditure of resources involved, 
and to choose to lower infant mortality is also to choose 
not to do something else; to choose to extend the life 
expectancy of people in older age groups is to choose not 
to do something with teenagers and so on. The choices 
involved are imposed because of the scarcity of 
resources. But then we could relate directly at some point 
in time, when this development takes place, the economic 
imperative, which will always be with us, to these real 
goals, which would be visible to the public and which we 
know: are we getting better off or are we getting worse 
off in a real sense, not in terms of the output measured 
in terms of market transactions? 


Senator Grosart: I am mostly thinking of some other 
criteria, other than this polarity that you are suggesting 
between welfare—social justice if you like—and econom- 
ic measures. A good example is the Japanese experience 
with population control. For some years now the world 
has lauded Japan as one of the three countries in the 
world that held their birth rate down to the WHO level. 
Very recently the Japanese say they have to abandon 
this because they are suddenly discovering they will have 
an old population. This you can put economic numbers 
to, obviously. How do you factor that into GNP or this 
parallel? How do you factor these things in? You men- 
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tioned infant mortality. It so happens, I believe, that 
Canada’s infant mortality rate is extremely high among 
the western nations. Surely you can quantify this sort of 
thing in a kind of expanded GNP that would be more 
meaningful. 


The Chairman: But is not Dr. Ostry saying that it will 
take us years to quantify that, but that what can be done 
in the meantime is to establish goals that will accomplish 
just that? 


Senator Grosart: With all due respect to you, Mr. 
Chairman, and to Dr. Ostry, I do not think that is a very 
good answer. We know it will take years. That is what I 
tell my wife at times about her demands. She does not 
accept that answer; she wants it tomorrow. 


The Chairman: Well, Dr. Ostry? 


Dr. Ostry: I am expressing a personal view. I do not 
believe you will get a measure of human happiness, and I 
think the search to try to add together things like infant 
mortality, a decline in cancer, an increase in the skills of 
the population, an improvement in the environment of 
security in urban cities, in the cores of urban centres, is 
like searching for the Holy Grail. These are incommen- 
surable, even if they are measurable. They cannot be 
weighted and added; there is no common unit that will 
allow us to weight them and add them. I think you could 
if you were prepared to lay out your value judgments 
and say, “I value the human life of a man between the 
ages of 45 to 54 twice as much as I value the human life 
of an Indian child whose probability of death because of 
X, Y and Z can be reduced by a certain amount.” That 
kind of value judgment can be made explicit and give 
you weights to add it up. 


Senator Grosart: You are doing it. 


Dr. Ostry: We are doing it all the time, it is quite true, 
we are doing it with implicit weights. I am saying it is 
better if we could get these measures, write them out, 
establish some public discussion which would say we 
want these goals and we are prepared to exercise these 
value judgments in the political system, rather than 
have a group of statisticians adding these things together 
to give you an index which they call an index of human 
happiness. I think that would be more misleading, far 
more misleading than GNP cultism. 


Senator Grosart: I do not want to pursue this too far, 
except to say that I am trying to make a distinction 
between those components of GNP or other series which 
are merely components of human happiness and those 
which are clearly quantifiable such as the population 
control in Japan which I mentioned. This is surely 
quantifiable, but what is going to happen if you have in 
Japan a labour force that is four years older than 
Yugoslavia? 


Could I ask one more question, which I think is some- 
what related. That is, what are the components of your 
potential line? I looked through and read your part about 
performance and potential in your report and I find a 
great deal about performance, but I did not find a defini- 
tion of potential. It might be that I missed it, but I looked 


through it twice. I would like to know what the compo- 
nents are. What do you put in here to say, this is what 
we should be shooting at, this is what you call some- 
where the moving target? 


Dr. Smith: What we sought to do, over time, in build- 
ing up our estimates of potential, is to try and move 
forward into somewhat more sophisticated ways of 
estimating potential output. We could supply you with 
technical details of exactly how we did it. Let me 
describe it very briefly. When we started our work, in 
something of a crash program in the first year, and had 
to produce an annual review in a relatively few months 
of work, we used very much a Model-T approach to 
calculating the potential. 


We did some estimates on what would be the increas- 
ing manpower resources available, the increasing 
employment potential. We looked at the postwar trend 
of productivity, output per man hour, and we essentially 
built that in. We did some adjustment here for hours of 
work, to refine it to output per man hour in the produc- 
tivity calculation. We made one or two adjustments. One 
adjustment, as I recall, was on the agricultural side. It 
was a very simple model. We simply basically said that 
potential output is calculated on the basis of increasing 
employment and increasing output per man hour, and 
this is the sort of resulting target for potential into the 
future. 

By the time we did our next exercise, in the Fourth 
Review, we tried to do this in a little more sophisticated 
way. In that review, we took account not merely of the 
increasing numbers of people who would be employed 
and the hours of work, but we tried to ask ourselves 
what kind of effect would future changes have on the 
output potential, as a result of changes in the age and 
sex mix of the population, what kind of effect might 
result from changes in the educational stock as a sort of 
proxy for skill in the labour force, changes in the age 
distribution a sort of proxy for experience in the labour 
force. 

By that stage, we also started to ask ourselves what 
kind of effect increasing capital per employed person has 
on growth. We looked at that. 


Then we had a residual. One always has a residual in 
this, which is a measure of ignorance. Again operating 
with a long-term post war productivity trend, there are a 
great many things you do not know about. 


Essentially, in our Sixth Review, when we came to do 
the potential exercise again, to 1975, we had a similar 
sort of approach. 


Over time, I think that what we would like to do in the 
Council is to develop and apply still more sophisticated 
techniques for estimating potential output. We are now 
engaged in some work which I hope may allow us to 
become somewhat more sophisticated. 


By and large, I would not like to leave the impression 
that potential output is some very precise number that is 
exactly appropriate. The calculations are rough, they are 
based on various kinds of assumptions. You build in 
assumptions about participation rates, you build in 
assumptions about immigration; you build in assumptions 
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about certain kinds of changes in the hours of work, and 
so on. So you calculate these. Basically, we have been 
trying to give a rough order of magnitude of the kind of 
growth potential we have. 


I think that, so far, in our analysis, as we look back 
over the work we have done and the potential estimates 
we have made, they have been reasonably in the right 
sort of ball park, for the potential output growth in 
Canada. Do you want to add anything to that, Mr. Thur? 


‘Mr. Thur: I would suggest that what we have is not a 
straight line, what we have is rather a kind of a zone— 
uncertainty—so it is somewhere near the potential and it 
can be refined and there can be accidental evolutions. 
What we know is something which is a kind of a zone, 
more than just a straight line. 


Dr. Smith: So what we have done is to take a figure of 
53 per cent, let us say, for the potential growth rate 
from the actual level of 1967 to the potential in 1975. 
That is intended to be a sort of a round number and, by 
different estimates and different calculations, you can get 
something that may range from a little over 5 to some- 
thing above 53. We have picked this as a reasonable 
order of magnitude for potential growth rate. 


Senator Grosart: Yet your short fall assumptions 
seemed to be rather precise. 


Dr. Smith: I would not like those to be interpreted as 
precise. Again, they are orders of magnitude. 


Dr. James Gillies, Study Director: In connection with a 
nation with such diverse economic regions as Canada, I 
think it is useful for policy-making to talk about national 
economic goals rather than regional economic goals. I am 
thinking that perhaps the people in the Maritimes would 
rather have full employment and less price stability, and 
the people in Ontario would rather have more price 
stability and perhaps less employment. When you are 
looking for a policy, you should perhaps look on the 
regional economic needs rather than on the national eco- 
nomic needs. 


Dr. Smith: Yes. This is an important matter. When we 
took up this matter in the Fifth Annual Review, where 
we looked at the regional impact of federal policies, we 
said that when you come to regional policies, there are 
policies that we were looking at in that context, narrow- 
ing regional disparities—this was our focus of attention— 
we said that there are two sets of reconciliation problems 
that are involved. One set of reconciliation problems 
confronting regional development policies is the possible 
conflicts between a strong national economic growth and 
an improved regional balance. We said that, in a sense 
here, perhaps in a somewhat similar kind of way as in 
the concept of trade-offs between unemployment and 
inflation, there may be trade-offs, but we know very little 
about these sorts of trade-offs yet. There are many kinds 
of linkages and leakages in the operation of policies in 
approaching these problems. We pointed to the need here 
for finding better systems of developing reconciliation 
policies. 
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I do not think we are going to have a basis for good 
improvement in regional balance unless we have a strong 
national economy. On the other hand, merely to achieve 
a well-performing national economy does not automati- 
cally imply that we are going to deal adequately with 
regional disparity problems. 


Then we said that there is a second problem. The 
second problem related to our federal system of shared 
responsibilities. Particular regions or provinces may set 
objectives for themselves which are basically incompati- 
ble with our definition of the goal of regional balance. In 
other words, federal views about what are the basic 
objectives you are implying now may not coincide with 
regional views about what you feel their objectives are. 
Here again there needs to be some kind of reconciliation. 
There needs to be some kind of co-ordination of views. 


If the two levels of government are going to proceed in 
some basic and important ways to try to do things that 
really are not easily compatible, then we are likely to 
have a good deal of wasted effort, and wasted resources 
and, undoubtedly, frictions in the process, too. 


The Chairman: Have you thought about the vehicles 
that might be used for this co-ordination? 


Dr. Smith: We have suggested two or three things. In 
this Fifth Annual Review, for example, we have pointed 
out among other things that we now have a system in 
which, so far as the federal Government is concerned, 
there are many departments that have regional activities 
of various kinds. Various departments have regional 
Offices. They are engaged in various activities. At least at 
the time when we wrote this review—and I cannot com- 
ment on what may have evolved since then because I 
have not looked at it carefully—there were no occasions 
in which the principal officers of the various departments 
ever met together, even. to interchange views and ideas 
about what they were doing and whether some of these 
things were compatible or not. We propose the establish- 
ment of, in effect, regional committees of some of the 
federal public servants in these areas for an exchange of 
views of this kind with a small secretariat for these 
purposes. That was not with the idea that that is where 
all the co-ordination would take place but at least it 
would bring together in one place the different lines of 
activities that were being undertaken, and a report would 
be sent back, we suggested at that time to the Treasury 
Board in Ottawa, at least once a year reporting on the 
actual activities that were taking place. 


In the Performance and Potential mid-1950’s to mid- 
1970’s of last fall, we again took up the question of policy 
co-ordination. We say, among other things, that in this 
area too frequently the recommendation for greater co- 
ordination is translated merely into a call for prolifera- 
tion of institutional arrangements and particularly for 
more meetings between decision-makers. We _ refer 
specifically to the vital field in Canada of federal-provin- 
cial relations, and we suggest that there may already be 
almost too many meetings. 


Senator Grosart: What page is that? 
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Dr. Smith: That is on page 79. In fact, we added after 
that that indeed we sympathized with the officials and 
ministers—especially from the smaller provinces where 
staff resources are quite limited to service these meet- 
ings. We now have a great number of these meetings. We 
suggested that we should look really in some other direc- 
tions for the most part for improved co-ordination. We 
said that we do not have some nice, neat definitive 
answer to this problem and we think that this is an area 
that deserves more attention and more study. 


Implied in what I said earlier is the fact that we need 
some kind of better basis of agreement and consensus 
about what are the objectives and the goals. One must 
start again with that. Then within that framework we 
suggested, in the case of the federal-provincial relations 
explicitly, a further expansion of staff resources to the 
development of information and analysis, perhaps with 
some provision for more permanent secretariats to serve 
these federal-provincial meetings—with personnel rotated 
at regular intervals to avoid any build-up of what might 
be termed a new level of government—and for drawing 
more than in the past on supplementary staff resources 
through contract arrangement. 


Both on a national level and within provinces, we said, 
there is also a need for greatly strengthening the bases 
for information analysis and program co-ordination in all 
matters relating to municipalities in Canada. For this 
country is now essentially an urban society. Under our 
constitution municipalities are creatures of the provincial 
governments, but here again is another intergovernmen- 
tal level where I think improved co-ordination and more 
adequate resources for information and analysis under- 
pinning decision-making is required. 


Senator Isnor: Was it in that section that you recom- 
mended transferring population from depressed areas to 
the more developed sections of Canada? 


Dr. Smith: No, sir. We have not recommended a trans- 
fer of population from any area of Canada to any other 
area of Canada. 


Senator Isnor: You have not? 


Dr. Smith: We did support the development of man- 
power policies in a broad sense, including assisted mobil- 
ity policies and programs which would facilitate the 
matching of workers to jobs. In some cases that would 
involve movement of workers. In some cases it would 
involve movement of workers interprovincially, but in 


many more cases it would involve moving workers 
within provinces. 


Dr. Gillies: Dr. Smith, speaking about this problem on 
a federal level, if we assume that the Council is looking 
at the longer-range problems, do you have any feeling 
that there is a need for some type of agency or institu- 
tion to be the co-ordinator of policies, which would be 
attached to the cabinet or to the prime minister’s office 
and which would not make policy but would refer to the 
economic implications of the various policy decisions that 
are coming out so that there would be more co-ordina- 
tion? How could this be achieved between the policy- 
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making in the cabinet and the long-range economic work 
of the Council? 


Dr. Smith: I am not sure how improved co-ordination 
in various ways can be achieved. It may be that some 
new institutional developments would be useful. I think 
these might very well be looked at. Personally, I am not 
very much in favour of proliferating and creating institu- 
tions. We can get a lot of institutions, and sometimes 
there is a tendency to feel that institutional change will 
help to solve problems. This is not necessarily so. We 
should have institutional evolutional development, but in 
many cases I think the evolution can occur within a 
framework of existing institutions, if they can adapt to 
change. 


One of the great problems with institutions is that any 
kind of institution, be it a large corporation or a govern- 
ment department, a hospital or a university, is that insti- 
tutions tend to get increasingly bureaucratized in various 
ways. Conventional wisdoms' develop. Existing channels 
tend to firm in. What one needs is a capacity to innovate; 
a capacity to evolve and develop. An economic system is 
not basically the sort of thing you should approach 
architecturally but rather organically. This may require 
institutional change, but often you can change many 
things within the framework of existing institutions with 
new ideas and new approaches. 


Senator Molson: Mr. Chairman, I should like to ask Dr. 
Smith how much of a complicating factor are the many 
independent, perhaps, and not related decisions—I sup- 
pose I could call them political decisions—to our overall 
economy? I am thinking of, for example, wage parity 
where we relate wages in Canada to those in the United 
States, and it seems to me that it is not particularly 
related to the overall Canadian economy. The same thing 
applies to a certain extent between, say, Vancouver and 
Quebec City. We have had in the Province of Quebec 
recently a great deal of difficulty over the question of 
wage parity for construction workers throughout the 
province, and some difficulty has also been caused over 
the question of wage or salary parity for teachers in the 
Province of Quebec with the question of 1eclassification 
by qualification. How much of a complicating factor is 
that type of thing to the Canadian economic scene? 


Dr. Smith: Let us take one or two of these. It is not 
feasible for us in Canada to have in a general way across 
the board wage pnrity with the United States unless we 
had essentially productivity parity. As we put it in our 
Third Annual Review, having looked at the fact that 
there seems to be a persistent and rather significant 
disparity between the two countries in productivity, if we 
were by fiat of some kind to declare wage parity some 
morning, then we would have a devaluation of the dollar 
that afternoon. There would be some kind of adjusting 
mechanism that would move to reflect the underlying 
realities. That does not preclude the possibility that, in 
particular situations where Canadian performance may 
be relatively strong or where the demand for certain 
things in Canada for certain kinds of people may be 
particularly strong, wage or salary levels may not rough- 
ly equate with those in the United States. We have some 
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industries where parity exists and where relatively in 
Canada in those areas quite strong productivity perform- 
ance exists and where there are quite good marketing 
and production capabilities. We have some areas, and I 
suppose the educational field is one, where we have a 
demand for professional people to build up our universi- 
ties where we have, I believe, at some levels, virtual 
salary parity with the United States. 


Within Canada itself I think very much the same situa- 
tion applies in some instances. If one were to declare 
wage parity between the different regions where the 
underlying productivity differences were significant and 
had been persistent, then there would be some kind of 
adjusting mechanism. This might lead to adjustments in 
people or different patterns of investment of capital and 
so forth. But here again this may not preclude something 
approaching parity for a certain particular situation. For 
example, if you want to build a strong educational 
system in one of the lower-income regions of Canada, 
you may have to be competitive on salaries with other 
areas of the country especially where you are concerned 
with people who tend to be quite mobile. 


Senator Grosart: Would you add price parity, Dr. 
Smith, to your productivity parity as an element in that? 


Dr. Smith: Well, we tend to have a pattern as between 
Canada and the United States. This seemed to be the 
picture when we looked at it last. We had the Dominion 
Bureau of Statistics undertake a survey for us to price 
the Canadian consumer index basket in a few United 
States cities and the United States basket in some 
Canadian cities, and very roughly what emerged from 
that was that the levels of consumer prices for the two 
national economies were rather similar. We in Canada 
tend to be rather higher on goods prices where our 
productivity disparity may very well be larger, and we 
tend to have relatively lower levels of service prices, for 
example, in the field of medical care or dental care. Here 
our prices are lower, and in fact a good deal lower in 
Canada on the average. But if you average them all out, 
they come out about the same. Here again, even within 
the two countries, one finds quite large price disparities 
as between different regions and different areas. So once 
again you see a situation in which there is rather a 
mixed pattern of differentials of levels. 


Senator Nichol: Dr. Smith, we talked about goals this 
morning and we have talked about the identification of 
this potential line or this potential area that Senator 
Grosart asked about. Let us assume that we can identify 
goals, both national and regional, and let us assume that 
we can identify the potential, and let us also assume that 
it is desirable to drive for this potential. Now, having 
made those three assumptions, I should like to ask you 
about something that looks to me like a serious problem. 
It is admitted and I do not think that anybody pretends 
otherwise that it has been extremely difficult for people 
to spot major economic swings in time to do anything 
about them. You referred to the problems in the United 
States in 1964 with tax cuts being out of place, and so on, 
and some people would think that some of the things that 
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have happened in this country in the last 25 years have 
been badly out of phase. If we have such a problem in 
identifying these major economic swings in time to do 
anything about them, and if we are unable to identify the 
lags correctly so that we can fire at the right time, is it 
not going to be extremely difficult to get into this very 
fine tuning that is involved in the steering mechanism 
you describe? You talk about steering the economy and I 
assume you mean steering with a delicate hand rather 
than driving from one side of the road to the other. Am I 
right in thinking that what you are really saying is that 
we are going to have to be much more technically 
competent in the field of applying the various controls 
than we have been, whether we are driving for a poten- 
tial line or for a position 10 per cent below the potential 
line? Is not this the problem? And how do we get to it? 


Dr. Smith: Well, the question we have raised here is as 
to whether major shifts in policy, in part, perhaps, aimed 
sometime earlier in the post-war period at the swings as 
they were seen—whether these large shifts might not in 
fact not stabilize the economy but contribute to destabi- 
lizing it. I say this because by the time one worked 
through this sequence of lags and got to the point where 
the impact of a major policy change has been felt in the 
economy, it might not be coming through in the right 
degree or perhaps not even in the right ‘direction at the 
time it was needed. 


Senator Nichol: May I interrupt you for just a moment 
and add one further point. Sir Roy Harrod said the other 
day that swings in the U.S. activity inevitably have a 
rather strong effect on the Canadian economy. It would 
seem that Canadian policy should be directed to offset- 
ting swings in the U.S. economy. Perhaps this is done 
already. Pump-priming of the Canadian economy should 
be especially vigorous when the U.S. is in recession. 


Dr. Smith: Yes, these external forces are very impor- 
tant and very powerful. I am not greatly persuaded that 
we can pursue radically different policies from the U.S. 
for any length of time. I think to some extent our econo- 
my will be influenced by this and we will get adjust- 
ments in one way or the other if we try to pursue 
substantially different policies. 


Senator Nichol: I did not mean to interrupt you. It just 
struck me as being a problem. How does this fine tuning 
work? 


Dr. Smith: In the past the term “fine tuning” has really 
been applied to the concept that you could somehow 
move in a quick nimble, and effective way with fairly 
short lags to deal with the problem we saw. What we 
have been saying is that kind of fine tuning does not 
seem to work too well. What we need is a longer view 
about how policies ought to evolve. We should try to 
avoid, if we can, large shifts in policy from restraint to 
stimulation and steer a more even course in these poli- 
cies. That of course, will not be easy. There will still be 
in this sense scope, I think, for some elements of tuning, 
but it will not really be very fine tuning. I do not think it 
can be. 
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Senator Nichol: This is the question I am really getting 
to. Assuming that we are going to leave behind the 
fantastic monetary and fiscal swing from one extreme to 
the other, running six, eight and nine months behind 
events, you are suggesting we are going to have a much 
smaller deviation from some sort of normal fiscal mone- 
tary policy? Is not this a difficult and sophisticated prob- 
lem, or at least as difficult and sophisticated as the one 
we have now, and if we cannot make it work this way, 
how much more difficult is it going to be to make it work 
here? 


Dr. Smith: I think we are going to have a number of 
other policies and measures we will try to develop from 
others which will also fit with this. One illustration is 
construction. Here is a section of the economy that has 
gone through large swings. If we cannot find a steadier 
growth pattern for construction, it is going to be very 
difficult to operate steadier policies in the sense we are 
talking about them here. 


If you look back at the construction industry, we have 
had in the past 15 years or so, or since the early sixties, 
this kind of pattern and I am talking about the volume of 
construction. We had a huge boom from 1955 to 1957, an 
increase of something like 45 per cent in real terms, 
within three years. In 1963 we had a volume of construc- 
tiom a little different from that in 1957. In fact, by 1963 or 
somewhere around that period, we had about 35,000 less 
people working in the construction industry than in 1957. 
We had a greatly weakened industry in which quite a 
number of construction firms went bankrupt and a 
reduction in capacity. 


Somewhere in the early sixties the whole construction 
industry was in a loss situation. We then had a situation 
from 1963 to 1966 in which we pulled in 100,000 addition- 
al paid male employees. We had an increase of about a 
third in the total volume of construction and subsequent- 
ly we have had very little increase, as you saw from the 
charts the other day. In fact, from 1966 to 1970, 30,000 
paid male employees came out of the construction indus- 


try again and again a number of contractors have gone 
bankrupt. 


We have a weakened industry. I think we should have 
a concern that we may, some time during the seventies, 
go through this process with another huge construction 
boom again. We must find some way to get a steadier 
course on construction activity. It is vitally important for 
our economy and we have suggested a number of ways in 
our work, particularly the Third Annual Review. 


We have undertaken medium term investment surveys, 
covering larger business spending units and we have 
been trying to encourage the development of more longer 
range planning and more future orientation. We have 
asked in at least two of our Reviews for all major 
governments in this country to prepare and publish, 
annually, five-year estimates of their investment inten- 
tions. We have been encouraging business firms to pre- 
pare for medium-term plans in a steadier way and there 
has been in the course of the past few years some consid- 
erable development, both in Government and in the pri- 
vate sectors in this kind of planning. At the same time, 
one of the things which I think is troubling and which 
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emerged from the last medium term investment survey is 
an indication that beyond 1971, in 1972 and 1973, the 
present investment intentions from the businesses sur- 
veyed showed a decline. 


The Chairman: Dr. Smith, I wonder if I could inter- 
rupt you there. I think what is bothering the committee 
is really contained in your statement of your brief on 
page 19 and part of page 18. Starting on page 18 you say: 

The Council’s approach would build demand man- 
agement policies around the concept of “potential”. 


You then go on to say on page 19: 


Monetary policy, over the longer term, should be 
directed towards keeping the growth of the money 
supply roughly in line with the underlying growth 
rate of potential output. 


Further on you say: 


Fiscal policy should be directed towards the 
maintenance of a small but sustained budget surplus 
at high employment. 


Dr. Smith: For all levels of government. 


The Chairman: You then say at the bottom of page 18: 


Any basic adjustment of strategy towards greater 
restraint or towards greater stimulation should 
depend on views about whether strong and persistent 
forces can be firmly anticipated that would either 
press the economy too hard against potential or 
induce substantial economic slack. 


You have taken all your controlling mechanisms—long- 
term potential, monetary and fiscal policies planning— 
and directed them to a long term adjustment of the 
economy. As that adjustment takes place, as Senator 
Nichol said, it does narrow the area of difficulty and 
narrows the swing, but you still are going to have short- 
term problems. If you take away all these methods, 
where does the Bank of Canada or the Department of 
Finance or various provinces—the people who are oper- 
ate economy—find the tools for controlling the short- 
term swings. 


Senator Grosart: I will make your question a little 
more difficult by suggesting that one of the real problems 
is futurology and forecasting. The more imprecise your 
long-term forecasting, the greater are the short-term 
problems that you create. If you are out in this long-term 
forecasting the problems that are thrown up are much 
worse than going the way that we have been going for 
all these years. 


There is an ancillary question: how do you get out, 
even if you want to, of annual budgeting. You recom- 
mended that the federal Government should put five- 
year estimates on its spending intentions. How can it do 
that under our parliamentary system? 


Dr. Smith: The Government of Sweden issues every 
year five-year estimates of its investment intention plans. 


Senator Grosart: How close are they to reality? My 
recollection is that the Swedish one is away out. 
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Dr. Smith: They are adjusted from year to year. It 
provides a broad view in the public arena—and in many 
cases it is very relevant to private decision-making as 
well—as to what all governments are intending to do, 
and therefore allows private decision makers to proceed 
with, I think, more certainty and perhaps more 
appropriately. 


Senator Grosart: Do you think there would be any 
realism, for example, in such a projection made by the 
Government of Canada in 1968 when we were going to 
have this very short six months recession? How realistic 
would that line of forecasting have been of Government 
intentions? We had the statement of what was going to 
happen regarding the total of federal Government spend- 
ing, the total of spending for all governments in Canada 
over this five-year period, and they were miles out. 


Dr. Smith: One of the things that is very important is 
that we do plan very effectively for steadier growth in an 
area like construction. If we do not do this in a steadier 
way we will inevitably find that having deferred certain 
things in a period that may be slack—and construction 
tends to be one of the areas where restraints can be 
applied on Government expenditure—we will find that 
we tend to build a good proportion of our airports, 
harbours, roads, sewers, and so on at times when we are 
in the middle of an investment boom. Then we get to the 
point when things cannot be deferred any longer and 
they have to go ahead even under circumstances of strain 
and difficulty. 

Business firms who came out of the period in the early 
1960s having done very little investment for a number of 
years because market forces were weak had excess 
capacity in 1961-1962, and many of them said “We have 
got capacity available, we will await expanding demand, 
and we will use some of this capacity and divert some of 
our expansion until the situation gets stronger; and all of 
a sudden a great many decisions were made all over the 
place at the same time. Everybody wants something done 
quickly and we did not have the resources to be able to 
do it. 


Senator Molson: The tendency has been to add 
increased capacity when the capacity was already exces- 
sive. This has happened in the pulp and paper industry 
in one or two instances. 


Dr. Smith: I should emphasize that in the construction 
field, in governmental terms, the levels which are rela- 
tively large and important in terms of construction are 
municipal and provincial governments rather than the 
federal Government. The federal Government is a small- 
er factor in construction. Quite clearly in the past gov- 
ernments have exacerbated problems by simply increas- 
ing their construction expenditures at a time when 
private expenditures were increasing very rapidly. 


Senator Grosart: How do you know where you are 
going to be when you seldom know where you are? 
When did the current recession end, or has it? 


Dr. Smith: 
expanding. 


I would say that we are obviously 


Senator Grosart: Is the recession over? 


Dr. Smith: I do not know whether or not we have 
something that is called a recession, This gets determined 
by economists after the event. 


Senator Grosart: We have had three fairly firm consen- 
sus predictions as to when this recession is going to end. 
It is always in the first or last quarter of some year. 


The Chairman: If we come back to the question of 
having taken many of the tools and committed them to 
long-term planning, what are you going to do even in 
your narrowed swing problem about short-term control, 
because as you move to the potential aspect it seems that 
the short-term problem is going to get greater and not 
smaller? 


Dr. Smith: Let me add something to what I have said: I 
think there exists much too much belief, conviction, that 
somehow there are easy answers, things that can be done 
to produce quick short-term effects. 


The forces that are really operating in the economy at 
any point in time very largely have their roots in things 
that happened very much earlier, not a few months 
earlier but in many cases years earlier. We live in the 
kind of age in which we feel there ought to be instant 
answers. We live in a credit card age, an instant food 
age. We like to turn the electric light switch and have 
the light come on right away. 


In fact an economy is a cumbersome, slow-moving sort 
of thing. It is rather like a very large ocean liner. If an 
ocean liner is moving in a certain direction and one 
wishes to change direction while it is moving at any 
speed, one turns the wheel and it takes about three miles 
before one sees the boat turn. That is the way we should 
think more about policy. 


Once you are into a serious imbalance situation, 
whether it is serious inflation or serious slack, there is no 
quick way out once you get serious short-falls from good 
performance. 


The Chairman: I do not know whether it is the council 
or others who have used the automatic pilot analogy, that 
you set the settings here for monetary and fiscal policy 
and you have your long-term planning. I think the com- 
mittee would accept the fact that long-term control of the 
economy is probably extremely important, probably the 
most important thing. Like an automatic pilot there are 
bound to be small adjustments even though the adjust- 
ments are small. What I cannot see in your paper, which 
I think is almost impossible not to accept, is where these 
small adjustments are to be made. I do not think that you 
can avoid them on a purely long-term basis. 


Dr. Smith: Let me use an analogy which reinforces 
your view that we must be more sophisticated. In the old 
days we would go up in a small biplane. When we saw 
the mountains ahead we would fly over them, and when 
we saw the valleys we would drop down. We now live in 
an age where flight plans are important. This requires a 
great deal of sophistication and a great deal of sophis- 
ticated machinery. It does not mean that we can operate 


Cis 


these things untouched by human hands. There are enor- 
mously sophisticated aspects of management that are 
implied in this. We must look further ahead to where we 
are going on our flight plan. This is really what we are 
saying. 


Senator Grosart: What we are forgetting here is that 
the automatic pilot is the best example in the world of 
the necessity for instant feedback. The whole principle is 
instant feedback, which is what we are talking about. 
Even that overreacts in rough 


Senator Molson: 


weather. 


Mr. Thur: We have a certain number of problems 
because we cannot avoid a certain number of reactive 
policies. We will always have some accidental develop- 
ments in our economy, therefore we need some devices 
for reacting to those developments. 


The big problem in it—and this perhaps is the reason 
why we do not expand on this problem—is that if you 
try to make the reactive policies stabilizing policies, they 
cannot be used all the time, because any policy that is 
foreseeable is inefficient. You try it once. Perhaps, if you 
would like to pull down private investment, as Sweden 
did in the 1950s, you have a special tax on investment 
expenditure. If that is a normal policy of the Govern- 
ment, then you can be sure that all the investment will 
be tied up in the first part of expansion because everyone 
expects that the taxes will come. If they do not organize 
the investment for this period then they would pay the 
tax, but incorporate it immediately in their prices. So 
that is absolutely inefficient. If you have a policy setting 
which is foreseeable for some time, then it is absolutely 
insufficient for any stabilization purposes. 


We use another method for private investments now; it 
is a kind of a tax holiday for one part of the investment 
funds. We do not know, but up to now there is no specific 
evidence that it has extraordinary stabilizing effects. The 
same thing happens in Germany; they have another 
approach, that the Lender, the provinces, have to make 
deposits in certain periods of inflationary pressure at the 
Bundesbank. They cannot use all the revenues they have. 
However, that did not avoid a big recession in 1967 and 
extraordinary inflationary pressure in 1970 and 1971. 


We need a rapid adjustment of extraordinary inventive 
policy measures, which must be inventive for every situ- 
ation, all the time. We have to avoid relying upon one or 
two policies solidly and using and over-using them all the 
time with the idea that at the end it has to produce 
some result. This kind of policy setting is not easy, so 
there will be uncertainties and I do not expect that with 
our problems and inflationary pressure we will see a very 
stable evolution within 10 to 15 years. 


We are aiming for an exacting goal; it is not a situa- 
tion of equilibrium, but of tension. I am sorry that we 
cannot expand on this short-term promise more than 
that, but the state of the art today is unable to produce a 
better result. 


Senator Grosart: As someone said, Mr. Chairman, we 
have to invent the future because we cannot predict it. 


National Finance 


May 6, 1971 


Mr. Thur: This is not the opinion of the Council, but 
my personal guess is that the turning point in the present 
situation will turn out to be the fourth quarter of 1970. 


Dr. Gillies: Further to Senator Nichol’s exchange with 
the witnesses, there is quite a body of opinion among 
professional economists that fine tuning really cannot be 
done effectively and therefore ought to be avoided. They 
maintain that trying to apply it in monetary policy has 
caused more harm than good. Therefore Professor Fried- 
man and his school argue that there should. be a constant 
increase in the money supply and departure from the 
swings and changes it brings about. 


What is your opinion with regard to the Friedman 
approach to constant increase in the money supply with 
increase in production? 


Dr. Smith: There is a great range of opinions in this 
area, even in advocates of Professor Friedman’s position. 
Some express views that are Friedman-ish, Friedman-ite 
or Friedman-iac. Our view is that we cannot practically 
visualize operating the monetary policy with some specif- 
ic rule of thumb in which month after month, or quarter 
after quarter, the money supply is increased by such and 
such percentage. We do not live in the kind of world in 
which that is feasible. 


Particularly in Canada, exposed as we are to a variety 
of disturbances, forces and influences of various kinds 
externally, that is not feasible. Internally we have also 
very highly developed and sensitive capital markets. A 
few years ago we witnessed the failure of a significant 
financial institution. Such an occurrence has effects in 
markets and the monetary authorities simply cannot 
ignore the ramifications and influences of this sort of 
thing. 


That is why in laying out our strategy from the early 
stages of the First and Second Annual Reviews we have 
had a view which I suppose one might call Friedman-ish. 
However, it does not stipulate that there is some specific 
percentage increase in money supply to which we ought 
to adhere. There should be scope and we have even 
allowed, as I indicated, for adjustments in strategy under 
certain conditions, certainly for tactical departures in a 
variety of situations. However, our opinion is that we 
should really endeavour to move more in the future than 
in the past from very large to substantial expansion over 
a period of time, to substantial constraint and very tight 
liquidity situations for a period of time, then back to 
expansion in a major way. 


My personal view would be that if the present situa- 
tion, with increases in the money supply of approximate- 
ly 10 to 12 per cent per year, were to continue for an 
extended period we would be laying the basis for devel- 
oping increasing liquidity, which would make the prob- 
lem of stabilization more difficult. That is the type of 
development we try to avoid. 


Within the constraints, uncertainties and instabilities in 
which we have to operate I do not have a precise view as 
to what is exactly appropriate. We are discussing a rough 
order of magnitude approach. 
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Mr. Thur: One consideration is that in a rigid money 
supply evolution we must accépt very high flexibility in 
interest rates. If that very high flexibility is accepted it 
may close a certain number of international channels, or 
everyone has to take the same step and accept the idea 
that they will become Friedman-ized. 


It is not sufficient to be Friedman-ized; we must all be 
Friedman-ized to the same extent. If the United States 
money supply expanded by 6 per cent and that of West- 
ern Germany by 4 per cent we would see $10 billion 
invested in Western Germany within two hours. It is not 
a very easy problem. The rigidity in supply may repre- 
sent extraordinary flexibility in interest. 


Senator Molson: Is our Canadian operation with regard 
to money supply not more complicated by the fact that 
our control over the monetary system is less than ideal, 
in that we have apart from the banks all the near-banks, 
non-banks, and so on, which are a very large factor in 
this country? 


Dr. Smith: Yes; this is a complication in all countries 
that have developed increasingly sophisticated and elastic 
systems of financial institutions and financial relation- 
ships. In a country like Japan, for example, where to a 
very much larger extent the financing of business expan- 
sion is done through the banks, the capacity of the cen- 
tral bank to get relatively quick effects from its policies, 
say within six months or so, is much larger. 


Senator Molson: In other words, if you want fine 
tuning you have to take another look at our system and 
say, “Can you have fine tuning if we accept the Canadian 
system as it is without modification?” 


Dr. Smith: Yes. 
The Chairman: Would you enlarge on that, doctor? 
Dr. Smith: No, I think this is a well taken point. 


Senator Beaubien: Dr. Smith, our pulp and paper 
industry is very important in Canada. Its wellbeing can 
have a big effect on the GNP and employment. In the last 
three or four years their costs went up tremendously 
through wage increases, and when the dollar was 
unpegged last year it had the effect of breaking the 
camel’s back, because their selling price is based on a 
world price and they have no control over that. At the 
moment they are in a very very poor condition; even the 
strongest have passed their dividends, and a lot are in 
danger of going insolvent. Is there any way that could 
have been foreseen two or three years ago; if it had 
been, could anything have been done about it; and if it 
could not be foreseen, what can be done about it now? 
This can have a big effect on our employment and our 
GNP. 


Dr. Smith: I do not have enough knowledge of the 
economics of the pulp and paper industry as such to be 
able to provide a good answer to those questions. 


Senator Beaubien: In any industry can you foresee that 
ahead of time? 
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Dr. Smith: I think that various industries have varying 
factors involved in their growth and development. Some 
of these factors are market considerations, which differ a 
great deal from industry to industry. 


Senator Beaubien: Oh yes. 


Dr. Smith: Some are technological considerations, 
which again may differ very largely from industry to 
industry; some of them relate to the capacities that may 
exist through a variety of channels to effect their produc- 
tivity performance, and therefore their capacity to meet 
rising costs, absorb rising costs in some ways, without 
increasing prices. There is not some simple view that 
applies, in a sense, across the board to industry, which is 
what we are really trying to begin to get at in our last 
Annual Review, when we started to look at some of the 
major sectors of the economy. At that stage we were still 
looking at manufacturing, for example, as a whole, and 
not at its components. I would hope in due course the 
council’s work could develop to a point where it would 
have a better developed view about some of the elements 
involved in particular industries within manufacturing, 
such as the pulp and paper industry. 


Senator Nichol: Dr. Smith, taking the whole of your 
paper on balance, are you saying that what is needed is a 
much cooler approach than we have used in the past? In 
other words, in public terms and political terms the 
people of Canada should accept some variations from the 
ideal, both in terms of inflation rate and in terms of 
employment rate within Phillips curve, if you want, 
without demanding—if that is the word— a violent reac- 
tion on the part of the authorities to correct it. In other 
words, if you are working on a long-term plan towards 
this potential line, this means there will be variations on 
either side. Are you suggesting we should be more toler- 
ant of variations on both these sides and not react as 
quickly or as heavily to correct them; let them move 
with the knowledge, hopefully, that the line is going the 
right way and that with time this will come back on its 
Own, or with some moderate adjustment rather than 
having to be hammered back into the mould? 


Dr. Smith: Yes, I think to some extent that is relevant. 
We have been trying to suggest that there should be 
more attention to and more concern with where it is we 
want to be five to seven years in the future, and how we 
get there. This should not preclude attention to as has 
been pointed out, shorter term problems. We will have to 
deal with many of these on the way along. Perhaps 
especially in circumstances when an economy is perform- 
ing relatively poorly there is a great tendency to focus 
very great attention on the short run problems, on the 
departures from good performance in the circumstances; 
there is a tendency perhaps generally to feel there must 
be some way to get this corrected quickly and easily; we 
just have to find a way, and we have not found it yet. 


I think that what we are really saying is that in the 
modern complex economy there is not some easy and 
simple way; we should not expect that there is some 
simple and easy way. We should set our sights on trying 
to do some of the things that will give us a better chance 
in the future to avoid recurrences of major difficulties of 
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this kind, recognizing that the difficulties we now face 
are not ones that in effect have their roots in what 
happened a few months ago and therefore something can 
be done now to change it back within a few months to 
something, that the roots go back into very complex, 
interrelated elements that take time to work themselves 
out. Policy needs to recognize that it is looking ahead 
over time in doing certain things that will make the 
economy work out, and make the policies and programs 
work out over a number of years. 


Senator Nichol: I do not want to take anyone else’s 
time. May I ask another question, Mr. Chairman? 


The Chairman: Yes. 


Senator Nichol: It is my impression, which may be an 
incorrect one, that over the last period since 1945—I am 
not sure I am using the right date when I say this—the 
provincial governments by and large have been com- 
pletely expansionary in their policies towards industry, 
towards jobs, towards everything. Almost every one, in 
fact every one has been. This has been their preoccupa- 
tion with attempting to reach their growth potential line, 
without identifying it perhaps, I suggest, but just the 
same trying to do it. The federal governments—I do 
not mean this Government specifically, but federal insti- 
tutions—seem to me to have been preoccupied with 
restrictive policies over the last generation in many 
ways, in comparison to the attitude the provinces have 
taken. Is this because (a) that is correct—and I admit 
it is pretty broad brush stuff—and (b) if it is correct, 
is it because of the federal Government’s responsibility 
for the currency system, or are there some other factors, 
psychological factors, that enter into this? 


Dr. Smith: I think I would say the federal Government 
has taken a lead in these major policy settings, but I 
would say that at other levels of government there 
have been changes, let us say on the fiscal policy side 
of significant proportions. A number of provincial govern- 
ments have constrained expenditures, and perhaps even 
more in some cases, various municipal governments are 
caught up in the difficulties. 


Senator Nichol: By choice or by force? 


Dr. Smith: Perhaps not so much by choice, but because 
of the realities of the difficulties of financing or of 
increasing taxes. 


Senator Nichol: In psychological terms, it has not been 
a decision to do it because they wanted to do it but 
because they have been forced to do it by some other 
institutions. 


Dr. Smith: There does appear to me to be a very broad 
basis. This applies in governments generally and in the 
private sector and in individuals’ business concerns and 
institutions. There appears to be a very broad basis in 
which most units and organizations in our system would 
like to have more access to resources, and do more 
things. Some of these aspirations have been obviously 
very high, on the part of municipal governments and 
perhaps in some cases in provincial governments and to 
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some extent from time to time in the federal Govern- 
ment, in its expansion.. There are needs that are per- 
ceived in the cities, for coping with a great range of very 
difficult problems. The cities have been growing with 
striking speed and vigour, much faster than those in the 
United States or in Europe, on the average. 


We have been facing an array of difficult problems, 
some administrations have wanted more resources, in the 
provinces in responding to a variety of needs as they 
perceive them, in their areas of their jurisdictional 
responsibility. 

I do not know how one strikes some kind of balance 
here as to what is appropriate, but I would say that there 
is certainly growing scope and growing need for a broad- 
er co-ordination of fiscal policy on an inter-governmental 
basis. 


We have talked here, we talk in our work always, 
about the fiscal position with respect to all levels of 
government combined. I think that is the proper focus 
that we should be looking at, in our approach to the use 
of fiscal policy instruments. 


Senator Nichol: I think part of the reason is because 
the provincial and, below them, the municipal govern- 
ments, deal in their expenditures and in their operations, 
by and large, with demands from the people, which are 
much more intimate, much more direct and much more 
personal. If you are dealing with demands for sewers, 
schools and roads and garbage collection, this is a much 
more intimate and much more driving force on the politi- 
cal system than is NATO or foreign affairs or something 
of that nature. 


Dr. Smith: I do not really have any comment on that, 
senator. I think that may be the case. 


The Chairman: Dr. Smith, as you reach this potential 
line through the exercise of your proposed policies, you 
would likely be involved in some sort of what is termed 
creeping inflation. Do you feel that a little bit of inflation 
in the economy is not a bad thing? 


Dr. Smith: I feel that we ought to strive to place 
reasonable price stability into the same context of other 
goals. I think we know enough to know that at least 
serious price instability poses a number of very difficult 
problems. 


At the same time, I would not be prepared to say that 
reasonable price Stability must be the kind of goal that 
supersedes all the others, that it stands on a pedestal by 
itself. We must see this in the context of other goals with 
inter-relations and inter-actions about this. 


Senator Grosart: What is the long-term number on 
inflation in our economy since we started our statistics? 


Dr. Smith: Over the post war period, the average 
annual increase in prices has been about 34 per cent. 


Senator Grosart: Is that not a measure, to some extent, 
of what we loosely call prosperity? 


Dr. Smith: No, I do not think I would accept that as a 
measure of prosperity. I would accept it as a measure of 
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simply what price increases have occurred, as best we 
can measure them. There are some deficiencies in the 
measures, too. There are probably some biases that tend 
to make the price calculations look a little higher than 
they may actually be. I would not want to press that too 
far, but somewhat higher. 


Senator Grosart: Is not price deflation a function of 
depression, much like the 1930s? 


Dr. Smith: If you have a situation in which there is a 
great deal of slack in the system and not much demand, 
if demand is depressed, you have an environment in 
which it is more difficult, if this slack is large and 
persistent, to make price increases stick. 


Senator Beaubien: Doctor, you are talking about price 
now, but would not you say that wages have gone up by 
about 60 or 70 per cent in ten years, a little more? Would 
you not say that? 


Dr. Smith: Yes. I do not have the figures of wage 
increases. 


Senator Beaubien: So, roughly, though our prices in a 
lot of cases. have stayed, by mass production, and the 
price may not have gone up terribly, wages have gone 
up. Somebody, who should know, told me the other day 
that a teller in a bank has had a 100 per cent increase 
since 1961. 


Senator Molson: Underpaid, perhaps. 


The Chairman: Have you any idea of bank profits in 
the same period? 


Senator Beaubien: The banks have done well. I am not 
complaining about the banks. The banks have been 
pretty smart. I am saying that that is what has happened. 
I know that a carpenter ten years ago was getting $2 in 
half an hour and now he is getting $6 in half an hour. 
This is due to a few different things here and there, I 
know. Though you may say prices have gone up 3 per 
cent, it is a very mixed bag, it all depends on whether 
you have to hire a lot of people or not. 


Dr. Ostry: I wonder if what is bothering Senator 
Nichol and some of the others is the question of whether 
we can sort out strategy and tactics. You put it in terms 
of turning points. I think we have said that, ideally, one 
would not want to depart from this broad setting of the 
dial, except for short term tactical reasons. But then the 
question comes, how can you tell what is going to be 
short term tactical and how can you tell what is the 
beginning of an underlying change, either in structure or 
in trend, which would necessitate the rethinking of 
Strategy? 


One of the things that is emerging in the literature is 
that you need a larger range of policy instruments, you 
need a larger range of selective instruments, which have 
to be ready; but that you should not make a decision 
until you have to. 


I know this sounds contrary to what we are saying, but 
it is built into the system, that you should not make a 
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decision until you have to, because you maximize infor- 
mation in that way. 


What we have seen in the past is that we have made 
decisions in great uncertainty—and there is always going 
to be great uncertainty—and we have made decisions 
which are very large, so that their consequences are very 
long-run, (a) because of the uncertainty and (b) because 
we have not had a large enough range of selective instru- 
ments whose impact is less pervasive, to deal with these 
tactical approaches. 


If you can do that and if it turns out that you were 
wrong and it really is a strategic thing you are dealing 
with, at least you have not jumped that decision. I think, 
doctor, you were saying there is going to have to be 
enormous ingenuity in this and we have now no specific 
suggestions. I think there has been a perceptible shift to 
more selective instruments in many countries and away 
from massive instruments. 


What we are saying is that massive instruments used 
for tactical reasons become very difficult because their 
consequences are so pervasive and so long run. 


Senator Bourque: My question is simple, Dr. Smith, 
but I think it has a great bearing on the finances of 
Canada. Do you believe there is any possibility that the 
financial situation existing in the United States right 
now will have any effect on our financial position here 
in Canada? 


Dr. Smith: Yes, senator. I think the financial develop- 
ments in the United States, in a great variety of ways, 
have very considerable influence in Canada. Our two 
economies in financial terms are quite closely linked. We 
are linked through a number of institutional channels. 
We are linked in various kinds of market ways. Funds 
flow very easily between markets and institutions in the 
two countries. There are information bases of various 
kinds that can have at times almost instant reflections. 


I think in some ways there are extraordinarily close 
financial relations between the two countries, but in a 
rather general way in today’s world, as one can see from 
this morning’s newspaper, there are very close financial 
links that have merged and strengthened in the post-war 
period. 


Senator Grosart: Dr. Smith, there must be some limita- 
tions on long-term forecasting or planning based on GNP 
figures. In the past there have been many factors that 
have had nothing to do with the GNP but have been 
major determinants in our productivity. 


I think of Rachael Carson’s book and the time lag of 10 
or 15 years before the ecological problem became a major 
factor in the general life of every western country. 
Nobody predicted the problem. It was there for the 
economists to see and for the politicians to see. It came. 
But it was laughed at. It was the subject of scorn in its 
own discipline. Suddenly it is governing our lives to a 
very large extent at the present time. 


Look at Japan. I have seen three different predictions 
in learned papers in the last six months on the direction 
of the Japanese economy in the next five years. Will they 
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devalue or not? Some say yes; some say no; some say 
they will have to do it three times. 

How can we factor-in these things into any kind of 
planning? 

Look at the common market situation. I am sure you 
are well aware of the different interpretations of the 
effect on our economy of the British, Scandinavian and 
other entries into the common market. I actually saw one 
statement to the effect that it would only affect 6 per 
cent of our total exports to Britain. But another state- 
ment by another economist was that it would affect 60 
per cent. I checked that to see if it was a typographical 
error. It was not. 


Consider the problems of regional disparity which have 
been with us since confederation. They have certainly 
been greater in earlier times than they are now, at least 
in human terms, and yet, suddenly, regional disparity 
becomes a topic of popular discussion. Suddenly, if you 
like, politicians are forced to take account of it. 


What will happen tomorrow? What will be the exter- 
nal pressure that will make all predictions and all plan- 
ning that might be made today absolutely invalid? 


I heard something a while ago about a distinction 
between tactics and strategics. The soldiers in Viet Nam 
have found out very quickly that the tail usually wags 
the dog. Nobody worries about strategics there any more. 
It is tactics now, if you like to make a distinction, 
although that distinction has pretty well, disappeared by 
now. 


How do you factor-in these things into these predic- 
tions based on the GNP numbers? 


Dr. Smith: Well, senator, I do not think we know how 
to do that very well with respect to many of these large 
basic things. One hopes that over time we will find better 
ways to take account of these things. 


In that context I would suggest that we should be 
thinking about how we can develop and devote more 
significant resources to social science research in Canada. 
We need better information and better analysis in this 
broad sense. 


Senator Grosart: Has the Economic Council a social 
scientist on its staff? 


Dr. Smith: We have a mixture of people from different 
areas, but no one who is a psychologist or sociologist as 
such. We have a mixture. Perhaps you are pointing to 
the need for more synthesis and interdisciplinary work, 
but that is very difficult to accomplish in the social 
sciences. 


Senator Grosart: They all say they do it. 


Dr. Smith: We are not alone in Canada, but we are 
spending in relation to the resources we have available 
for research in the physical and natural sciences a very 
small amount on research in social sciences. 

I think in both Canada and the United States the 
amount being spent on social sciences is about 3 or 4 per 
cent of the funds being spent on the natural physical 
sciences, It is very small. We need to devote more to it. 
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One of my favourite analogies that I often use concerns 
the DC-8 aircraft. It took eight million professional man- 
hours to put the DC-8 aircraft into the air. We have 
made very few major economic or social policy-decisions 
in Canada with, I suspect, anything like 100,000 hours of 
professional man-time. 


We come up with quite large projects and proposals for 
programs of various kinds, and with very little work we 
put them into the air. 


We also need with that two or three other things. We 
need more experimentation to find out what will work 
and to find out what the wing shapes should be to make 
something fly really well. We need much better devel- 
oped evaluation mechanisms to ask ourselves after we 
have launched something, “Does it really fly? Does it 
really work in relation to the objectives and goals we 
had in mind?” 


Senator Grosart: Without mentioning names, I must 
say that sometimes evaluation means that we do not 
launch programs. 


Dr. Smith: Sometimes when there is good evaluation 
beforehand we realize that we should not put the thing 
into the air, because it will not fly. 


The Chairman: We will have one last question from 
Senator Nichol and then we will adjourn. 


Senator Nichol: The crisis news this morning concerns 
the U.S. dollar in Europe. What fascinates me about it is 
that at the moment it is not really being called the 
devaluation of the American dollar; it is being called the 
revaluation of the other currencies. Perhaps it is really 
the same thing. It used to be in the past that we would 
read in the paper every week that Fort Knox gold was 
going down—and at that time it was going to France. We 
have been reading in the papers for years about the 
strain of inflation. There was the Johnson administration 
and then the Nixon administration and after that the 
strain of the Viet Nam war and what that was going to 
do to the dollar. 


President Nixon predicted a $3 billion deficit which 
turned out to be almost a $17 billion deficit, and in recent 
months there has been a fantastic output of money in the 
United States which has put the stockmarket way up. 


And yet no one, except a few reasonably sophisticated 
people, have been looking at what was going to happen 
to the U.S. dollar. It now appears that “it” is happening. 
Perhaps nothing will happen, but it looks pretty messy as 
of this morning. 


Senator Grosart: Could you name the few who predict- 
ed it? 


Senator Nichol: I could name some, yes. 
Senator Grosart: I have not seen their predictions. 


Senator Nichol: There are several market services and 
banking houses and so on, and I think I am correct in 
saying that Pierre Rinfret discussed it quite a bit, 
although I may be wrong there. But I am really asking 
how can this happen. Does it happen deliberately? Does 
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it happen by accident? Or is the whole thing an uncon- 
trollable situation? That is a good question. 


Dr. Smith: And I do not have a good answer. 


Senator Nichol: But it did look almost inevitable, did it 
not? 


Dr. Smith: Well, I think there have been a number of 
people who have been concerned that the United States 
balance of payments position was one that was not so 
healthy and there were certain vulnerabilities involved in 
the large accumulation of dollars abroad. Consideration 
of how to cope with this type of problem has been on the 
analyses have been made but nobody has really ‘come up 
with good simple solutions to basic problems of this kind. 
There have been some fairly fundamental studies going 
forward under the International Monetary Fund to look 
at the whole international monetary mechanism which 
was set up after the war and which, on the whole, has 
served very well over the last 25 years. But there are 
problems involved, and they have been looking at these 
problems to see whether they can change or adapt the 
system in some useful way. There have been some 
changes made such as the introduction of the Special 
Deposit Receipts but obviously there still remain needs 
for further adaptation and development, and these are 
still under study. 


Mr. Thur: In general we had this situation for about 
two or three years and everybody was aware of the 
problem. The problem is one of the real timing of this 
crisis which nobody expected now. Everybody expected 
that it would happen in about two or three years from 
now and for one very basic reason. You can see in the 
newspapers today that some central banks refused to buy 
dollars while others did not. The Bank of France is 
continuing to buy them as well as the Bank of England 
and the Bank of Italy. So everybody expected that the 
general arrangement of exchange rates would take place 
when some progress was made on a European common 
currency, because the problem of devaluation or revalua- 
tion of moneys or the devaluation of the dollar involves a 
question as to the exact level. Today the situation of the 
dollar having regard to all the different countries is very 
different. The surprise was that the market was so ner- 
vous about the future of the American dollar and just 
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One common communique of five research institutes in 
Germany which meet twice every year and which issues 
communiques twice every year, had just one sentence 
that perhaps the German. problem would be solved—that 
is inflationary pressure—by accepting the Canadian 
example and floating the exchange rate. And then you 
had the next day the explosion of this speculation. 


Senator Nichol: What I really wanted to say there was 
that with all the economic planning and all the plotting 
and figuring and analysing and everything, in the final 
analysis what has happened has been, perhaps, not the 
result of economic forces in a narrow sense but of politi- 
cal forces which have said “Enlarge the money supply 
and we will stay in Vietnam”, which makes your job 
infinitely more difficult. 


Senator McLean: With reference to Senator Nichol’s 
question concerning the American dollar and the pound- 
ing it has taken in the last two days, what effect will that 
have on the Canadian dollar in relation to the American 
dollar? 


Dr. Smith: I don’t have a view on that, and I think it 
would be a very brave and bold man who would express 
a view as to what might happen. It may have very little 
effect. 


Senator Grosart: I just want to say, Mr. Chairman, that 
a philosopher a long time ago was asked for a definition 
of inevitability and he said the only definition he could 
give was that “It is what happened.” 


The Chairman: Honourable senators, next week we 
will hear from Dr. Lipsey who is an expert on the British 
prices and incomes policy; from Dr. Crispo who has filed 
with the committee a most provocative paper on the 
problems of labour unions and negotiations and the Gov- 
ernment position apropos those negotiations; and from 
Mr. Gibson who I think will probably represent the views 
to a large extent of some of the members of the practical 
business community. It should be an interesting week. 

I should like to thank Dr. Smith, Dr. Ostry and Mr. 
Thur for so skillfully laying what I consider to be an 
excellent foundation on which the committee hearings 
can go forward. 


The committee adjourned. 
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Orders of Reference 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, March 9th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martina PC: 

That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, March 17th, 1971: 


“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 

That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel 
as may be necessary for the purposes of its examina- 
tion and consideration of such legislation and other 
matters as may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, April 28th, 1971: 
“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C:: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 

Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
applicable as well in respect of its examination of 
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the said question of fiscal and monetary policy in 
Canada. 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 


“With leave of the Senate 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relations thereto. 


The question being put on the motion it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 


Minutes of Proceedings 


Wednesday, May 12, 1971. 
(7) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
10:00 a.m. to consider the question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett (Chairman), 
Benidickson, Bourque, Croll, Grosart, Laird, Langlois, 
McLean, Nichol, Phillips and Sparrow. qd). 


Also present but not of the Committee: The Honoura- 
ble Senators Cameron, McGrand and McNamara. 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. W. Neville, Editorial writer; 
and Mr. E. J. Brower of the Parliamentary Library, 
Division of Economics. 


Heard as witness: Dr. Richard G. Lipsey, Professor, 
Department of Economics, Queen’s University. 


At 12:45 p.m. the Committee adjourned to 2:30 p.m. 
today. 


At 2:30 p.m. the Committee resumed. 


Present: The Honourable Senators Everett, (Chairman), 
Beaubien, Benidickson, Bourque, CrolletliayceLsnor, 
Laird, Langlois, Manning, McLean, Methot, Molson, 
Nichol and Sparrow. (15) 


Also present but not of the Committee: The Honoura- 
ble Senators Lamontagne, Lawson, McGrand and 
McNamara. 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; and Mr. E. J. Brower of the 
Parliamentary Library, Division of Economics. 


Heard as witness: Dr. John Grispo, Director, Centre for 
Industrial Relations, University of Toronto. 


At 5:10 p.m. the Committee adjourned to May 13, LOWAG 
at 10:00 a.m. 


ATTEST: 


Gérard Lemire 
Clerk of the Committee 


The Standing Senate Committee on National Finance 
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Ottawa, Wednesday, May 12, 1971. 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 10 a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, in resuming our 
hearings on growth, employment and price stability in 
Canada, we are fortunate in having as a witness this 
morning Dr. Richard Lipsey who is presently the Sir 
Edward Peacock Professor of Economics at Queen’s 
University. 

Dr. Lipsey holds his doctorate in economics from the 
London School of Economics. He was Professor of Eco- 
nomic Theory at the London School. He has been Profes- 
sor of Economics at the School of Social Studies at the 
University of Essex, in Colchester. He spent the academic 
year 1969-1970 as Professor of Economics at U.B.C. 
before moving to Queen’s. 


Dr. Lipsey’s publications include an English publication 
entitled An Introduction to Positive Economics. An 
American publication is entitled Economics. He has also 
written a work entitled Introduction to the Mathematical 
Treatment of Economics and a Study of the Theory of 
Custom Unions. 


From 1961 to 1963 Dr. Lipsey was Director of Research 
into Obstacles to Growth in Britain for the National 
Economic Development Council. He has also worked with 
the Social Science Research Council, the National Insti- 
tute of Economic and Social Research, and was a member 
of the Council of the Royal Economic Society. 


Dr. Lipsey has specialized in the relationship of the 
theoretical and practical aspects of economics. He is an 
expert on the method through which the British Price 
and Incomes Policy operates and he has made a particu- 
lar study of the results of direct intervention of price 
levels. 


Honourable senators, you have the brief that has been 
filed by Dr. Lipsey. It is not our practice for witnesses to 
read the brief, but rather to speak briefly on the high- 
lights and on any other material that they wish to bring 
forward, and then to have questions. I would now ask Dr. 
Lipsey to take the stand. 


Professor Richard G. Lipsey, Department of Economics, 
Queen's University: Mr. Chairman, honourable senators, I 
should first like to tender an apology. The brief, due to 
my absence until yesterday afternoon, was dictated over 
the telephone and there are a few typographical errors 
which I am sure you will all manage to catch. I do know 
that plural verbs should go with plural subjects, which 
did not always come across the telephone. I do not think 
that any of the typographical errors will upset the under- 


standing of the brief. However, I should like to point out 
that on page 2, line 8, The word ‘‘known” should be 
“non”. 


I do not really propose to rehearse what I have written 
here, but I should like to highlight and elaborate on two 
points that I did not have the space to elaborate on in the 
Written brief, and then I would like to make four short 
comments on the brief presented to you by Sir Roy 
Harrod. After that I shall be pleased to try to answer any 
questions. 


There is a long history of incomes policies in the 
European countries since ihe war. These attempts have 
been made at varying times with varying degrees of 
intensity ranging from pretty well merely exhortation 
through to policies with some fairly strong teeth in them. 


The experience of these policies has been chronicled in 
great detail by Professor David Smith in his study of the 
Economie Council of Canada, and that is an absolutely 
excellent source for the facts of what was done in vari- 
ous European countries and an assessment from the 
horse’s mouth of how successful they thought their poli- 
cies were. 


Coming now to the first point in the brief, one of the 
really unsettled questions in economics is the extent to 
which post-war inflations have been what the economists 
call demand poor inflations associated with too much 
demand pressure in the economy, and the extent to 
which they were what are normally called cost push 
inflations, inflations that were generated by pressure par- 
ticularly from the unionist sector of the economy on 
wages, pressure that was independent of the level of 
demand—and if it is independent of the level of demand 
by traditional measures of fiscal and monetary policy. 


I think it is the majority opinion—one can always find 
exceptions, but I think it is the majority opinion, and 
that opinion is chronicled in Dr. Smith’s work—that it is 
extremely difficult over any long period of time to con- 
trol inflation by means of an incomes policy, whatever its 
particular form, when the economy is suffering from 
severe excess demand pressures. This seems to be an 
extraordinarily difficult thing to do. Incomes policy really 
comes into its own if the economy is suffering from 
cost-push pressures that cannot be controlled by aggre- 
gate demand policies. When I say “come into its own’, I 
mean that here is the place where we cannot say on the 
basis of past evidence, categorically, that it cannot work, 
but even here it has extreme difficulties. 


I would say that one of the questions that will be 
settled in the next few years by professional economists 
but which is still a subject of debate—and is not an easy 
question to settle—is the balance in the amount of infla- 
tion in the various countries including Canada that can 
be accounted for by an independent cost-push inflation. 
But since we are not by any means certain, and since it 
is a very difficult issue to settle—and I know because I 
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have tried it for the U.K.—the scope for an incomes 
policy to stop cost-push pressures is as yet somewhat 
uncertain and somewhat a matter of debate. 


Nonetheless, if one does try, there are really two things 
that have to be distinguished, and both of these have 
been tried in Europe. One is that you may wish to use an 
incomes policy to slow down temporarily the rate of 
inflation to get over some temporary crisis. Typically in 
the U.K. and in the Netherlands and elsewhere this tem- 
porary crisis has been a balance of payments crisis, but it 
does not have to be. 


There is good evidence, some of which is chronicled in 
work that I have done, that for a short period of time the 
rate of inflation can be substantially slowed. By “sub- 
stantially” I mean 2 to 3 per cent less than it would have 
otherwise been for a short period of time by direct 
intervention. And even quite informal direct interven- 
tion, if it has the co-operation of unions and employers 
can work for a short period. And by “short” I mean 
anything from a quarter of a year, which was the U.K. 
experience to which Sir Roy Harrod referred, up to two 
years, which was the experience under Sir Stafford 
Cripps in Britain in the late 1940s. 


I take it, however, that when we become concerned 
over the problem of full employment without too much 
inflation we are not thinking of some temporary slow- 
down in the rate of inflation. We are really concerned 
with the long-run behaviour of the economy. If we con- 
template an incomes policy to reduce the apparent dilem- 
ma between trying to have full employment and trying to 
have something close to a stable price level, we are 
thinking of a policy that must operate over a very long 
period of time. 


The evidence is, I think it is fair to say, that this is 
very much more difficult than some short term of slowing 
down the rate to meet some temporary crisis. 


I shall just allude to two of the problems that occur in 
any incomes policy but which become more important 
the longer that policy is meant to operate. The first and 
obvious problem is how to operate it. How do you geta 
rate of increase of prices and costs lower than they 
otherwise would be. Exhortation guidelines do seem to 
have had some effect for short periods in the times that 
they have been tried. I think it is fair to summarize the 
evidence by saying that they tend to have progressively 
less effect as time goes by. This is an opinion, and it is 
always extraordinarily difficult to read the diverse facts 
of many countries, but I think my opinion on reading the 
facts is that if we are going to imagine an incomes policy 
that really has a substantial bite over a long period of 
time, something much more substantial than exhortation 
is required. This means some kind of control and, gener- 
ally, some kind of teeth that can punish those who avoid 
it or try to seek to avoid it. 


I do not want to go into these controls now, but it is 
obvious from wartime experience and experience else- 
where that these controls are not easy things to adminis- 
ter. They are costly. They are things that would be 
accepted in a relatively free market society only if it 
were thought that the gains were substantial and were 
worth the cost. 


Even if you could overcome the problem of control, 
really serious problems arise when you ask yourself how 
to exercise the control. 


In the brief I quote Professor David Smith in his study 
for the Economic Council of Canada. I would just draw 
your attention to Smith’s general conclusions as the 
result of his study in the countries that he looked at in 
Europe. His conclusion was that the cruder the target 
that is given for the increase in wages and prices the 
easier it is to control. If everybody gets 3 per cent a year 
that is, administratively, fairly easy to control, but it 
tends to cause problems with the workings of the market 
in in adjusting relative prices and relative wages. 


The more subtle the control or the more you attempt to 
take account of differences in market conditions in the 
sectors of the economy, the harder it becomes to adminis- 
ter. So there is always some dilemma between ease of 
administration and a control that does allow the various 
sectors of the economy to adjust to each other. 


I should like to spend two minutes elaborating the 
problems with one of the slightly more subtle controls 
than just the statement: Everything goes up at X per cent 
per year. To show them I will just concentrate on con- 
trols over wages, which must always be a key part of any 
incomes policy. 

Beyond saying that every wage rate goes up by some 
amount per year—usually the trend increase in produc- 
tivity, the next more subtle control is to say that each 
sector will have an increase in wages equal to its own 
productivity increase. Experiments along some of these 
lines have been tried in the U.K. Now, the problem with 
that is that as the economic growth proceeds and people 
become richer in real income, the way in which they 
want to spend their money does not necessarily, and by 
observation does not, conform to the way in which pro- 
ductivity is increasing. And of course the most dramatic 
example from past history has been the rapid rates of 
growth of productivity in the agricultural sector com- 
bined with very low increases in demand. The opposite 
one would be very rapid increases in demand in the 
service sector combined with rather low productivity 
increases. 


If the pattern of demand changes, as we observe it to 
as income rises, then it is necessary that the resources of 
the economy, labour, et cetera, are reallocated to meet 
the changing pattern of demand. If we say arbitrarily 
that wages will go up according to the rise in productivi- 
ty in a particular sector, we may quite easily find our- 
selves in a position where we are raising wages fastest in 
those sectors where not only is more labour not needed 
but the supply of labour needs to be reduced. Conversely, 
we are denying increases in wages in those sectors where 
more labour is required. 


The Chairman: Would you go back over that again, Dr. 
Lipsey? 


Dr. Lipsey: I will take a run at that again. If we say 
that each sector will have an increase in wages equal to 
the rate of productivity growth of the labour in that 
sector, then we will say, for example, that one of the 
fastest rates of increase in wages will be in agriculture, 
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because productivity is growing rapidly there, and one of 
the slowest rates of increase will be in those service 
sectors where productivity is growing slower. So we will 
change the structure of relative wages according to what 
is happening in productivity. That does not necessarily 
conform to what is happening to the change in demand, 
as people’s real income rises. Indeed, it is observed that it 
does not, and I have tried to give two examples. 


, Senator Grosart: How long is the lag between the 
establishment of a productivity rate and its visibility 
publicly? 


Dr. Lipsey: Well, there is also, of course, a lag problem. 
Short-term changes do not show up and you have a very 
difficult problem in calculating them. Economists have 
great difficulty in calculating rates of productivity 
growth. Indeed, one of the Dutch problems referred to by 
Professor Smith is that the unions became convinced that 
the Dutch measures of productivity growth were not 
correct and were indeed biased downwards. One of the 
reasons for the breakdown, I think, was the loss of confi- 
dence because the productivity measures to which wage 
increases were geared were not fair. But it is extremely 
difficult just in principle, even with the best will in the 
world, to calculate these things. 


Secondly, as you mentioned, senator, there is lag in 
your information. And then you come back, to finish he 
to my problem that if the pattern of demand is changing 
you wish to move labour into sectors even though pro- 
ductivity is not rising. If that is what people want to 
spend their income on, then it is necessary to get labour 
allocated in that direction. 


Senator Grosart: Would your knowledge lag be less 
than a year at any time? 


Dr. Lipsey: No. I think it would be almost impossible 
to have reasonably agreed productivity figures with less 
than a year lag. If you look at the productivity figures 
reported by any government—and I have not looked 
carefully at DBS; I am more familiar with the British 
ones—they are being revised continually for about three 
years after their publication. The revision is often quite 
substantial. There was a period in Britain where we 
thought the underlying growth rate was quite substan- 
tially different and then three years later we finally came 
to agree that it was, so that the lags can be very long. 


Senator Grosart: Would it not also be influenced by 
capital investment, technological developments and so 
on? 


‘Dr. Lipsey: Indeed. If I may elaborate a little on this, 
one of the reasons the British wanted to get some pro- 
ductivity gearing is that quite naturally they wanted 
union co-operation in introducing new techniques that 
might displace some people from jobs but would raise 
productivity and wages for those remaining. So one of 
the reasons for saying “if you have an extra high produc- 
tivity rise in your sector or industry, we will give you an 
extra high wage increase,” was an incentive to the unions 
to,co-operate. But it does pose this problem that you are 
then going to gear, if-I can put it in an economist’s 


nutshell, the structure of relative wages to the supply 
side of the economy while ignoring the demand side. 


Senator Laird: Having in mind your theory, where 
does this group on fixed incomes fit in. 


Dr. Lipsey: This is another thing that becomes extraor- 
dinarily difficult with an incomes policy—how you oper- 
ate on those people with fixed incomes, or, if I can 
elaborate on this, those people for whom it is almost 
impossible to get any productivity measure, and the 
public sector is a classic example of this. Here I am 
referring to schools, civil servants and all sorts of people. 
It is much easier in industry than it is in the other 
sectors. 


Senator Laird: It is in fact impossible in these sectors? 


Dr. Lipsey: Oh, yes, it is. By that I mean there is no 
way in which I could imagine getting an agreed produc- 
tivity figure for the other sectors. The tendency, there- 
fore, is to take the national average. 


Senator Laird: Therefore there is no solution to the 
problem so far as they are concerned. 


Dr. Lipsey: No, indeed, there is not. There is no ques- 
tion that there are sectors for which it is for all practical 
purposes impossible to get anything approaching an 
agreed measure of productivity, and those are the places 
where the two sides to the bargain are obviously going to 
fall out because the room for disagreement is so large. 


Senator Laird: Then what happens to these unfortu- 
nate people? 


The Chairman: Senator, I wonder if we could allow Dr. 
Lipsey to complete his statement and then we will come 
back to those questions. 


Senator Laird: Fine. He knows what I have in mind. 


Dr. Lipsey: That is one point I had not elaborated on in 
the brief, and the other point which I have referred to in 
the brief, the last point, is something on which I did a lot 
of work in Britain in trying to assess the effectiveness of 
the British incomes policy experiment that tended to get 
progressively more serious—that is, more teeth—as time 
went by. Professor Parkin and I put two man-years into 
getting really firm evidence on this as opposed to opinion 
which was extraordinarily difficult, and I am not sur- 
prised at how little we know because it is so difficult to 
answer even one question properly. But what did we 
find? I shall state the conclusion and then try in two 
minutes to deal with the reasons why. I think this is an 
extremely serious problem with an incomes policy. What 
we estimated for Britain was that in the latter part of 
the 1960s the incomes policy, operated at its strongest 
and with the most teeth in it, actually was inflationary. It 
is awfully hard to put a figure on it, but our estimates, 
which were the closest we could get, were that it raised 
the rate of inflation in Britain something between 1 and 2 
per cent above what it otherwise would have been for 
equivalent market conditions. That is the state of 
demand, employment, output, etcetera. Now the reasons 
for this take a lot of expounding and there is a ten-page 
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article in front of me but I shall try to give the reasons 
very briefly. First, you have to start with an overall 
guideline and then you are going to allow departures for 
the reasons we have discussed. It is awfully hard to sell 
anybody an overall guideline that is less than the trend 
rate of growth of productivity. Why should we accept 
anything less than that? Whether you could do it is a 
political question, but it certainly is politically difficult. 
Let us assume that we start with the guideline being the 
trend rate of growth of productivity. Now if money 
wages rise at that rate, that, as a rough rule of thumb, is 
a non-inflationary increase. But what actually happened 
was that the guideline became the floor, particularly in 
the public sector which was already alluded to, and 
where it is awfully hard to know what it should be 
anyway. The guideline, as I say, became the floor and 
then the bargaining started as to how much you could go 
up from the guideline and the evidence is that some 
sectors did manage to get substantial increases above the 
guideline. Now that was all very well when they had a 
real demand inflation on their hands. They might have 
had an explosive situation. They appeared to slow down 
the rate of increase of wages slightly. Then they said, 
“Let us do the rest of the job by traditional measures of 
depressing demand.’ So they depressed demand, and 
because they had built the floor in they lost the demand 
effect that they otherwise would have got, and if we take 
the economy when it was slightly cooled with a slightly 
higher level of unemployment, the evidence is that the 
rate of increase of money wages was substantially more 
than it had been for that level of demand when there 
were no guidelines. The net effect was that they got the 
unemployment, they got more inflation than they would 
otherwise have had and they had all the apparatus of 
controls as well. 


Now, that does not have to happen, but I think at the 
very least it can be said that it did happen in Britain and 
I think it should be pointed to as a real danger in having 
your guideline become a floor and having an effective 
average increase substantially exceeding the guideline, 
because you are never 100 per cent effective, and then, 
particularly when the economy is in slightly depressed 
conditions, you are worse off than you would have been, 
because you lose the depressing effect of a slightly slack 
labour market that you would otherwise have had. Now, 
if that is not clear, I would be quite happy to come back 
to it later. 


Now, if I could pass on, I should like to make four 
comments on the brief presented to you not long ago by 
Sir Roy Harrod. At the outset I want to stress, as I have 
already tried to stress, that this is not a simple area. It is 
an area in which what we do not know is at least equal 
to what we do know. There is some knowledge, but there 
is plenty of uncertainty and plenty of room for honest 
differences of opinion. However, I just want to deal with 
four points arising out of what Sir Roy said which I 
think were very important. 


First, he said that the inflation in the last two or three 
years was a totally different phenomenon from what we 
have had in the past and that we must therefore look to 
new explanations and to new cures. Now, I took the 


trouble last night of just plotting the level of wage and 
price inflation in Canada against the level of unemploy- 
ment as an index of demand in Canada, and without 
bothering you with the details, I think that is a slightly 
extreme judgment. I think that quite clearly something is 
happening to cause concern, but I think there are other 
explanations that need to be studied by economists. It is 
too soon—and here a careful study has to be made and I 
hope to set out on one myself in the autumn—to take the 
view that the whole world has changed and we must look 
for new choices and new solutions. If you take the figures 
for wage inflation in 1968 and 1969 in Canada, you will 
see that they were high for the levels of unemployment 
which we had. But if the level of unemployment was 
three-quarters of 1 per cent lower than it now is, no 
one would have looked twice at those points; the points 
would have looked to be very close to what we had— 
let us take it a little stronger and say if the level of 
unemployment had been 1 per cent less than it was. 


I am still disturbed at the inflation that we have had, 
going along with the unemployment, but given that it 
was about what we would have expected with 1 per cent 
less, it seems to me that before we accept this extreme 
view other possibilities as to why the economy behaved, 
as I would say, slightly differently from the way it had in 
the past would need to be investigated. I have not inves- 
tigated that yet but intend to try. However, I think that 
is just a little strong. 


There are two other points. Sir Roy Harrod addressed 
himself to the British experiment and referred—and this 
was widely quoted—to the six months’ wage freeze 
which, in his words, was 100 per cent successful. I am 
afraid I cannot agree with that, and I think one must 
accept that as a slightly off-the-cuff view. 


I have in front of me a chart from the study to which I 
have already referred, that we made of British incomes 
policy and what, in fact, we found was that in the first 
quarter of the wage freeze wages did rise much less than 
would have been expected for the equivalent state of the 
economy; they rose by almost 3 per cent less for a 
quarter. But in the second quarter of the wage freeze 
they were only half of 1 per cent less than you would 
have expected. Indeed, David Smith in his study states 
that the six months’ wage freeze was already breaking 
down before it was abandoned; and the objective evi- 
dence here is that it was, in the sense that in the second 
quarter you were almost back to what you had. But even 
more interesting—and this chronicles what has happened 
in so many places—when the six months’ moratorium 
was over, the most rapid wage increase ever achieved in 
Britain, for that level of the state of the economy, was 
posted for the next two quarters. The wage increase was 
4 per cent above what it had ever been for the equiva- 
lent state of the economy, so that the six months’ 
moratorium was reversed in the following six months. I 
think that supports what has been found so often: you 
can do it as a shock measure, for a while; but if it does 
not then work the effect is reversed, and a year and a 
half from then it is very hard to tell, looking at the level 
of wages and prices, that anything had ever happened. 
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Senator Nichol: I just want to get the figures clear in 
my mind. You said 3 per cent less and a half per cent 
less. You are talking about 3 per cent and a half per cent 
of the total cost; you are not talking about 3 per cent of 
the increment? 


Dr. Lipsey: I am sorry. 


Senator Nichol: You said it was a half per cent lower 
than it had been. You mean it is a half per cent of the 
absolute figure? 


Dr. Lipsey: I am sorry. I can state it again. 
Senator Nichol: No, I understand it. 


Dr. Lipsey: The technique is to estimate from times 
when there was no incomes policy what you got by way 
of wage increases for given states of demand. In that 
quarter the index of wages rose by 3 points less than it 
ever had before for an equivalent state of demand. In the 
following quarter it rose by one-half of one point less 
than it did normally. In the following quarter it rose by 
four points more than it normally did for that state of 
demand. 


The Chairman: The freeze was off then. 


Dr. Lipsey: The moratorium was off, and there was 
then an attempt to operate a review policy, but a volun- 
tary one. The actual freeze officially lasted two quarters, 
but appeared to be breaking down anyway and was very 
difficult to operate, and once the absolute freeze was 
taken off this is what happened. 


Senator McLean: And the average of the four quarters 
was higher? 


Dr. Lipsey: I have not got it here. I am reading it 
visually from a graph, but I think there is no doubt that 
the average for the four quarters was higher than it 
would have been, which supports what I said earlier. I do 
not think there is any question that if I average those 
four quarters it would be above what they were getting 
without an incomes policy for the equivalent state of the 
economy. 


The Chairman: Is not the empirical data the same for 
the Korean war freeze imposed by the United States? 


Dr. Lipsey: From memory I believe that is true for the 
United States; from knowledge it is true for Britain. Sir 
Stafford Cripps had the wage restraint that did work in 
the late fifties but, as soon as they took the lid off, the 
rate of increase was faster, and if you average it over the 
wage freeze in the subsequent two years it is just what 
you would have expected without an incomes policy for 
that kind of pressure demand. 


That is really all I wanted to say with respect to Sir 
Roy, but I just mention one thing. Sir Roy quotes the 
Dutch experience. The Dutch experience is very mixed, 
and I do not want to go into it in detail. It is chronicled 
by David Smith, but Sir Roy says he thinks it broke 
down because of entry into the Common Market. I think 
that is too brief a statement to get one’s teeth into but, 
certainly. David Smith, in his summary of the Dutch 


experience, suggests that it broke down for more funda- 
mental reasons. 


If I could just summarize them, they are three in 
number. The first is a much heavier pressure of demand 
in the economy than they had before, and it proved 
almost impossible to operate the incomes policy fighting 
very heavy demand. The second is the lack of belief in 
the unions that they were being fairly treated, the distri- 
bution of income had been moving against wages and 
towards profits, and the unions ceased to believe that 
they were being fairly treated and their corporation evap- 
orated. And the third, and final point, a more funda- 
mental feeling anyway that the unions felt they were 
there to serve the special interests of labour and to push 
for them, and it became very difficult for them to do this 
while committed to such a severe incomes policy. 


I would like to put on record that there is an imposing 
view that has been studied in more detail and chronicled 
in detail, that the Dutch experiment broke down for 
more fundamental reasons than was suggested. 


The Chairman: On behalf of the Committee, Dr. Lipsey, 
I would like to thank you for your statement that is 
notable for its clarity. We will now move to questions. 


Senator Laird: Perhaps you would continue dealing 
with the particular segment of society I have in mind, the 
old age pensioners, who face the very real problem of 
inflation on fixed incomes. You have not touched on that 
in your brief, and I consider it a very vital factor. 


Dr. Lipsey: If you take old age pensioners and people 
like that, of course, the incomes policy, which is meant to 
try to control inflation, is meant to be in their interests: 
You really have two questions then. If you have an 
incomes policy that works, how do you give protection to 
these people? If incomes policy really worked, that is, if 
it stopped inflation, then you will have given them the 
protection they needed. All the evidence is that even in 
the most fierce incomes policies they do not work to that 
extent; at best, they might slow down the rate of infla- 
tion. Then it becomes a problem of building into your 
policy inflationary hedges for people such as this, and I 
suppose the typical one that is looked at is something 
along the trend rate of growth of productivity. 


I do not think there is much doubt from British evi- 
dence that they were left behind, and indeed, one of the 
things that always worried me about the incomes policy 
in Britain was that when everyone complained about the 
very real suffering of these groups the reply was “Our 
incomes policy is just about to get off the ground, it is 
just about to start working, so we do not have to build 
any hedges for you.” Twenty-five years later we are still 
trying. We are still agreed that if it is going to work it 
has not worked yet, and this allows the Government to 
partially avoid or evade, whatever word you want to use, 
this very real responsibility of worrying about these 
people. 

I would prefer us to say “We are going to try, but we 
must accept on evidence that it will be very difficult to 
completely remove inflation and we must therefore 
address ourselves as a matter of policy to built-in hedges 
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which will remove the worst causes of inflation from 
those who suffer most.” 


Senator Laird: What hedges, for example? 


Dr. Lipsey: The cost of living hedge and old age 
bonuses. 


Senator Laird: This is what worries some members of 
the committee—namely, that the simple solution is to 
increase the fixed rate of income from Government 
sources, and in the National Finance Committee we know 
it is not easy to raise any more money by taxation. 


Dr. Lipsey: It is not easy to raise money by taxation. 
The demands on the Government for the taxes that it 
raises is always heavy and in excess of what it can get 
its hands on. But if you are having an inflation of, let us 
say, 3 per cent or 4 per cent per year, your money tax 
revenue is automatically rising at least that and usually 
more, because the built-in progressivity of the income 
tax does not allow for inflation, so that your real yields 
are rising. If other people demand part of those funds, 
that is something of a political problem. But there is not 
an economic problem in the sense that the Government’s 
money revenues automatically raise, and if its money 
expenditures on such things as old age pensions 
automatically rise by the same rate, the rate of inflation, 
then no real extra burden has to be found. 


The danger is that since demands are expending else- 
where, the money is used for other purposes. But there is 
not, as it were, an economic problem of real demand on 
the economy. If your taxes go up with the rate of infla- 
tion, your expenditure on these groups go up at the same 
rate. 


Senator Laird: May I introduce another topic? 


The Chairman: I have Senator Grosart, Senator 
McGrand and Senator Nichol. May I come back to you 
later? 


Senator Laird: Yes. 


Senator Grosart: Have economists been able to find 
any historical relationship between the rate of inflation 
and the rate of rising income? In other words, have they 
been able to assess income rises as a component of 
inflation? 


Dr. Lipsey: By income rises, you mean real income? 
Senator Grosart: That is right. 


Dr. Lipsey: No. It is on eof the things that bothers me 
a bit. It has been the subject of continual debate. But 
turn it the other way around: does inflation contribue to 
or harm the rate of growth of real output, real produc- 
tivity in the economy, and hence a rise in real living 
standards. 

In Britain this was debated a great deal. The Govern- 
ment, by official statement, took varying views on this. 
The traditional wisdom of economists varying from 
Keynes was that mild inflations were more conducive to 
growth of real output and real living standards than 


stable or falling price levels. This was challenged and 
debated but never conclusively settled. 

There was an unpublished paper of mine where I tried 
to discuss this aspect, but it was so extraordinarily dif- 
ficult that I really needed the resources of a full research 
team, which was not forthcoming at the time. The only 
honest answer is that there is no firm evidence that the 
rate of growth of real income and real living standards 
would be much different if we had, say, one per cent 
inflation or 5 per cent, taking that modest range. I believe 
we should be able to do better than that. At least, I hope 
we will at some time. 


Senator Grosart: In the Canadian experience, or any 
other national experience with which you are familar, 
have you been able to isolate wages as a percentage 
component in any inflationary period? 


Dr. Lipsey: I think you probably have something on 
your mind about which I am being obtuse. You can 
certainly take the increase in total money income in a 
year—-let us say it is 10 per cent—and you can say “What 
fraction of that was represented by an increase in money 
wages, what fraction was money profits and what frac- 
tion represented the other components?” That is statisti- 
cally not a difficult thing to do. I do not have the figures 
at my finger tips, but such a table could be constructed. I 
am not sure where you want to go from there. 


Senator Grosart: If it is possible I should like to get an 
opinion as to the order of magnitude of wages and sala- 
ries as a component of inflation. 


The Chairman: In relation to what? 


Senator Grosart: Wages and salaries in relation to 
inflation. 


The Chairman: Is there any other relative term? 


Senator Grosarit: We know there are a number of 
components in the rate of inflation. It has causes, and one 
of the causes is said to be wages and salaries. I am asking 
you what is the important cause? 


The Chairman: Against interest rates? 


Senator Grosart: We have an inflation rate. Of that 
how much is wages and salaries responsible? Is it large 
or small? Is it significant or insignifiant—or is there 
no causal relationships at all. 


Dr. Lipsey: It is certainly accepted that there can be a 
causal relat.onship and there probably is, that inflation 
can initiate in the wage sector. You can demand and get 
wages well in excess of productivity and this can be a 
cause of inflation. It is also possibe that if we have a 
general boom in the economy brought about by Govern- 
ment policy, or a private investment boom, the excess 
demand can lead to a rise in prices and also to a rise in 
wages as employers compete for scarce labour or try to 
stop their labour drifting off elsewhere. 


The reason that it is difficult to disentangle is because 
both of these are going on at the same time. If we 
discover that wages went up last year 6 per cent and 
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productivity 3 per cent, it does not follow that the wage 
increase was the cause, because it could be that the 
demand in the economy led to a rise in prices, that the 
competition for labour put up the wage rate. But that is 
different from saying it was initially the fault of the 
wage earning sector. Usually you have both of these 
things happening at the same time. That is the reason 
why economists still debate whether the cause of infla- 
tion is related to the cost portion and how much each of 
them contr.butes to inflation. I think that like so many of 
these issues, it is better to be honest that foolish. 


With respect to so many of these issues, the answer is 
that what looks so simple when you start turns out to be 
very difficult to disentangle, and this case is difficult to 
disentangle because you have two processes happening at 
the same time. You have some arbitrary effect through 
unions that would be absent if there was not a heavy 
pressure of demand, but some ordinary market pressure 
due to shortages, et cetera, in some places in the economy 
leading to a rise in prices and the bidding-up of wages, 
earnings, on the part of employers seeking to gain or 
hold scarce labour. 


Senator Grosari: What I am really trying to get atisa 
hypothetical situation where there is a threat of inflation 
and we all say that we will live with it. We saw we will 
take this as a penalty and will not raise our own incomes 
in any way. What would this do? If you could have 
incomes controlled voluntarily, what would the effect be 
on inflation, since we are discussing really one aspect of 
inflation? Perhaps you could relate that to the other 
measures that have been taken at times such as foreign 
exchange controls and rationing, both of which perhaps 
have been more successful in the past. 


Dr. Lipsey: Certainly, if you are prepared to put up 
with the full set of wartime-style controls, then you have 
an alternative of direct price control. If you do have 
excess demand in shortages with rationing, you may have 
black marketing and all the rest of it. But certainly there 
is the alternative that you did experience in the wartime. 
I have never studied the wartime experience seriously 
myself, but I do not think it is clear that it was an 
unmitigated success or that it would have continued as 
such into the indefinite future. 

Coming back to the main question, if it were possible 
to have voluntary agreement that, starting with labour, 
no one’s wages would rise at all, and if that was enforci- 
ble by voluntary agreement, then what you would be left 
with would be the question of whether prices would go 
up anyway leading to a rise in profits and a change in 
the distribution of income towards labour. This, of 
course, is at the root of your question as to what extent 
the inflation is caused by demand pressures and to what 
extent it is caused basically by the rise in wages. 


I think there is very little doubt that, if you could get 
and enforce a voluntary agreement that no money wages 
or salaries would increase beyond some modest amount, 
that would slow down the rate of inflation. I think that is 
fairly clear. I think the problem is that it has proved 
extremely difficult to get such agreement and to enforce 
so. , 


Senator Grosart: There have been official statements 
laying much of the blame for this inflation on organized 
labour. Organized labour has rejected these hypotheses 
and has said that they are quite wrong. They have gone 
so far as to say the Government’s statements are hypo- 
critical and false. Who is right? 


The Chairman: Do you have an opinion on that, Dr. 
Lipsey? 


Dr. Lipsey: No. 


The Chairman: I am sure Dr. Crispo will have an 
Opinion on that. 


Dr. Lipsey: Everybody has an opinion on it. 


Senator Grosart: I am sorry to be pushing this, but I 
know of your long involvement in this problem and I do 
not know anybody in Canada more competent to answer 
the question than you. 


Dr. Lipsey: I can only say in all honesty that I do not 
know. Moreover, I do not believe any other person 
knows. We all have opinions on it. People have attempted 
to study this on a fairly dispassionate level, but it has not 
been settled. I really do not have an official opinion on it. 


The Chairman: Perhaps we can accept that as your 
answer, then, Dr. Lipsey. 


Senator Grosart: Unless we could have his unofficial 
opinion. 


Dr. Lipsey: I do not mind sticking my neck out, so long 
as it is clear what I am doing. I am, myself, skeptical of 
the view that it is all the fault of the unions, that it is 
their behaviour which is the main cause of inflation. I am 
skeptical of that view on some evidence which I can 
chronicle if you want a five-minute answer. But it is not 
firm evidence. The sort of evidence on which I would be 
lead to be skeptical, is that in periods when serious 
controls have been operated on union-agreed wage rates 
they have led to the phenomenon that I refer to in my 
paper as wage drift, where employers in tight labour 
markets find other ways round the agreement in order to, 
as I say, attract labour—and much more serious, of 
course, to stop the present labour force from drifting 
away, because drift rates tend to go up in times of heavy 
demand. 


I think Senator Grosart was present when I referred to 
an unpublished study—which I wish had been pub- 
lished—by Professor Phillips on the Australian economy. 
Probably the most effective severe controls over agreed 
wage rates were established there and were there effec- 
tively. What happened was that labour earnings were 
discovered to respond to market conditions in just the 
way they did in economies where these agreements over 
rates did not occur, and the rise in earnings could not be 
laid solely at the foot of the labour unions. The rise in 


earnings was certainly condoned by and partly initiated 


by the employers. 


As I say, what was found in Australia was that when 
they slacked off the level of demand, lo and behold! the 
rate of increase of earnings slacked off as well. Of course, 
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it is earnings that influence the cost; not the agreed rates. 
So certainly I would say that on the basis of that study, 
and from other similar evidence of which I am aware, I 
would not myself accept the view that it is all the fault 
of the unions. 


Where I was hedging, where I think we do not know is 
where we say, if it is not 100 per cent, then what is it? Is 
it 40 per cent, 30 per cent, 50 per cent? It is just very 
difficult to know. 


The Chairman: I think we have examined that to the 
fullest possible extent, senator. 


Senator Grosart: Thank you. 


Senator McGrand: Dr. Lipsey, my question concerns 
wage infiation with respect to people on fixed incomes 
and those who are in the civil service and in schools and 
so on. If you can control the cost in industry, in the 
private sector, where you can measure productivity, will 
that not control the rising cost in wages in schools and in 
the civil service where productivity is difficult to mea- 
sure? If you control No. 1, will No. 2 not sort of look 
after itself? 


Dr. Lipsey: I wonder if I could take a few minutes and 
talk round that. My first answer is that if you are effec- 
tive in controlling the industrial sector’s wages and 
prices, you obviously control the material components of 
the other sector. With schools’ capital expenditures, this 
can be important. What you do not automatically control, 
however, is the wage deal. You have to go to the teachers 
and ask them how much you are going to allow them this 
year. You also have to go to the civil servants, and that 
is a direct bargain for which there is no automatic con- 
trol just following from the fact that you control the rest 
of the economy. It may be, of course, easier if you can 
say, “Look, we have controlled the other sectors down to 
4 per cent. You can be satisfied with a certain number.” 
But you still must agree on a number with them. So that 
there is this direct bargaining problem. 


I would like to elaborate a bit on one point that I did 
not labour before that suggests that because the public 
sector is subject to direct bargaining—within Canada 
either federal or provincail governments but generally 
with some governmental authority—it tends to be easier 
to control it than it is to control the private sector. I 
think the British experience is that if the government 
wants to operate an incomes policy on nurses, doctors, 
school teachers, postal workers, etcetera, they can, and 
indeed they can just say “Well, we will not give you so 
much this year.” In fact one of the real dangers that 
Smith alludes to and which I certainly found in Britain is 
that a half successful incomes policy tends to bite harder 
on the public sector than on the private sector. You just 
say “We are going to give school teachers 3 per cent, and 
they can take it or leave it.” But you find that in the 
industrial sector the worker gets his 2 per cent plus 2 or 
3 per cent more and even if you slow them down a bit, 
you change the relative earnings of people in the two 
sectors. Now, this does not hurt for a year, but in 5 years 
or in 10 years, it is really going to hurt. I think the 


difficulty of manning the state schools in Britain is a 
direct result of holding down teachers’ salaries partly as 
a result of running an incomes policy which did not then 
work anywhere else. 


The Chairman: I suppose that is the trouble with selec- 
tive controls too, is it? 


Dr. Lipsey: Yes. Again, to take selective controls, you 
must believe that that will automatically affect every- 
thing else. There is no real evidence that it will. But if it 
does not, then you have the same problem in that you 
control one sector and leave the rest uncontrolled. It may 
be all right for six months but five years later you find 
you have a really serious distortion and it really becomes 
very difficult for a man to take up a career as a teacher 
in a state school in Britain. And that is without any 
question partly the result of this holding down in the 
interests of an incomes policy. If I may put one tenden- 
tious sentence on it, it is often said “‘Well, all right, try 
exhortation; it cannot do any harm. It might not work, 
but let us have a try at it.” But the trouble with exhorta- 
tion is that the government must show that it is serious 
and the way it has to do this is to say, “Well, we are 
going to make this bite where we have the power; we are 
going to make it bite in the public sector and we are 
going to exhort the private sector.” Well, if it does not 
work in the private sector, then you end up with the 
same effect. You seriously distort the relative incentives 
as between the two sectors. Of course the bigger the 
private sector, the more serious the problem, and I 
assume therefore it is much more serious in Britain than 
it is here, but nevertheless with any substantial public 
sector, exhortation, where the government follows its 
own advice and the private sector does not, can cause 
trouble. 


The Chairman: Are you able to make a positive state- 
ment—and I am not suggesting that up to now your 
statements have not been positive—but can you make a 
positive statement to the effect that the approach of 
Professor Galbraith to the question of selective controls 
is unworkable? 


Dr. Lipsey: Well, I will make two, a characteristically 
academic one and then I will stick my neck out, since I 
was invited to. I said in the paper that this is a really 
untested theory, and I think that this is true. I was drawn 
out as a result of previous questions to quote some 
evidence, although I did not really want to do that, but I 
think the Galbraith idea that selective controls over a 
few sectors can in the long run have a Significant effect 
on the rate of inflation really has not been investigated. 
The reason it has not been investigated in this case too 
seriously is that there really has not been all that much 
evidence about it. I myself very much doubt if it would 
work in a large economy where price setting and wage 
setting is fairly decentralized. I would think that an 
attempt to control a few key sectors would not in the 
long run do very much to your rate of inflation just 
because I see it having very little effect on the problems 
of one B.C. employer versus another when he is bidding 
for scarce labour. He is going to carry on the same as he 
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always did and this is going to contribute to the rise in 
wages and prices. 


The Chairman: It would have the additional effect of 
distorting the economy at the same time. 


Dr. Lipsey: Yes, because if it does work in one sector, 
it will distort, so I find it very hard to believe that it will 
work and I see risks if it does not work. 


Senator McGrand: I have one more question following 
on Senator Grosart’s. You said that wages and salary 
increases perhaps contributed very little to inflation 
because there was the influence of the demand-pull 
which would do the same thing. 


The Chairman: I think I should interject here in fair- 
ness to the witness and in reference to the term “very 
little’. 


Senator McGrand: I am not quoting his exact words, 
but I got that impression. 


The Chairman: I think he is saying that it is less than 
it is generally thought. 


Senator McGrand: Now if there is an element of infla- 
tion and more goods are sold, then profits are going to 
rise. Is not that increase in profits a good way of estimat- 
ing how much the demand-pull influences our inflation? 


Dr. Lipsey: I wish it was. The reason it cannot be quite 
that simple is that such a demand inflation with an initial 
rise in prices and hence a tendency for profits to rise is 
almost always fairly quickly accompanied by a rise in 
earnings of the labour force, because in a tight labour 
market employers are increasing the rates of income they 
offer to attract labour and to stop their present labour 
force from drifting away. So that even in cases where we 
have no doubt—for example in the late 1940s when the 
excess demand built up during the war was let go and 
there was no argument that that was a demand inflation 
as a result of the removal of rationing—if you actually 
look at the course of wages and profits through that time 
you see them going up very closely together, and since 
quarterly figures tend to be rather inaccurate and you 
are stuck usually, but not always, for annual figures if 
you want good figures, but the lag is so short between 
the rise in profits being transmitted to a rise in wages, it 
is just awfully difficult to sort it out in that way. That is 
one of the reasons it is so difficult to answer this question 
with any degree of finality. If I may just restate my 
position, it is simply this; I do not believe or accept the 
view that it is all the fault of the unions. What I find 
very hard to do is to say what proportion is due to them. 
I believe some of it is. I do not dispute that. 


Senator Nichol: Dr. Lipsey, Sir Roy Harrod suggested 
that one of the reasons that fiscal and monetary policies 
had been unsuccessful—and here I am using absolute 
terms; he didn’t quite say it that way—but relatively 
unsuccessful in controlling inflation through reduction of 
demand has been that we live in an age where there are 
sociological and psychological pressures which perhaps 
did not exist when the Keynesian theories were original- 
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ly drawn up. For instance, there was no massive televi- 
sion advertising in those days. There was no, what is 
called, crisis of rising expectations, at least not of the 
same kind. And today he seems to suggest there are 
psychological pressures in the system which did not exist 
and which allowed the older systems to function. Can 
you comment on that? 


Dr. Lipsey: Yes, I should like to make a couple of 
comments on that. That is also my understanding of what 
he said, as long as one realizes that he speaks of a 
relative failure of traditional policies. We as people, and, 
I guess, as a profession, have often been too quick in 
reading enormous trend changes into two or three years 
which often under the aspect of ten years back look to be 
just outriders for one point or another. One of the rea- 
sons I am referring to this chart when I comment on Sir 
Roy is that although the differences are disturbing, and I 
hope I am as disturbed about them as anybody else, it 
seems to me that it is too small and too soon for us to be 
able to get any really firm view on it. But I certainly 
could not rule out what he says. On the other hand, I am 
slightly sceptical because I have seen this view go wrong 
so often before, and maybe I can just take one minute 
with what I think is the most dramatic illustration of 
this view going wrong. 


I was raised to believe that the reason why Britain ran 
into so much trouble in the inter-war period, when it 
returned to the Gold Standard of the old pre-war parity 
rate, was that the price level could not be driven down 
because of the modern emergence of unions, and that it 
was the unions that put downward inflexibility into the 
price level and prevented the old Gold Standard mech- 
anism from working—and, of course, the Gold Standard 
mechanism was that if you have a balance of payments 
deficit your price level is driven down. That was in all 
the textbooks, and that is what I was raised on. 


Then Professor Phillips, followed by some work that I 
did, invented this basic technique that lies behind all that 
I have been talking about empirically, which is the way 
of estimating what the economy would have done by way 
of wage and price inflation for certain levels of demand. 
When he did it, the first thing he did was to compare 
the nineteenth century with the inter-war period in Brit- 
ain and, to his enormous surprise, discovered that the fall 
in wages and prices, when they tried to depress the 
British price level in the twenties, was exactly predicted 
by the experience of the nineteenth century in Britain 
before there were strong unions. And yet we all believed 
this until someone took these two academic years, did the 
work and looked at it and, lo and behold, this great 
structural change, which seemed so obvious to the casual 
observer, just was not chronicled in the facts at all. So 
having had my fingers burned once or twice like that, I 
am just sceptical of being told that the world has 
changed. I may be wrong, but I feel it really is too early. 
Obviously, to make a decision you have to take a view on 
it, but I would take the view that this slight change in 
the behaviour of the economy, getting a wage increase 
that is typical of 1 per cent higher unemployment than 
you had before, may yield to explanations a little less 
dramatic, such as further sectoral imbalance. I think we 
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must look much more carefully at the inflationary 
impacts of the periods when we have been holding an 
under-valued exchange rate, and various other matters of 
this sort. Until those have been carefully investigated, I 
would just maintain my academic scepticism. 


The Chairman: I wonder if I could interject to ask Dr. 
Lipsey to come back to that chart and explain again 
what its significance is. 


Dr. Lipsey: It is merely what we are pleased to call a 
scatter diagram. It is very simple and you have to do a 
lot to it to get very much out of it, but all I have is the 
level of unempioyment in Canada, the percentage rate... 


The Chairman: Would it help you to put the diagram 
on the board? 


Dr. Lipsey: Very well. Along here you have the per- 
centage of unemployment overall—This is why it is so 
crude and we have to look a lot closer at the sectoral 
details—starting from zero. Since we are talking about 
wage increase, let us put here the annual percentage in- 
crease in money wages which, for historical reasons, has 
been indicated by “W”—‘“W-dot”—by economists. That is 
the scatter diagram of it, and you see at very low levels 
of unemployment—that is, peak demand in the economy 
—these very big rates of inflation, and then you see the 
various points down here which show what has happened 
to wage inflation. You have the wage inflation in the 
Canadian economy in each year. 


The Chairman: That is a Phillips curve at that stage? 


Dr, Lipsey: That is right, but we have to do a little 
more with it because, as you see, it is rather messy and 
there is very little relation in most of that. However, that 
does not affect the point I am making. If we say we have 
some sort of broad-band relation like that, here are our 
two outlyers. I only have the material on 1968 and 1969. 
If you had moved those one percentage point in here and 
in there, it would look just exactly like it was on, if you 
had the Phillips curve. So we had two years where the 
increase in money wages is associated with the level of 
unemployment about 1 per cent higher than what would 
not have surprised us. If I had those two points there no 
one would be surprised at all. 


The Chairman: And what is the significance of that? 


Dr. Lipsey: The significance of that is to say that small 
bit of evidence, two observations, where if I told you the 
wage rate and asked you to guess the level of unemploy- 
ment from the previous experience, you would have 
guessed it to be about 1 per cent less than it was; that is 
all. So you would have been about 1 per cent wrong. If I 
told you the increase in wages in these years, and asked 
you to guess what the unemployment was and gave you 
the previous data, you would fit a Phillips curve to it, 
with a lot of statistical sophistication, and you would 
make a mistake of about 1 per cent. 

That is interesting and disturbing, but that does not 
lead me to say yet that it is obvious to me that the whole 
state and structure of the economy has changed. That 
just seems to me a little too drastic. So if you want me to 


stylize it, there is the sort of stylized curve which would 
represent what was happening in Canada. This is the 
increase of wages, annual, to various levels of unemploy- 
ment, and here we are with a couple of outlyers like that. 
Had they been there, with 1 per cent less unemployment, 
they would not have been there, which is what we would 
have expected. 


Dr, Gillies: Are we talking about a 1 per cent error or 
a 25 per cent error, if you take as your basis 1 per cent? 


Dr. Lipsey: You can calculate it any way you want. Of 
course, you will notice, if you want to be technical on 
that, that I am taking the error that way and not that 
way. In fact, there is a lot to be said on that. It is much 
more dramatic, if you take it that way, and that is why 
the dramatic calculations have been suggested, because 
this thing is curved enough that the error that way is 
much smaller than the error this way. Of course, the 
statisticians will tell us that you will want to measure 
error that way, but that is a whole series of maintained 
assumptions about dependent and independent yanlabies: 
and this is a reduced form. 


I come back to the simple point I want to make, that 
surprisingly and, indeed, disturbingly—and I am worried 
about it and I would like to know what has caused it—it 
seems to me to be rather slim to say that we have to 
re-write the whole theory of the way people and the 
economy behave. I think we need more years and alter- 
native explanations as to why we got a little extra wage 
inflation, investigated beforehand, and it is too soon to 
expect that to be done. 


Senator Laird: In the past few days many people have 
been deeply concerned about the current monetary crisis. 
Would you care at this stage of the game—and perhaps it’ 
is a little premature—to comment on what effect it may 
have on the problem we are discussing here this 
morning? 


The Chairman: I wonder if perhaps the question would 
be as effective if it were rephrased, to ask Dr. Lipsey: 
how necessary it is for some sort of floating mechanism 
to be part of the Canadian exchange rate, vis-a-vis other 
exchange rates, in having an independent economic 
policy in Canada, whether it is by floating or anything 
else. 


Dr. Lipsey: The reason I was hesitating for so long on: 
the more general question is that it depends upon pre-, 
dicting the outcome, which is as much political as eco- 
nomic. It is very hard to predict what changes in the 
monetary system it will lead to. Until we know that it is 
hard to predict its consequences for Canada. If I had toy 
give a capsule guess, I would say not much. I have 
always maintained what used to be a totally unorthodox 
view but which is now becoming much more accepted: 
although not orthodox, that the whole trouble was the: 
disastrous mistakes that we made in misreading the les-! 
sons of the twenties and thirties and believing that the: 
IMF represented a sensible way of running our monetary: 
affairs. I have always believed that the system we have 
instituted has been the cause of our troubles, that. they 
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were man-made and that we should get rid of them by 
changing the IMF system. That is another story. 

I have not very much that is original to say about the 
question that the chairman asked me. I can only reiterate 
what most of my colleaues who have studied the 
Canadian economy more than I have would say, which 
is that with a really fixed exchange rate that we were 
determined to hold over long periods of time there is 
very little freedom to have an in-price level policy for 
Canada that is independent of that in the United States. 
If the United States is going to inflate and we are com- 
mitted to keep our exchange rate fixed, then we are 
going to inflate as well. Conversely if we inflate and they 
do not, then the inflation will rapidly come to a halt at 
probably pretty heavy cost if we are keeping the fixed 
exchange rate. If we are going to do so much trading 
with the United States, the relationship between our 
price and their price is critical and we have not much 
room to vary. We can vary over a small margin but not a 
large one. 


I would say that if Canada was determined to operate 
a price level policy that was independent of the United 
States, to let us have, let us say, a substantially different 
experience of the rate of exchange on prices, either 
faster or slower, over any reasonable minimum term 
period, four or five years, one would have to contemplate 
either a floating rate or a paid rate that was adjusted 
fairly frequently. 


Aside from my own basic prejudice against the whole 
international monetary system, if you are inflating very 
differently from the United States, everybody can see it. 
Nothing is more obvious to anybody in trade that that is 
happening. The effect on the balance of payments will be 
obvious, and you will get a series of speculative prices of 
the kind that are besetting America and which beset 
sterling for many years. 


Since it is so predictable that you must change the rate 
if your price level experience is very different from 
America’s, and speculators can predict it, the only ques- 
tion is the timing, and then you will find that they will 
try to outguess you and you will be unfortunate and one 
speculative crisis after another will follow. It would seem 
to me therefore that if that is ruled out, then an 
independent price level policy requires a floating rate. 


The Chairman: And you think that a crawling peg 
would be unworkable for that reason? 


Dr. Lipsey: A crawling peg is okay if your expeYrience 
is broadly similar and you are forced to change the rate 
every 10 years. If you had a really different price level 
behaviour it would be obvious that you would be beset 
with one price level after another. 


Senator McLean: So pegging of the currency is out, in 
your Opinion? 


Dr. Lipsey: Yes, plus a substantially different behavi- 
our of the Canadian price level and the American price 
leve. That, as a package, is what I say is out. If we are 
going to inflate at broadly the same rate as they are we 
can do away with pegging the currency. If we really 


want to behave differently with respect to price level, 
then pegging the currency seems to be out. 


Senator Grosart: I do not understand what is meant by 
“crawling peg”, and why people use those words. Pegs 
don’t crawl. Somebody picks them up and puts them in 
another hole. 


The Chairman: Only, as I understand it, the spread 
instead of being one per cent might be 3 per cent. Its a 
floating exchange rate within a definite level. 


Senator Grosart: I was wondering why economists use 
the phrase “crawling peg”. Is there some hidden signifi- 
cance in this? Are they pretending that nobody does it? 


Dr. Lipsey: All sorts of schemes have been put for- 
ward. Everybody has tried his hand at a scheme for 
modestly changing the present system under which we 
live. The scheme the chairman was referring to is nor- 
mally referred to as widening the bands so that the rate 
can fluctuate around the band of 3 per cent instead of 
one per cent. There were schemes to let the mean around 
which the rate varied change gradually as some moving 
average of the past rate, so that the rate can change 
slightly and fluctuate over a wider band than it can at 
the present time. There was some sort of automatic 
mechanism to allow the rate to change if the experience 
over the last two or three years showed that it was 
wrong. None of these have proved to be foolproof, even 
for an academic analysis let alone trying them. 


They all suffer from cne problem, that once a specula- 
tor knows which way the rates go you are in trouble 
because they immediately start speculating. If you feel 
that you are going to get an automatic rate in your 
exchange next year, we know which way it is going, and 
clearly there is a straightforward gain for anybody who 
can read. The slow crawls are difficult in this way. There 
have been many attempts to try to get more flexibility 
into the system. 

I was talking about what is more usually referred to as 
an adjustable peg, where there is a peg change over two 
or three years. That is the position when somebody takes 
the peg out and puts it in a new hole. That suffers from 
the problem that if it is predictable in advance about 
when and how far, you run into speculative prices. If we 
inflate it at one per cent or the Americans at 6 per cent, if 
we had a large difference over a long period, which is 
possible if there were enough offsetting changes, particu- 
larly if we do not worry about odd combinations of facts, 
you would run into real trouble if you had substantially 
different long-term behaviour on this price level or the 
Americans were determined on a fixed or adjustable peg 
in the rates. 


Senator Grosart: The reason I asked is that some of us 
on this committee who are not young any more and who 
took our political science many years ago have a con- 
tinuing problem of keeping up and penetrating the 
jargon that economists keep inventing. I thought the 
reason for the use of the word “crawling” was that it 
suggested that you stayed on your hands and knees on 
this problem because you were afraid to get up. and walk. 


Es 16 


The Chairman: When we examine wages, the tendency 
in a highly competitive industry is probably for wage 
earners in that industry to achieve wage increases in 
relation to the increase in productivity. 

Coming back to your point, if it is true that you have 
different degrees of productivity and the increase in pro- 
ductivity does not always relate to the increase in 
demand; and if there tends to be a relativity between 
wages—that is, the man who does not work in the pro- 
ductive industry but is the subject of demand will never- 
theless relate his wage to the man who is in a highly-pro- 
ductive industry and who may or may not be related to 
demand; and if, although you state that wages are not 
the sole component of inflation, wages are a component; 
then do we have to face the fact that wage increases will 
not ever be related to productivity? And since they are 
not related to productivity is it the case that we will 
always have to have a degree of inflation unless we are 
prepared to move the Phillip’s curve over so far as to 
raise the level of unemployment so high that we just 
dampen demand right out? 

In other words, in normal situations are we, by virtue 
of the operation of this theory, put into a position where 
we have to accept inflation and should we just stop 
getting terribly worried about it, except as a matter of 
extremes? 


Dr. Lipsey: Let me answer yes and then say that that 
is a very intricate piece of analysis. I think I would agree 
with almost all of it; there was one point in your ques- 
tion when I wanted to put in a caveat, but I have now 
forgotten it. 


The Chairman: I do not think I can go through the 
question again. 


Dr. Lipsey: Before I worry about the minuteness of 
your economic analysis, I would be inclined to say that 
for some of the reasons you alluded to, and for some 
other reasons, the objective of a really stable price level 
is not on. I am sticking my neck out. It is a guess, but at 
least there are reasons for believing this. I think there is 
a big difference between even 3 or 4 and 10 per cent. I 
would prefer 2, 3, 4 to 10 to 15 per cent. But I am 
inclined to think that the cost of trying to go to zero 
would turn out to be inordinate if it were obtainable at 
all. 

I said in my summary, although it is not there as a 
conclusion, that a lot more thought, both academic and 
governmental, needs to be given to the question of how 
we can better adjust the economy so that we can live 
with 2, 3 or 4 per cent and remove the worst harm that it 
does—the widows, orphans and other people we tradi- 
tionally refer to. 

If I can add one other academic point, the textbooks 
have a lot of traditional wisdom about the harm that 
inflations do. I am guilty of it in my own textbook. All of 
the textbook discussions that are rather casual talk about 
unanticipated inflation. This is what would happen if 
suddenly, as in Germany after the first war, a price level 
changed dramatically and no one expected it. The conse- 
quences and harm done by the expected inflation are 
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clearly different. I also expect that quantitatively the 
harm is less for the obvious reason that if people expect 
a 3 or 4 per cent inflation they invest their money in 
inflation-hedged investments and they do things on the 
assumption that that will happen. They lend their money 
at a rate of interest that takes account of the inflation. 


So there is no question that the harm done by an 
unexpecied inflation is different from the harm caused by 
an expected inflation. 

That is the first point. The second point is, although 
this is just now beginning to be studied, I suspect that it 
is also less. But it is certainly there. What I would like to 
see is further identification of where the harm is done 
and to see if we cannot design the system so that the 
costs are really small and we can say, “All right, we will 
still try, but, if we find we are stuck with the sort of 
inflation we have had since the war, we will have 
removed the most serious harms anyway.” 


Just one last point. Do not forget that although what 
you said about labour, et cetera, is broadly right, relative 
prices and relative wages do change in the economy. If 
you go back and take a 50 year look at the economy it is 
quite clear that the relation between wages in different 
occupations and different kinds of prices do change. So 
we have to have relative prices. If the object is a stable 
price level, then we are saying, weighted, half the prices 
will have to fall. If we are going to have relative prices 
change, then we are saying, weighted, half the prices 
have to fall. 


If we take the line that, broadly, few prices are actual- 
ly going to fall—that they could but that few are going to 
fall—then, necessarily, change in relative prices requires 
a mild inflation. That is the same point you made but on 
the price side. 


The Chairman: Could we reduce it then to a principle 
that in a normally-employed economy both wages and 
prices will rise faster than productivity? 


Dr. Lipsey: Yes. I will agree with that. It is a subjec- 
tive reading of the evidence. It is nothing like as firmly 
based as some of the things I have said before, but I 
believe that to be true. I believe that there is at least 
evidence, although it is not conclusive. 


_ The Chairman: There is one thing on your contemplat- 
ed inflation, and that is, what about inflation psychology? 
You say you can take into account the 3 per cent infla- 
tion per year and hedge against that inflation, but can 
that 3 per cent inflation per year cascade upon itself and 
lead you to an unexpected inflation? 


Dr. Lipsey: As one is not surprised to learn, that is one 
of the most hotly debated issues in economics at the 
present time. The reason is that many economists have 
come to believe that a stable price level is either unob- 
tainable or is too costly to attain. Some modest rise in the 
price level is much more likely to be our experience. And 
the next question that immediately arises is, can we 
sustain indefinitely an anticipated 3 per cent inflation or 
will it accelerate continuously and turn into a hyper- 
inflation? That is the subject of enormous debate right 
now and of a great deal of investigation, not just debate. 


May 12, 1971 


The only thing I can say, and I will make two points, is 
that it is not in theory inconsistent. That is, you can 
make a perfectly acceptable economic model based on the 
normal assumptions that work when we come to look at 
the behaviour of markets in which a fully-anticipated 
inflation continues forever. So there is nothing logically 
contradictory in it in the sense that the model can easily 
be built. It then becomes an empirical question: do people 
really behave as we think they do in our theories or is 
there something we are not aware of because we have 
not yet studied behaviour when people expect indefinite- 
ly a 3 per cent inflation? In other words, we could be 
wrong and we need more evidence to know about this. 


But I would only add on the empirical side that, if it 
does accelerate, it certainly does so slowly. It certainly 
takes an awfully long time. Look at the experience of 
European countries and Canada and the United States. It 
is over 20 years. Now it may be that the thing that is 
worrying Sir Roy is just the beginning of this effect of 
acceleration due to people building in inflationary hedges. 
It is too soon to say. But it is quite clear to me that if it 
accelerates, which I rather doubt, it is going to be a fairly 
slow acceleration. In other words, we will have plenty of 
warning and plenty of time to try to do something about 
it. We will not be suddenly faced with a German-type 
inflation overnight. 

As I say, the reason for that belief is that we have 
lived with inflation for over 25 years now. All the evi- 
dence is that at least a lot of people expect it and take 
account of it. 


Senator Nichol: When Arthur Smith was here he 
talked at length about national goals in a broad sense— 
not just pure economic goals but social and economic 
goals. Making three assumptions with which you may or 
may not agree, let us assume first that national goals are 
identified; second,—and many people have said this—that 
massive changes in monetary and fiscal policy causing 
the structure to veer, so to speak, from one side of the 
road to the other have serious human disadvantages; and, 
third, that price and wage controls in any affinitive sense 
are hardships and would be difficult to put in and main- 
tain, my question is this: What directions do you think 
Canada should follow, first with the situation as it exists 
today? This is really what we are here for. 


Dr. Lipsey: Well, let me say a couple of sentences and 
then possibly I could be a little bit more specific and that 
might help. I am not too sure exactly what you have in 
mind, but I think a lot of this I have already said. I 
would not go for wage and price controls. I think there is 
a lot of evidence and although it is not absolutely con- 
vincing I think I must be academically honest about it, 
my reading of the situation is that we are likely to get 
very little out of wage and price controls at a very great 
cost. So, I would rule them out. I would then say that we 
want to do our best to control inflation, and there are 
certain things we can identify such as not having swings 
into wild booms of excess demand, not trying to maintain 
an undervalued exchange rate, about which I have not 
said much but which I think even in our context today 
would be important, and certain other ordinary policies 
to try to at least reduce the inflationary pressure. Then I 
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would want to see every possible investigation made into 
ways in which the harm that inflation does to isolated 
groups could be mitigated. I think we could reduce by 
two-thirds the harm that inflation does by putting in two 
years hard work at designing measures to get inflation 
hedges in for those who cannot look after themselves. 
That is really what I have been addressing myself to. 


Of course, if you want my list of social reforms at 
home, I think if you do free yourself from enormous 
efforts to fight inflation and maintain wrong exchange 
rates, you release more energy and achieve greater direc- 
tion towards social goals, and I think one of the sad 
failures of the Labour Party in Britain was that so much 
of its effort went into a losing battle to maintain a wrong 
exchange rate. There was no point to it. So, I think if you 
solve those great classic historical problems, then much 
more time, energy and money is available to get down to 
the little things which really matter for a good society. 


The Chairman: Are you interested, Senator Nichol, in 
whether our present exchange rate is too low or too 
high? 


Senator Nichol: No, I was interested in the broader 
question. I was really trying to find out as between price 
and wage controls on the one hand, which some people 
were saying is the answer, while other people were stick- 
ing with fiscal and monetary policies, and obviously the 
answer does not lie entirely there, and I was trying to 
find out from Dr. Lipsey what he felt about it, and he 
answered my question very well. 


Dr. Lipsey: I would like to say once more as bluntly as 
I can, because I think is is so often assumed that someone 
who is opposed to an incomes policy must therefore 
believe that traditional measures work, and work happily 
and easily, I do not believe that they do. I think at best 
they work in a rather messy way and there is some 
evidence to make us worry that they may not be working 
as well now as they did in the past. So that leads me to 
think about an incomes policy. I have thought about it 
for a long time and I have tried to study it for myself 
and I have read what I can and I find it very hard to 
believe in the face of all the evidence that an incomes 
policy over a long period of time is going to do much 
good to control inflation. Therefore I think we are left 
with the third point, that we may have to learn to live 
with some modest inflation. 


Senator Nichol: I have a further question which you 
may not want to deal with since it deals with the 
mechanics of economic management. Obviously different 
countries approach this in different ways and have differ- 
ent structures to do it, but we seem to have, from time to 
time at least, and I give two very small examples, poli- 
cies which fly in the face of other policies in the econom- 
ie field. For instance, and this is a trivial one perhaps, we 
have a television industry in Kitchener which produces 
television sets which sell for $200 to $300 more in Van- 
couver than they sell for in Seattle, Washington. Now, I 
realize that a television set is not an essential ingredient 
in the life of anybody, but it is strange when we are 
concerned about the prices that people have to pay for 
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things that we should have a tariff policy which produces 
a situation like that. As I say, I do not think it is very 
iimportant but I use it as an example. Similarly I notice 
according to the paper that in the cost of living which 
rose to some extent last month, they attribute some 40 
per cent of the increase to an increase in clothing prices. 
But at the same time as that has been happening, the 
Senate in its Banking, Trade and Commerce Committee 
is considering the question of textiles and measures 
which are intended to be protective of textile prices in 
Canada. Now these things conflict. I am sure there are 
many other examples of this in every country in the 
world. Therefore my question is this: Which country or 
countries do you think have the most sophisticated sys- 
tems of economic management, and if you have any 
specific country or countries in mind, could you comment 
on it and tell us a little of how it works. In other words, 
where can we go to learn about this? 


Dr. Lipsey: I hate to appear reluctant, but that is a 
very big question. There are more fundamental reasons 
why I do not want to give an off-the-cuff answer. You 
see, part of the answer depends upon what you are 
trying to do. For example, you think of French manage- 
ment and French planning, but I do not think you can 
just say categorically that that is something you want to 
copy or that you do not want to copy since it depends so 
much on what kind of a society you are working 
towards. So therefore just to say blankly that countries 
A, B and C are the most sophisticated and have some- 
thing to teach us is something I would really rather not 
do. I would not mind doing so in private discussion. 


Senator Grosart: You might have to say that Mainland 
China has the most sophisticated and effective economic 
management. 


Senator Nichol: I can understand Dr. Lipsey’s problem, 
but it is still a situation which this country has to face. 


The Chairman: Do you want the doctor to comment on 
Canada’s tariff policy? 


Senaior Nichol: No, I do not think it would be fair to 
ask that. 


Senator Cameron: Mr. Chairman, I was late in coming 
to this committee and you may have discussed the ques- 
tion I have in mind already and if so you may disregard 
it. But in the light of what Dr. Lipsey has said about 
controls not working, I am wondering how we can recon- 
cile the conflict which is developing. On the one hand, we 
have the auto workers who are highly productive and 
who are getting a large share of their productivity in 
increased wages. On the other hand we have the civil 
servants—and here in Ontario today they are invoking 
rotating strikes because the government has said it is 
going to impose a limit on increments of 5 per cent. Now 
if we cannot have controls because they do not work, 
have we any justification for saying to these civil serv- 
ants, “We are going to hold you down to 5 per cent’? 
How can we reconcile this contradiction under circum- 
stances where you say—and I am not disputing it at 
all—that the controls are not working? 


The Chairman: Dr. Lipsey has indeed dealt with that, 
senator. I do not think it would hurt to have him go over 
it again though. 


Senator Cameron: I do not want him to go over ground 
that has been gone over before, but it has been bothering 
me and I am sorry if I missed it. 


Dr. Lipsey: It came up in many points, so it would be 
hard to really get it all out, but I suppose that in a 
nutshell what I would say is one of the real dangers of 
trying your controls is you do just that, you do hold the 
line in the Civil Service at X per cent and you do not 
elsewhere, and before long you not only have an unhap- 
py, rotating-striking Civil Service, but a very much lower 
quality one, because if it extends over five or 10 years 
you lose the attraction for good people to come in. One of 
the real dangers—and I think it is manifest in Britain, 
and I refer to some experience there—is that when the 
Government does that for 10 or 15 years they do really 
severely d:minish the attraction of the public service, and 
then they are in trouble, for obvious reasons, in the 
failure to attract the right quality. Oh, of course, you fill 
a job, but you do it by downgrading. You do not have the 
job actually unfilled, but you have lower quality people. 


The Chairman: We have achieved here today what is 
now known in economic circles as the Lipsey transfer 
effect, and the principle is that in a normal economy 
wages and prices will increase faster than productivity. 


Senator Grosart; Where is the transfer? 


The Chairman: The transfer being, presumably, from 
the relativity of wages—that a man working in a non-ris- 
ing production industry will demand relatively the same 
wages as one working in a rising production industry. 


Senator Grosart: That is probably more of a trade-off 
than a transfer? 


Dr. Lipsey: For the record, I must say that this is 
misnamed. After all, it is a small variant of a well-known 
theory of inflation by Schultz, in the States, which as a 
major cause of the price level increases was dismissed, so 
that when I answered you that I thought for these vari- 
ous reasons some inflation would be inevitable, in the 
investigations made in the States it certainly did not 
appear to be the main cause of the price level increases 
they had. But with some variations you are really on 
to Schultz’s theory. It is laid out and it has been investi- 
gated to some extent. 


The Chairman: And the evidence does not support it? 
Dr. Lipsey: As a major cause. 


Senator Grosart; I wonder if I could ask Dr. Lipsey to 
make some comment on the controversy that has gone 
on, to some extent—or perhaps I should say the discus- 
sion—between total and selective income controls. There 
are those who say that even if the total controls will not 
work, selective controls will. 


The Chairman: We had gone over that while you were 
out of the room, senator. j 
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Senator Grosart: I am sorry. 
The Chairman: Have you another question? 


Senator Grosart: I was going to ask Dr. Lipsey if 
anyone has put numbers in the Canadian Historical Sta- 
tistical Series to the average rise in the inflation rate. 
And has it been compared to the average rise in 
incomes—or, more specifically, wages and salaries? 


A few years ago economists used to say, “The long- 
term average rate of inflation is 2 per cent, which we can 
live with.” Now we seem to be saying maybe it is 3 or 4 
per cent. What is the long-term rate now? 


Dr. Lipsey: I am sorry, but it is not a figure I carry in 
my mind. You do not carry it in your mind, by any 
chance? 


Senator Grosari: No, I do not. 


Dr. Lipsey: It certainly exists, and I could look it up in 
here, but I do not carry it in my mind. 


Senator Grosart: The reason I asked the question is 
that it has often been said that some degree of inflation 
is a function of what we sometimes call prosperity. In 
other words, you have deflation concomitant with a 
depression invariably. 


Dr. Lipsey: At a wild guess, looking at this chart of the 
cost-of-l.ving index; 3 per cent. That is a wild guess, but 
it would be much better to look up someone who has 
carefully calculated an average from that. 


Senator Grosart: It would be interesting to compare 
that with the long-term rate of increase in wages and 
salaries. 


Senator Sparrow: Speaking about comparability in 
Wage increases, you referred to using the average 
increase of the Gross National Product for the compara- 
bility figures in the non-productive sectors. If you used 
the figure of the average increase in Gross National 
Product to the non-productive sectors, over a period of, 
say, 20 years would the relative position of these people 
working in these non-productive sectors have increased 
their economic position above the average, or decreased 
it in relation to the other sectors of society? 

If, in fact, it would remain level—and I say this in 
relation to some sectors which will make splurges up, 
then drop and so on—would that average out over a 
period of time where, in fact, you could use that 
comparability figure of the average of Gross National 
Product increase? 

If you could use that, then perhaps it would not matter 
if there was inflation, as such. Perhaps the rate of infla- 
tion would not matter if the comparability aspects in fact 
worked out; and in those comparability aspects you 
included the one that Senator Laird was worried about, 
the old age pensioners, and so on, if you used the same 
figure for those as the ones in the Public Service, and so 
on? 


Dr. Lipsey: There are two situations you must envis- 
age. The first one is, if the price level were constant and 
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we gave them this increase equal to the average rise in 
productivity, but from your question I think you were 
thinking of a situation where there was some inflation as 
well. 


Senator Sparrow: Of course. 


Dr. Lipsey: Quite clearly, if you give them a rate of 
increase of money incomes that is equal to the produc- 
tivity growth, the real productivity in the economy... 


Senator Sparrow: Including inflation and productivity. 
Dr. Lipsey: Yes. 
Senaior Sparrow: Of course, I meant the two figures. 


Dr. Lipsey: Well, we need a little of the back-of-the- 
envelope calculating. I suspect it is not going to be 
exactly that, but close to it. That is, you want the figure 
that will maintain their relative position, on average, 
with the rest of the economy, and I do not think it will 
be exactly the national average rise in productivity. It 
would depend on many assumptions, such as hours 
worked in various sectors, because, after all, productivity 
is what is happening to output per hour. The pie to be 
divided up is the total output of the economy, and to 
come up with a number that would maintain their rela- 
tive position in the economy would take a little scrib- 
bling on the back of an envelope. My guess would be that 
it would not be equal to but close to that national pro- 
ductivity average figure, but I cannot come any closer, 
unless you had something more specific in mind. 


Senator Sparrow: If they come close or to the average, 
do price and salary increases and inflation, in fact, 
matter, if you are looking after all the other sectors? 


Dr. Lipsey: No. If the inflation does not explode, if it is 
maintained and you find a formula to look after the 
people in the unproductive sector and the totally unem- 
ployed, it should not matter. In principle or in theory you 
ought to be able to get the cost to zero, but I suspect that 
human wisdom is not that good and we would have 
difficulty in getting the rate firmly for everybody. Some 
harm would be done. But I see no reason why we cannot 
get it down to a low number if not exactly zero. The 
whole idea is to do that sort of thing in those sectors that 
do not automatically go ahead with the progress of the 
economy and with the inflation. 


Senator Nichol: If we follow along with what you have 
been suggesting, that we accept a gradual inflation so 
that we do not become non-competitive in our export 
markets, if we are really going to protect the people who 
would suffer from it in the long run, is not this going to 
mean pretty strong or radical changes in the spending 
priorities of governments? If we say we are going to 
accept a rise in inflation and we are going to protect 
people who cannot protect themselves, does it not mean 
that we have to look at the way in which the state—and 
when I say state, it includes everything... 


Dr. Lipsey: I agree with you, but consider the implica- 
tion? All we are saying is that we are going to take 
enough money out of other forms of expenditure and 
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stop these people from positively being hurt by our ina- 
bility or the Government’s failure to stop prices from 
rising. Alternatively, if we do not do it we are saying 
that we ought to rob, tax, or whichever way you want to 
put it, those people who cannot protect themselves in 
order to get our expenditure in other lines. So it seems to 
me, although I completely agree that it would require 
change in priorities, that on any social count we should 
consider the implication of alternatives. 


I should like to comment on the other point, namely 
that if people say when you start building in hedges to 
protect people this will accelerate inflation. Let us say 
that they are right. Then you are saying we are stopping 
accelerated inflation by taxing these groups who cannot 
protect themselves. That seems to me to be something 
that we will not take without fighting. If the cost of 
protecting you and me with good jobs is to have some 
unprotected people hurt, that seems to me to be some- 
thing which we ought to avoid. Whether we accept it or 
not we ought to stop people being hurt by it and see if 
we can live with the consequences. 


Senator Nichol: If, as many people believe, the tax 
burdens across the country are getting close to some sort 
of limit—I am not talking about inequities, because obvi- 
ously there are some, but in broad terms—then this 
means a reasonably important shift in expenditure of 
public funds from non-human into human directions. 


Dr. Lipsey: I think that is right. I am not here pleading 
that we ought to double the rate of inflation to go into 
the new world. I am saying let us accept what has been 
happening to see if we cannot design the world a little 
better from what experience tells us we have to live 
with. Our attempts to avoid it so far have not been 
successful. We need to accept what we have and design a 
little better world around it. One very easily gets tarred 
with the brush of mad inflationists. 


Senator Nichol: Those who have not been hurt by 
inflation in the last 20 or 30 years have been greatly 
helped by it in economic terms, in terms of real dollars 
that they have had to spend. The people who could 
protect themselves have done extremely well in an infla- 
tionary system; is that correct? Have not wages and 
salaries gone up much more than the cost of living over 
the past 20 years? 


Dr. Lipsey: That is so. As a start, if you assume that 
the productivity increase is not much affected by the rate 
of infiation, then the real position of these people would 
have gone up anyway. You cannot lay their improvement 
as a credit to inflation. The improvement in the average 
living standard is a credit to productivity, to new meth- 
ods, more capital, et cetera. What happens is that unan- 
ticipated inflations do redistribute income haphazardly to 
some extent, and some people cannot help losing and 
some cannot help gaining. Some people are better off 
from inflation, but the most gain is from the productivity 
growth. 

The Chairman: I think your point is well taken. Do you 


have any idea of how much inflation would result from 
protecting those who cannot protect themselves? 


Dr. Lipsey: No. 
The Chairman: It is a serious matter. 


Dr. Lipsey: It is almost the very next step from the 
position that I am in now. There are two steps, really: 
one, to rethink the question of who gets hurt. The tradi- 
tional wisdom is about unanticipated inflations. If we 
anticipate a 3 per cent inflation, we have to think about 
who will be hurt by it. The next step is to calculate how 
much it would cost us to stop them from being hurt. 


The Chairman: What contribution would you make? 


Dr. Lipsey: I cannot make any guess, because I have 
not thought about it. 


Dr. Gillies: Studies of the British economy show that if 
there is no excess demand the application of income 
policies can in fact be inflationary. 


Dr. Lipsey: Can. 


Dr. Gillies: Is that theory transferable, that if we are in 
a situation in Canada where we have no excess demand, 
the application of firm income policies somewhat like 
those in England can in fact be inflationary? 


Dr. Lipsey: It could be, yes. The reasons for it seem to 
me to be fairly general. I would not be surprised to find 
them duplicated here. We could hardly assert that we 
would do things in exactly the same way. I would rather 
suspect that they would be duplicated here. One of the 
things that really disturbed me about the commission 
was that it was certainly said, and said publicly, that we 
are going to do part of the job with an incomes policy 
and the rest of the job by depressing the demand by 
traditional measures. It is at least a possibility that that 
buys you the worst of both worlds. If the incomes policy 
bites at all, it removes any of the effect that the demand 
measures would have had. If you are then operating with 
a fairly significant floor you are actually worse off. So 
that the package deal could conceivably be the worst 
thing you could do. 

Just to finish it, if we were in a shortrun jam and 
really at peak employment, then I would say you might 
well suppress price-wage inflation for a year or two by 
temporary measures. By “‘suppress” I mean slow down a 
little bit. 


Dr. Gillies: The second point is that you reject the 
proposition often put forward that a small amount of 
inflation is an essential condition for real growth. 


Dr. Lipsey: No. I express skepticism on it. I mentioned 
that I tried to study it myself and got inconclusive 
results. However, if you want me to give an opinion, it 
would be that a small amount of inflation is likely to be 
the best growth climate in which to operate rather than 
fight for a really stable price level or a very rapid 
inflation. 

You cannot be unequivocal, as you know, about the 
very rapid inflation. It all depends on what it does to 
profits and to distribution of income and so on. 
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Dr. Gillies: My third point is, there seems to be a great 
debate between those who argue that the central bank 
should have discretion about changing the rate of 
increase in the money supply and those who say rather 
that the money supply should be increased at a constant 
rate in relation to the gross national product, and that in 
this way you would avoid some of the bigger swings that 
occur in the economic activity. Do you have a brief 
Opinion about that? 


Dr. Lipsey: There is the glib answer, of course, that 
you are always better with discretionary policy, if it is 
good, and you are better with the other policy if your 
discretion is bad. 


Speaking for Britain, and I think for Canada—but 
again I do not stick my neck out on Canada, this rule 
would mean a total change in the way the Bank of 
England views its role in the economy, because the 
money supply is not a target variable for the Bank of 
England. The Bank of England is more concerned with 
ordering the financial markets in what it calls its support 
duty, and this has implications for the money suppliers, 
whether it is buying or selling in the market. I suspect 
that it is not totally without application in Canada. I 
think that to go over to the nondiscretionary rule would 
certainly change greatly the role of the central bank, and 
also, of course, in a country with a fixed rate it has 
certain problems about the management of the rate. 


Dr. Gillies: Would you say, sir, that the action of the 
Bank of England in the post-war period has been essen- 
tially inflationary? 


Dr. Lipsey: Well, you know you are drawing me into a 
controversy about causes of inflation. I guess so. I guess 
their activities along with other target variables in view 
have probably expanded the money supply more than 
would have ‘been the case had they not done these other 
things. 


Senator Grosarit: Dr. Lipsey, you state in your brief 
that up to the mid-1950s inflations were generally regard- 
ed as a demand-pull phenomenon. You suggest a change 
took place somewhere around the mid-1950s. I would ask 
you first of all are you describing a specifically Canadian 
or a universal experience? 


Dr. Lipsey: I was describing the state of mind of the 
economists who were diagnosing the inflation. I think the 
first real experience was the heavy unemployment in 
America and the gradual creep-up of the price level 
there. 


Senator Grosart: You are not suggesting that there was 
any actual change but merely that the economists sud- 
denly found a way of breaking it into two components. 


Dr. Lipsey: I would have to say a little bit in defence 
of the economists. There are two points. First, there was 
no doubt in anybody’s mind that the major cause of 
post-post-war inflation was demand. Then, when the 
slower inflations persisted over longer periods of time, a 
doubt came into the minds of economists as to how much 
was demand and how much was cost. It was not just an 
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arbitrary change among economists. Experience was that 
price levels changed. 

The second point is, if you go back into the history of 
it, that the debate about cost-push and demand-pull has 
been fought for the past 150 years. There was enormous 
debate among classical economists on this very subject. 
But Iam talking about a very short historical period 
when the major inflations following the first and second 
world wars seemed clear to everybody. I do not think 
anybody has had cause to change his opinion on that. 


Senator Grosart: Is there a possibility that the distinc- 
tion we are emphasizing so strongly now between 
demand-pull and cost-push is what somebody has called 
part of “Shuffle of the shibboleth”’? Is there really no 
difference? For example, if demand decreases cost will 
decrease. In other words, the market mechanism of 
supply and demand will become operative so that the two 
become really one. Is there really this polarity between 
the two types of pressures? 


Dr. Lipsey: I think you are right, if we want to get 
more subtle, to say that it is not as clear as I have drawn 
it. I think there would be some difference among econo- 
mists if we talked to them. The reason I would maintain 
some distinction is that it seems to me that it is some- 
thing that is possible—you cannot rule it out as being 
impossible, but you just cannot describe it as demand- 
pull inflation. That is a long involved way of saying it. 


Senator Grosari: Perhaps you could describe it as the 
result of demand-pull or a component. 


Dr. Lipsey: Let us just imagine an example. Let us say 
we have 10 per cent unemployment and that there is a 
great slack in all the major industries. But the unions 
come along and say they want a 10 per cent wage 
increase. The employers, taking leave of their senses, say 
yes. If nothing else happens and if incomes do not go up 
across the board, this, of course, may further reduce 
demand. But let us say the Bank of Canada steps in, in 
the interests of supporting interest rates or something 
else, and expands the money supply. It would be quite 
possible for the price level to rise indefinitely at 10 per 
cent a year, or minus the productivity increase, by this 
form of behaviour. You may think that is totally unlike- 
ly, but the real question is, if it will not happen at 10 per 
cent with a totally slack market, will something like that 
happen at 5 per cent. 


Senator Grosari: But is not the demand for higher 
incomes in either the fixed or unfixed sectors inevitably 
linked both inherently and historically to inflation? It is 
always the reason given. People want more money. 
Whether it is the pensioners, the civil servants or the 
labour unions or the entrepreneurs who want more 
profit, they say it is because of the inflation. I do not ever 
remember hearing another reason given for the demand. 


Dr. Lipsey: Well, I have two answers. The first is that I 
do not accept that. You see people grab whatever argu- 
ment they can find in a negotiation, and that is always 
the most convenient and most easily understood argu- 
ment, and I do not think one can infer too much from 
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what people say. But to try to attack your historical 
statement, all through the 19th century or at least 
throughout the greater part of the 19th century, the price 
levels in most countries were constant or mildly declin- 
ing. This certainly is true of Britain and is true of most 
countries. There were increases in wages and in unioni- 
zation and in demands for increases in wages, so that as 
an historical statement I would not accept that peoples’ 
demands for higher wages have inevitably been linked to 
inflat.on, It is a demand for a better standard of living. 


Senator Grosart: But you are speaking of aggregate 
inflation. If you disaggregate your inflation, I think my 
statement will hold up. If you take the price of bread or 
the price of foodstuffs, yes, they will result in these 
demands. But if you take your aggregate, then the pic- 
ture is different, and my statement is, I think, historically 
true. 


Dr. Lipsey: I can only say I do not agree. 


Senator Langlois: If I have understood you correctly, 
although you may not have said so specifically, when you 
speak of the costs of fighting inflation, you include in 
these costs the resulting increased unemployment result- 
ing from such measures. Now my question is, is the cost 
of this a component of some of the costs of fighting 
inflation and I have in mind particularly unemployment? 


Dr. Lipsey: Let me say this, and then we will know me I 
am dealing with the point you make. One of the great 
attractions of an incomes policy and one of the things 
that first attracted me to it was the fact that one might 
be able to do just that, maintain a higher level of 
employment without the element of inflation that has 
historically been associated with it. Indeed if an incomes 
policy worked, you could reduce inflation without having 
any unemployment cost, and I think that is why it is so 
attractive, or it is one of the reasons. As I say, my 
objection to an incomes policy is not what it could do if 
it worked, but what it does if it does not work at all or if 
it does not work well. But you see the other way that I 
see of fulfilling these policies—I do not know what scope 
there is for them but they have not been investigated in 
a big way, certainly not on this side of the Atlantic— 
would be labour mobility policies of all kinds and sorts, 
policies of retraining to reduce the pcol of frictional and 
semi-structural unemployed, and then if those worked, 
they ought to allow us to have a lower level of unem- 
ployment without any higher inflation. People have dab- 
bled in this, but I think looking into all this sort of thing 
as a major expense is certainly something that should be 
done. 


Senator Grosart: If I might just make an explanation 
of my former remark, the point I was making between 
aggregate and disaggregated inflation is that in the 19th 
century everybody did not think that they were entitled 
to have a carriage, but today everybody believes they are 
entitled to have an automobile. 


The Chairman: Dr. Lipsey, the hearings we are con- 
ducting are on growth, employment and price stability. 


Can you tell me how important it is for a country like 
Canada in your judgement to try to achieve full employ- 
ment? Is that something that perhaps we should not be 
trying to achieve? Are we taking on our back costs that 
are far in excess of the benefits? 


Senator Nichol: That depends on who you are. 


Dr. Lipsey: Well, I think the big unemployment prob- 
lem in Canada as in many other countries is of course 
the sectoral imbalance in the unemployment picture, and 
really heavy unemployment in some sectors combined 
with nearly full employment in others, is, I would have 
thought, one of the serious problems that needs further 
work. But you are thinking, I assume, in terms of an 
overall average amount of unemployment across the 
country? 


The Chairman: Well, we have Senator Croll here and 
he is Chairman of the Poverty Committee which is con- 
cerned about the examination of a guaranteed annual 
income. In other words, have you any views on whether 
we should, in what is obviously or hopefully an ever- 
increasingly productive country be considering a struc- 
tural unemployment of, say, 5 per cent, 7 per cent or 10 
per cent which would be supported by some sort of 
guaranteed annual income? 


Dr. Lipsey: Well, there are always some social goals 
that you accept without much thought and there are 
some that you think a lot about. I suppose I have accept- 
ed and still do accept the goal of a job for any one who 
wants one and is able to do one as a major social goal. 
Since it seems so self-evident to me, I would have trouble 
saying much more about it unless someone wanted to 
press me with the other side of the case. 


The Chairman: Which is no job for people who do not 
want work. 


Dr. Lipsey: Oh, no. A job for everyone who wants one 
and who can do it does not imply no job if you do not 
want one. That is a separate question—what to do with 
people who do not want to work. But I cannot myself see 
an argument against the policy which I have suggested as 
a social goal. Now if you ask me can I conceive of a 
situation where the cost of attaining that becomes 
prohibitively high, the answer is I suppose I can. In the 
same way one can say that the cost of no social goal of 
the kind we are considering in the economic sphere is 
desirable whatever the cost. I think my ingenuity is such 
that if I tried for ten or fifteen minutes, I could imagine 
situat_ons in which it became prohibitively costly to come 
anywhere near that. Indeed, in certain depressed areas, if 
you want to go back to regions, it is almost like that now. 
But the tools of fiscal and monetary policy, if we are 
thinking of increasing employment, tend to be fairly low 
cost, except for any trade-off they give you against infla- 
tion. Tools of retraining, mobility, doing things for people 
who lose one job so that they can take another tend to be 
costly and it is certainly imaginable that the economy 
could change so fast and in such fundamental ways that 
it was just agreed to be cheaper to retire people at the 
guaranteed annual income age rather than to move them 
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or retrain them at the age of 55. But that is something I 
would want to see demonstrated. It seems to me that the 
presumption is that a job when you want one is the usual 
concept, and we would abandon it only when in such 
cases we found the cost became inordinate. 


After all, if people lose their jobs through economic 
growth and we say, “Look, we cannot afford to compen- 
sate you adequately,” then we are denying the basic idea 
that a gain is only desirable when those who win can 
compensate those who lose. That is the well-known Pare- 
to’s optimal conditions in economics. It has always 
seemed very odd to me that the people who gain by 
economic growth stop by merely exhorting those who 
lose to collaborate with the inevitable and do not get in 
the way of productivity changes, especially when they 
lose their jobs at the age of 59. If we cannot give them 
the preferred alternative, it seems to me that growth is a 
bad deal. It may be that there exists a money bribe such 
as people would be prepared to collaborate in the growth 
and not work. If there is a money payment, then, fine; 
but my suspicion is that for most people the price would 
be another job. However, if we cannot foot that bill, then 
it is a gross mistake, by the simplest comparison that the 
gainers must be able to compensate the losers. 


Senator Croll: You have answered the question I 
wanted to ask.. You will forgive me, because I was not 
able to be here sooner. 


Speaking on employment, I may not be absolutely cer- 
tain but as I recall the figure, we have to place 200,000 
people in jobs each year to stay even. We speak in our 
public statements and in unemployment insurance of 4 
per cent being the acceptable limit of unemployment. I 
understand that you said earlier, before I came in, that 
some provision has to be made for those who are unable 
to obtain employment for whatever reason, assuming that 
it is the federal Government’s responsibility to make the 
environment such that jobs are available. If they are not 
available, what is the alternative? There they are. What 
is the social responsibility, as you see it? 


Dr. Lipsey: Unless you have something else in mind, it 
seems to me just what you said. We must accept it as a 
responsibility to try, within the limits, of course, of 
human imagination and intelligence, to provide jobs for 
this group of people. 

' We have to be careful when we talk about 4 per cent 
unemployment. We do not mean 4 per cent of the people 
unemployed forever. The great bulk is frictional unem- 
ployment, with people moving between jobs. When the 
unemployment rate goes up, a great deal of it is because 
a little longer is taken moving between jobs. That kind of 
movement is inevitable, and there is not much we can do 
about it, except easing the transition with unemployment 
payments. 

. The more serious problem arises with regard to people 
displaced by the process of economic change later in life, 
and so on, who are really seriously harmed. It seems to 
me that until the costs become really exorbitant, the 
responsibility is to offer major retraining and moving 
schemes that give those people who want it an opportuni- 
ty to get a job. 


Senator Croll: Today—and we are now in 1971—where 
as a result of some steps we have taken to fight inflation 
we create considerable unemployment, what does that 
man do? What is his position? Government policy has 
brought upon him unemployment. The Government says 
so itself; I do not need to tag it with that. What do we do 
with him? 


Dr. Lipsey: I am sorry, but I did not understand the 
question. I see very little that can be done if Government 
policy is that a certain level of unemployment is neces- 
sary or is going to be endured in order to fight inflation— 
other than supporting him. 


Senator Benidickson: It is largely done by deliberate 
monetary policy. 


Dr. Lipsey: I am not sure there is any disagreement. 
You have said that these people will bear the costs of the 
other people avoiding inflation. You just transfer the cost 
of inflation, which is felt to some extent by all of us, to 
that group of people who are now unemployed. If you 
want my opinion, it seems to me to be a darned bad deal; 
it seems a little unfair. One of the reasons why I have 
been trying to advocate that we accept some inflation is 
that we do not have to do that to people. But we will 
always have to have some policy about the level at which 
to run the economy. It is always possible to cut the un- 
employment rate a little more, but we have to stop some- 
where. We do not want wild inflation in order to get 
down to zero unemployment. It is a decision that every 
government has to make: how much of one for how 
much of the other? I have no doubt where I go. I go to 
fight a fair amount of inflation in order to get rid of the 
unemployment and other problems, and then I build in 
hedges to stop people being hurt from inflation. 


The Chairman: Thank you, Dr. Lipsey. 


Honourable senators, that concludes the testimony this 
morning, if there are no further questions. 


On your behalf I would like to thank Dr. Lipsey for 
being what can only be described as a superb witness. I 
suppose I best express the feelings of the committee 
when I state, Dr. Lipsey, that you have spent most of 
your life as an economist in England, and we are tremen- 
dously glad that you came back to Canada. Thank you 
very much. 


The committee adjourned until 2.30 p.m. 


Upon resuming at 2.30 p.m. 


The Chairman: Honourable senators, continuing with 
our hearings we have with us this afternoon as a witness 
Dr. John Crispo, who is the Director, Centre for Industri- 
al Relations, University of Toronto. Dr: Crispo received 
his doctorate from the Massachusetts Institute of Tech- 
nology in Industrial Economics. He has served as consult- 
ant to many groups, including the Economic Council of 
Canada. He was a member of the Prime Minister’s Task 
Force on Labour Relations, Chairman of the Industrial 
Union Management Council and Director, Social Plan- 
ning Council of Metropolitan: Toronto. 
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Dr. Crispo is the author of International Unionism; a 
study in Canadian-American Relations. He is editor and 
co-editor of several other books, articles and marketing 
journals. Dr. Crispo is a leading Canadian economist, an 
expert in problems of labour and productivity. He has 
recently provided lectures and paper on “Inflation Guide- 
lines, Facts and Fantasy”, and his arguments have been 
summarized in the autumn issue of the Business Quarter- 
ly for 1970. 


His paper covers four parts, the first commenting on 
organized labour and the causes of inflation, the second 
highlighting wage and price guidelines—and for that 
matter controls and why they are unworkable—the third 
dealing with how this country should come to grips with 
inflation, and the fourth being the short-term outlook. 


You have Dr. Crispo’s paper before you. It is not our 
practice for the witness to read his paper, but perhaps 
Dr. Crispo would comment on his paper as he feels free 
and on other subjects that come to mind and then we 
will commence the questions. 


Dr. John Crispo, Director, Centre for Industrial Rela- 
tions, University of Toronto: Mr. Chairman and gentle- 
men, I suppose I should begin with a word of apprecia- 
tion and of apology: appreciation for the opportunity of 
appearing before you. I was honoured by the invitation, 
as in fact I say here, and I am very concerned about the 
issues with which you are dealing. 


I suppose if an apology is in order it is with reference 
to the material now before you. I did not have the time 
to put it in the learned style of some of your previous 
witnesses, but it is presented to you as something that 
you can follow. I should like to cover a good deal of this 
material because I think it leads up to, and makes my 
conclusions defendable. I invite comments along the way 
and I hope that I will have a chance to comment on much 
of this material. 


The Chairman: Is it agreed that Dr. Crispo give his 
dissertation, and that we withhold our questions until he 
has finished? 


Hon. Senators: Agreed. 


Dr. Crispo: Firstly, I have a note here regarding refer- 
ence to me as one of Canada’s leading economists. With 
some pride I took this to my colleagues at the University 
of Toronto and told them that they never recognized me 
for what I am. Quite honestly I cannot be classified in 
that category and I am not. sure that I would want to be. 
My field is in industrial relations. As I pointed out, I do 
not think this minimizes the contribution which I can 
make to your deliberations. It merely indicate a different 
perspective from the one suggested. 


You have already heard an outline of my remarks. It 
would be best if I begin very briefly by referring to an 
overriding assumption that underlines everything I say 
on any subject but particularly on collective bargaining: 
I still believe in our collective bargaining system, not 
necessarily as a means and an end in itself, except in 
perhaps the sense of providing a degree of industrial 


democracy. It is not the best of all possible worlds, but 
whenever I go abroad, particularly to western Europe 
where developments are reasonably comparable to ours, I 
come back rather grateful for the system that we have 
here. Others have problems that are more acute than 
ours, and when we compare our system with theirs it is 
the least of the evils and it may even be something 
beyond that. 


I firmly believe that our collective bargaining system 
and our free labour movement are an essential and indis- 
pensable part of the hierarchy of values and institutions 
that I refer to here. If we tamper with either the free 
labour movement or the free collective bargaining proc- 
ess, we are tampering with other things that are of 
equal importance to us. It is harder to defend collective 
bargaining than it used to be. My commitment was at 
one time rather emotional or idealistic. It is no longer 
that kind. It is rather an intellectual commitment for the 
reasons I have stated. 


My concern is that those who like to criticize or 
detract from our system seem to fail to realize that it is 
tied in with the social-economic-political systems, and 
seem completely oblivious to what is going on in every 
so-called free country where collective bargaining has 
been threatened. 


I suppose it is only fair to say that I began with a 
preconceived notion, a prejudice, a bias, if you will. I 
believe firmly in our collective bargaining system for 
reasons that are defensible. 


I go on to comment on the public interest in collective 
bargaining and to point out that this public interest 
which I have mentioned is one three very important 
interests which the public has in collective bargaining— 
the first being the preservation of industry and the 
extension of the system as part and parcel of those hier- 
archy values that I refer to. 


Beyond that there are two other public interests. As 
for the first, it is public interest in the procedural results 
of collective bargaining. By that I am referring to the 
problem of strikes, lock-outs and lost time due to labour 
disputes. Our record in this respect is one of the best or 
worst in the world, depending on how you look at it. 


People compare us with Britain and suggest that our 
record is worse than theirs, that we lose more time 
because of strikes. But our strikes are organized. We 
know when they are coming and they are not half as 
disruptive as the kind of wildcat irresponsible unan- 
nounced strikes that the British industry is plagued 
with, particularly in the engineering industry. 


This is the problem, and governments have to concern 
themselves with protecting the public health, wel- 
fare and safety when there is a strike or lock-out of 
major proportions. I suggest that you should be very 
leery of those with simplistic answers such as compulsory 
arbitration which will not work on a standing basis. It 
may well be that we will have to resort to such desperate 
means on an ad hoc basis as a lost resort when all else 
fails and the public health and welfare and safety: is 
truly jeopardized. Other than that we should refrain 
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from resorting to that kind of tactic which for many 
reasons will undo rather than improve our collective 
bargaining system. 


Let us now turn to what I think is the central area 
which you would like me to discuss, namely, public inter- 
est in the substantial record of collective bargaining. I 
want to focus on the relationship between collective bar- 
gaining and inflation. Here, and understandably, the 
focus has been on unions, collective bargaining, wages, 
and inflation, and the so-called trade-off among stable 
prices, full employment and our other national economic 
and social goals. 


It should not have to be repeated that unions and 
collective bargaining are ready targets or scapegoats in 
this charged area. Unions demand and get more and 
sometimes, as in construction, a lot more. Moreover, they 
do their handiwork in public and often in ways that 
attracts a great deal of attention. This makes them highly 
vulnerable to their general detractors and those who 
wish to distract attention from their own contribution to 
the inflationary process. 


My point in saying this is that as far as I am con- 
cerned—and I have been saying this over the past three 
or four years and I will continue to say it whenever I get 
a chance—I am convinced that labour has borne and is 
bearing more of the blame for inflation than it should. 
The attack on labour continues to be simplistic, mislead- 
ing and unfair and essentially inspired by political and 
public relations considerations. I cannot emphasize that 
enough, 


I acknowledge, I know, because I live in the collective 
bargaining arena, that unions are after everything that 
they can get. They are still following the tradition of 
Samuel Gompers who told them they should pursue more 
and more and more. But tell me somebody who is not 
pursuing that same goal in this acquisitive society of 
rising expectations fed by the merchants of discontent, 
the advertising and marketing professions. 


I would add that management taught us the capitalistic 
aim of charging what the traffic would bear. That is what 
our system is all about. But I continue to defend it. It is a 
free enterprise system, a capitalist system in which you 
charge what the traffic will bear, and management hardly 
has clean hands in this exercise. 


Professionals, as we know from the recent record of 
medical income tax, are doing their bit. They are also 
into the pie for all they can get out of it, and govern- 
ments have compounded the problem with their inappro- 
priate fiscal and monetary policy, which is something to 
which I will return a little later. 


I get somewhat tired of this talk about irresponsible 
behaviour on the side of labour. It exists on all sides. I do 
not think it serves much purpose to berate labour. I think 
it gives rise to certain political advantages which obvi- 
ously inspires a lot of support in some quarters. Although 
it does give rise to certain political and public relations 
advantages which obviously inspire a lot of support in 
some quarters. 
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I think it is intellectually dishonest, but more impor- 
tant it does not begin to solve the problem. How do we 
solve the problem? How do we cope with the challenges 
that are involved? As I see it there are three challenges. 
First, we have to try to understand what actually causes 
inflation. Second, we have to take a look at what our 
recent experience with guidelines shows. Third, and most 
important, we have to try to figure out what is a viable 
anti-inflationary strategy. 


Let us first of all turn to the matter of sorting out the 
causes of inflation. When I want to be s'mplistic, and I 
must confess that in this terribly complicated world I 
resort to this sort of thing very often myself, I basically 
come to the conclusion that the problem of inflation 
comes down to our inability to begin to agree on how to 
div.de the national pie—the spoils, if you want to call it 
that. 


As I point out here, we are all engaged in a never- 
ending scramble for a bigger piece of the action. This has 
put us on what I like to term “an inflationary treadmill 
to nowhere”. I know this is what concerns many of you. 
To be more academic, intellectual or theoretical, it seems 
to me that what we are up against here is a constantly 
shifting mixture of causes of inflation. I can only touch 
on these, but I think it bears out the complexity of the 
situation and why it is so dangerous to engage in these 
kinds of naive attacks on one group or another as the 
major culprit. Monetary policy frequently fuels or vali- 
dates the inflationary process largely because the alterna- 
tives seem even more unpalatable to the central bankers. 
I understand their problem. I am firmly convinced that if 
the Bank of Canada wanted to stop inflation in this 
decade it could probably do so, but I would hate to think 
of the disastrous side effects in terms of unemployment 
and slow rate of growth and so on and so forth. But 
nonetheless they do at times fuel and validate the infla- 
tionary process. 


Demand-pull, whether it be general and/or sectoral, is 
often involved whether the source is expanding consumer 
outlays, increased demands for our exports, investment 
booms, rising government expenditures or some combina- 
ion of these forces. And cost-push, which is the one so 
many of us want to focus on these days, whether it is 
general or sectoral, is often present whether it derives— 
and let us be clear on this—whether it derives from 
wage-, salary-, fee-, interest-, import-, tax- or profit-push. 
There are all sorts of cost-pushes abroad in the land. I 
cannot emphasize that point repeatedly enough. 


To repeat, then, it is the complex interaction of all of 
these sources that makes it so difficult to assign responsi- 
bility to any one or more of them at any particular time. 
There are no simple explanations. Correspondingly, there 
are no easy answers. 


Let us now look, having said as much as I can say 
about the causes of inflation, to what we can learn from 
Canada’s futile experience with wage and price guide- 
lines. I may say, and I can say this without fear of 
contradiction, that I am not saying something out of 
hindsight. I said it before it began. I said it during the 
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exercise and for once in my life I knew I was right. But 
like other deceptively appealing measures such as com- 
pulsory arbitration, which I mentioned earlier, wage and 
price guidelines do have quite a coterie of advocates. 
After all, they are fair, just and involve no compulsion! 
If people did comply, we would certainly solve a lot of 
problems. The problem is that they will not work for a 
number of reasons, most of which are cited by the Eco- 
nomic Council of Canada in its Third Annual Report. I 
hesitate to mention that body because I gather it is in the 
dog house in certain high places in this country, but it 
did in a very excellent review point out just why wage 
and price guidelines and controls would not work. Every- 
body in high places seems to want to ignore that report. 
But more important, let me single out my primary 
reasons for being so dogmatic and even arrogant, if you 
will, on this subject. Guidelines have not worked else- 
where, except perhaps, and I underline the word ‘“per- 
haps’, on a short-term basis. Even then they have almost 
invariably—lI think I could say invariably—been followed 
by a wage-price explosion. 


Most significant in this comparative experience is their 
failure in countries where for a variety of reasons they 
should have had a better chance at working than they 
would here. If you look at the list of reasons which I 
provide I think you can see the contrast between our- 
selves and some European countries in particular which 
have tried income policies or guidelines. First of all, and 
some people take exception to this, most European coun- 
tries that have got into this crazy business have had 
governments that are more sympathetic to labour. They 
have had social democratic governments. This country 
has never had anything resembling a social democratic 
government. It is no wonder that labour does not respect 
the edicts of government, because it has no reason for 
having that much confidence in government. So this is a 
basic consideration. They have more unitary states. They 
do not have the federal-provincial constitutional prob- 
lems that we have. They do not have the division of 
authority in this area. They have more centralized union 
and management arrangements. They have much more 
centralized union bodies and they have much more cen- 
tralized and powerful employer organizations. 


We have shadows at the top. The CLC and the CMA, 
the Chamber of Commerce and most other groups that 
you can mention are not significant in terms of the issues 
we are here to discuss. They are little more than lobbies, 
spokesmen for those they purport to represent. But let 
them try to represent them on a gut issue like wages and 
prices and they will quickly discover that their affiliates 
are not behind them. They have, finally, more centralized 
collective bargaining arrangements. All of these things, it 
seems to me, would suggest that incomes policy guide- 
lines, or whatever you want to call them, should have 
worked there. Nonetheless, they did not. Mind you, I was 
in Europe last summer and the best summary description 
I have heard about the state of guidelines in incomes 
policy in Europe was provided to me by a British labour 
attaché—I had better not name the country or you will 
really pin him down. When I asked him about this he 
said “income policies are in a state of shambles in west- 


ern Europe”. I have been in most of these countries and I 
can attest to that fact. 


Finally, even if the CLC and the CNTU had chosen to 
go along with the guidelines, which they did not, and I 
say here and I mean, “for good and valid reasons,” they 
could not have delivered. I come back to what I said a 
few minutes ago about the nature of the CLC. It is a 
monolithic myth, as I have said on other occasions. It does 
not speak for anybody when it comes to such issues as 
collective bargaining and wage determination. They 
cannot commit Denis McDermid of the United Automo- 
bile Workers or Bill Mahoney of the Steel Workers. It is 
a joke to even contemplate that they could. The CLC has 
nothing to do with these things. The affiliates, either 
national or international, are autonomous in the field of 
collective bargaining. They are not going to listen to any 
kind of instructions or edicts from the CLC. Even if the 
auto workers and the steel workers and so on were willing 
to listen to the CLC, do you really think that their locals 
would pay much attention to them? There are internation- 
al union representatives in this country who are not even 
allowed to attend local union meetings. They cannot get 
into those meetings because the local union members will 
have no truck or traffic with them. And this, of course, 
reflects the third consideration. Even if the steel workers’ 
locals listened to the steel workers and the CLC, do you 
think the rank and file really listen to their officers these 
days? If you do, you are not aware of the number of 
union officials at the local level that are being thrown out 
of office; you are not aware of the failure to ratify 
collective agreements; you are not aware of the general 
restlessness and militancy of the rank and file, which is 
in some ways even more intense because of the inflation- 
ary problems. So they could not have delivered. Guide- 
lines could not possibly have worked in this country and 
for anyone to presume that they could—well, I should not 
say what I want to say, but it illustrates a degree of 
naiveté, if not ignorance, that appals me. It appals me 
that it should exist in high quarters. 


Having said this, I know you will want to know what 
the devil you do do about inflation. You might say, “You 
are a very negative young man. You are very presump- 
tuous. Have you anything to offer?” 


I believe I have. I have got nowhere talking to those 
who determine these matters. I do not even know how I 
got into Ottawa. If there was any way of keeping me out, 
certain individuals would certainly have done so. But is 
there a viable anti-inflationary policy? I firmly believe 
there is. But unfortunately we have nobody with enough 
courage and sense to implement it. There are no Yready 
and easy answers. When I go down this list of approaches 
I think you will realize that. But there are a variety of 
possibilities, considerations and strategies that must be 
borne in mind. I have several points. I will try to go 
through them as quickly as I can, because I know you 
want to get at me. I am used to my students so I am 
prepared for that sort of thing. So let me try very briefly 
to go down these points. 


F'rst—and this is terribly important, although I do not 
want to give the impression that I have ranked these in 
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order of priority—there may be some logic to the way in 
which I have ranked them, but they are not in order of 
priority—there is this pressing need for perspective. 
Inflation has posed and continues to pose a serious prob- 
lem in this country. No one can deny that. But some 
highly placed individuals chose to make an obsession of 
it, a mania, a phobia and developed an almost extraordi- 
nary preoccupation with it. And this despite the fact that 
our available indices if anything overstate the degree of 
inflation we have. Our indices are not as accurate as we 
would have them and I am sure you are hearing from 
others more able than I am who tell you about some of 
the defects in the cost of living index, but more impor- 
tant, others, including our major trading partners, if you 
want to call them partners, or competitors, if you prefer 
to call them that, have had considerably more inflation, 
so that our competitive position, if anything, far from 
deteriorating has in fact been improving, and this is 
probably the single most important consideration that we 
should bear in the long run, once we take care of the 
second pont which I wish to raise with you. That is the 
whole matter of who bears the burden for inflation and 
what should be done about it. 


The sad and really horrifying thing is that those who 
are hit hardest by inflation are those who are least 
responsible for causing it. I refer, of course, to the so- 
called widows and orphans and others on low-level fixed 
or quasi-fixed incomes. All of our basic security measures 
should be placed on full escalators. I would again empha- 
size that point, including, as I say here, our minimum 
wages. I know that in doing this we will aggravate the 
inflationary problem, but nothing less will do in a society 
that purports to be in any way, shape or form a just 
society. It is nothing less than a disgrace and a tragedy 
that the people who do least, and let me repeat this, to 
cause inflation bear the greatest penalty for it. We have 
at our disposal a government with a strong enough 
majority that it could implement policies that would take 
care of these so-called widows and orphans that we hear 
so much about but that so little is done about. 


Third, and related to the first point, we must remain 
mindful of the extent to which our inflation is imported. 
We are highly vulnerable to import cost-push and export 
demand-pull especially from south of the border because 
we are a major trading country, and an inflationary 
international climate reduces the amount of control we 
have in this area. That is what we are up against; there 
is inflation abroad in the world, as you know. But 
because of this we must be careful that we do not pay 
too high a price in pursuit of a partly, if not largely, 
futile goal. 


Let me move to my fourth point, again moving through 
these things awfully quickly. Let us try to become a little 
more aware of the cost of so-called wars on inflation. 
Some of the costs are very real, such as the incomes 
foregone and the unemployment deliberately induced in 
order to further this war on inflation. I am not competent 
to tell you how much loss we have suffered in terms of 
growth and income but I understand that Firestone from 
the University of Ottawa, I believe, has estimated that in 
the last year 200,000 jobs and $2 billion were lost in 
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fighting this futile war on inflation, and he is a very 
conservative economist. I find it striking that he would 
come up with figures like that. Other costs are more 
nebulous such as the psychological damage suffered by 
those who have been thrown out of work which I some- 
times feel that people in high places have no awareness 
of, or the deleterious effects of the guidelines on the 
relationships between the federal Government and the 
unions representing its employees. 


Now presumably—and I stress presumably—and again I 
must emphasize that expression, but presumably some- 
body in high places thought that the benefits of the war 
on inflation more than outweighed its cost. But where is 
the evidence? This is something that you gentlemen 
might well demand of certain people. Where is there 
even a sign of an attempt to work out the relative cost 
and benefits of more unemployment as opposed to more 
inflation. That there is no such sign is, to use language 
that I used earlier, a disgrace and a tragedy. If there is a 
trade-off between more stable prices and fuller employ- 
ment as the government apparently has been assuming 
and to which to a certain extent I subscribe, then the 
means should be developed to make an intelligent assess- 
ment of the most appropriate combinations for which to 
strive. But I am convinced that there is nothing like that 
available in this city, and that is, as I said, a disgrace and 
a tragedy. 


Fifth, and of as much consequence as ever, we must 
have more appropriate fiscal and monetary policies. The 
unduly—and this is mild language, really—loose fiscal 
and monetary policies of the federal Government during 
the mid-sixties and the late sixties had as much to do 
with our recent inflation as everything else, and all I can 
say is that we have to avoid repeating anything like that 
kind of exercise again. 


Sixth, we must continue to stress our anti-bottleneck 
strategies. Even if we had the most adequate of fiscal and 
monetary policies, this would not suffice, and these would 
not be enough in and of themselves. We must have what 
has been termed in the United States “a vigilant pres- 
sure-point strategy” aimed at both bottlenecks and what I 
lke to term boat-reckers which I shall come to later. As 
for the bottleneck problem or strategy, or whatever you 
want to cail it, the most outstanding example we have in 
this country is to be found in the field of our so-called 
active labour-market policies, which are directed, among 
other things, to relieving manpower shortages through 
upgrading and retraining and relocation programs. But as 
I am sure you are all aware, we have a long way to go in 
this area and we have to develop a variety of other 
strategies and so on all aimed at bottlenecks in our 
economy. 


Seventh, we must develop more effective anti-boat- 
rocking policies and I say here because I am troubled by 
the way my students think and feel that there may be 
something inherently wrong w.th the competitive pursuit 
of self-interest on moral and ethical grounds. I must 
confess I am not sure any more, but I understand the 
concerns of my students. They think it is immoral and 
unethical, but economically it is hard to quarrel with the 
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efficiency of this approach as long as there are sufficient 
checks and balances either market or institutional in 
nature among the various contending interest groups. 
What we have to avoid are unrestrained power blocks, be 
they in labour, management, the professions or indeed 
government. Otherwise they will be able to extract 
monopolistic and/or monopsonistic returns thus whetting 
the appetites of others for less realizable but perhaps 
equally inflationary demands. 


This brings me, and it has taken me too long to get 
here, to a useful role for a prices and incomes commis- 
sion. Now before I can outline what a prices and incomes 
commission could do if it wanted to be constructive, it is 
essential to review why our prices and incomes commis- 
sion went astray. Essentially it is because, for reasons 
which I do not fully appreciate, although you will get an 
impression that I have some idea, it chose to virtually 
ignore its original mandate to find out the causes of 
inflation with a view to proposing appropriate remedies 
and instead preferred to adopt the American ‘‘job-on” 
approach well after the Americans had discarded it as a 
failure. I find this intriguing; after it fails in every other 
country in the western world we take it up. Granted the 
approach chosen was colourful, flamboyant, headline- 
attracting and politically shrewd. I will grant you all of 
those things. For a while Mr. Young even upstaged the 
Prime Minister which is quite an achievement. But for 
reasons already stated it did not begin to solve the prob- 
lem and in that sense it was worse than futile; it was 
anything but constructive, in fact it was the reverse, it 
was destructive. Moreover—and this is the critical 
point—it completely undermined the Commission’s credi- 
bility with labour and eventually with a lot of other 
people who were not deriving political or public relations 
advantages from its singling out of labour as the primary 
culprit. 


Now, what should the Commission have done? To 
begin with, it should have thought in terms of the pres- 
sure-point strategies I referred to above. It should have 
been identifying those areas of the economy where we 
have serious bottlenecks and serious boat-rockers. Then 
it should have—and this is far more important—figured 
out how to come to grips with them, and finally it should 
have raised public hell—and I mean that—until some- 
thing was done about its recommendations. This would 
have been a useful and viable approach to the problem, 
but it would have required a completely different empha- 
sis. In the first place, the Commission should have been a 
joint federal and provincial body, since so many of the 
problem areas lie within provincial jurisdiction. I have 
already mentioned construction and the professions. They 
are within provincial jurisdiction. This should have 
been—and it has to be, if it is ever going to be useful—a 
joint federal and provincial body. It would have had, in 
addition, to place more emphasis on research leading to 


hard and specific public policy prescriptions in identifia- 


ble trouble spots. Once it moved in on construction and 
certain of the professions, instead of preaching guidelines 
it should have said, “Where the devil did these groups 
get the power to get away with this kind of wage-, 
salary- and fee-gouging?” Indeed, they could look at a 
few corporations in the same light. But it could not have 


played a role as a political handmaiden of any govern- 
ment. Indeed, at times it would have had to be just as 
critical of various levels of government as it would have 
of any other groups. 


Admittedly,—and I must stress this—this approach is 
based on certain assumptions that should be made explic- 
it in order to avoid misunderstanding, because some of 
you are going to say that I am just as naive as some of 
the others I have been talking about. Indeed, I would 
have to admit that these assumptions are heroic. 


This approach assumes, of course, that bottlenecks and 
boat-rockers do present serious problems, be they in any 
of the groups I have mentioned before. I am firmly 
convinced that this is the case: we know we have bot- 
tlenecks; we know we have boat-rockers. 


It also assumes that unduly strong and out-of-line 
groups in all of these areas have powers and engage in 
activities that they would not like to see subjected to 
public scrutiny, let alone control. It further assumes that 
after a cross-section of such offending groups did have 
the “skeletons in their closets” exposed for what they are 
and dealt with, others would think twice about continu- 
ing, or taking, measures that would invite similar 
treatment. 


Essentially, this whole strategy assumes that the best 
way to ensure that such groups behave in the public 
interst is to make them acutely aware that it is in their 
own self-interest to do so. 


Mind you, there are two other assumptions implicit in 
all of this that should be recognized, and perhaps these 
are the most heroic of all. One is the assumption that we 
can find sufficiently competent, diligent, dedicated and 
non-partisan personnel to man such a revitalized com- 
mission. The other more heroic assumption is that the 
two levels of government could find enough political 
courage to appoint such a group, provide it with ample 
resources and complete discretion, and follow up on its 
counsel and advice. 


Now, the immediate outlook. As for the outlook on the 
inflation-fighting front, I am dubious, to say the least. If 
one is to judge by the Prime Minister’s utterances, one 
is left either confused or troubled. A year ago the New 
Year, we were told that inflation was public enemy 
number one. At the New Year we were informed that the 
primary villain was unemployment. More recently—and I 
am afraid that I have not allowed for the comments of 
yesterday—he and some of his colleagues have been 
threatening selective or general wage and price controls 
to cope with the potentially serious inflation that obvi- 
ously continues to confront us. Actually,—and thank God 
I sent this in to you before this latest series of figures on 
inflation came out, but anyone with any brains knew it 
would happen—the inflationary threat never really sub- 
sided, although the rate of price increase did diminish 
sharply. The point is that the threat remained, and 
remains, as latent and potent as ever, just waiting for 
enough of an upturn in the economy more fully to reas- 
sert itself. 


Perhaps the mental gyrations—and my secretary said 
that I should not have said that—of the Prime Minister 
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and his associates were, and are, politically designed to 
mislead us into believing that, having defeated one brand 
of inflation, which we did not do, we now have to tackle 
another. After all, a new problem requires new remedies! 
Hence the threat of wage and price controls. 


As for this unrealistic and unworkable suggestion, 
whether selective or general, the least one can express is 
disbelief. I stress this despite, if not because of, the 
widespread appeal of such controls, according to the 
public opinion polls. Suffice it to say that almost every 
criticism that can be made of guidelines applies also to 
controls. Moreover, except in the form of a short-term 
emergency freeze, they are not only unworkable but 
incompatible with our existing socio-economic-political 
system. Yet, inspired by Galbraith—God bless him, I 
hope he stays south!—further misled by the Ottawa man- 
darins—they seem to like being called “mandarins,” so I 
use the term although I have never really understood 
it—and consistent with their astute political instincts, this 
is the direction in which our leaders are threatening to 
move. Heaven help us, and them, if they have their way! 


To conclude, I am both pessimistic and optimistic. Pes- 
simistic because of the immediate outlook and the obvi- 
ous bankruptcy of ideas in Ottawa in terms of a viable 
anti-inflationary policy consistent with our other values, 
institutions and goals. Optimistic—and it is hard, but Iam 
at times—because I am confident that we do have the 
makings of such a policy which in time somebody in 
power will have to recognize, accept and implement. Such 
a policy revolves around the seven points I outlined 
earlier. 


In summary—and I think this is important—note that 
they included emphasis on perspective, equity and priori- 
ties, and stressed the over-riding importance of appropri- 
ate fiscal and monetary and related policies, as well as 
the critical significance of an effective pressure-point 
strategy aimed at both bottlenecks and boat-rockers. 


Finally, let me return to my opening theme about the 
continuing interplay among the three competing public 
interests in collective bargaining. You will recall that 
these were the public interests in the preservation of the 
system, in its procedural results, and in its substantive 
results. 


What is to be stressed is that preoccupation with the 
adverse consequences of the procedural and substantive 
results of the collective bargaining process could lead us 
to take steps inimical to its survival and all that goes 
with it. With respect to the issues before us, this is why 
it is so important to adopt a viable anti-inflationary 
strategy consistent with the other public interest in this 
area. Otherwise, we could end up with desperation mea- 
sures that in toto would do far more harm than good. 


In conclusion—and this time I mean it!—I would main- 
tain that there is a practical set of steps that could be 
taken to cope with inflation and related problems that 
would not jeopardize the collective bargaining process or 
the rest of our existing socio-economic-political system. 


The real problem is to find someone in political power 
with enough sense and courage to get on with the job. 


Thank you, Mr. Chairman. 
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The Chairman: Honourable senators, you have heard 
the submission by Dr. Crispo. Undoubtedly you will have 
questions relating to it. I remind you that our original 
concept was not so much to find blame as to be critical 
of methodology, and hopefully in as disinterested a 
manner as possible to see if we could arrive at a more 
workable system. I hope that as much as possible we can 
adhere to that concept, because I think that in a search 
for the truth of a situation it pays not to get too much 
involved in personalities. 


Having said that I now open the meeting for questions. 


Senator Nichol: Dr. Crispo, starting with your seven 
points, which I suspect is the core of the paper, item one 
seems to be absolutely understandable as does the 
second one. I agree with item number three and also with 
item number four. My question concerns item number 
five. You say we must have more appropriate fiscal and 
monetary policies. Everybody agrees with that. You also 
say, in item six, that there should be better anti-bott- 
leneck strategies. In item seven you say we must avoid 
unrestrained power blocs. These points come up through- 
out our discussions last week. I am wondering if you 
could be more specific as to what you think should be 
done about item number five, namely, more appropriate 
fiscal and monetary policies, also item number six regard- 
ing anti-bottleneck strategies, and item number seven, 
how to avoid unrestrained power blocs? 


Dr. Crispo: The first five points were essentially 
designed to show that I was not looking at the problem of 
bottlenecks and boat-rockers in a vacuum but in the 
context of a better approach. 


You will have more competent witnesses who will 
appear before you to discuss this. One of the references 
which your committee has been given is a book edited by 
Smith and another name that I cannot at this moment 
recall. There is an excellent article in that book on 
Canada’s fiscal and monetary policies since the war and 
which spells out in much more detail than I can some of 
the inadequacies in the late sixties when we were run- 
ning a moderate to substantial deficit when we should 
have been running moderate to substantial surpluses. 


The Chairman: You are referring to the publication on 
stabilization policy in the post-war period. 


Dr. Crispo: Yes. I would urge members of the commit- 
tee to take a look at the earlier articles in the book. I am 
a Keynesian and I believe in anti-cyclical fiscal and mone- 
tary policies. When we have full employment in this 
country we should be running a substantial surplus par- 
ticularly at the federal level, because the provinces and 
the municipalities not having sufficient taxing power are 
almost invariably in a deficit position except where they 
have oil wells underneath their lands, and even there they 
have problems now. But it is particularly important that 
the federal Government should be operating an anti- 
cyclical fiscal and monetary policy. Beyond that I do not 
think I am competent to say any more. I would, at the 
risk of showing how incompetent an economist I am, 
suggest that I can appreciate the Government’s problem. 
The economy is coming back up and a lot of people 
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including the labour movement are saying “cut taxes. 
There is too much unemployment in the country.” But to 
cut taxes too much, maybe a moderate amount, might get 
us moving up too fast. We have made quite a mess in the 
last few years and maybe we are coming out of it. If we 
come out too fast maybe we will go the other way. It will 
require far more astute attempts to forecast what is 
happening, and I gather that you will have a Professor 
Wilkinson of the University of Toronto who will talk 
about these problems. 

Let me repeat that we are in an area that is beyond my 
day to day competence. 


Senator Nichol: Before you leave item number five, the 
question of unduly loose fiscal and monetary policies, I 
would like you to speak about the expansionary fiscal 
policies of the government in the 1960s. I think a large 
amount of federal Government money that was spent, 
and where the expansion came, was almost entirely on 
what would be broadly described as welfare. 


Dr. Crispo: And education. 


Senator Nichol: Education, Medicare, assistance pro- 
grams, Canada Pension Plan and things of that nature, 
which turn out to be, in a way, almost the sort of thing 
that we are looking for in item two which says we must 
reduce the burden of inflation for those least able to 
protect themselves. 


Dr. Crispo: There may be a political dilemma, I sup- 
pose. I am one of those few Canadians that does not 
resent paying income tax even though I have not yet paid 
mine this year. I do not resent paying income tax. I am 
lucky to be living in this society and I resent those of my 
neighbours who are always complaining about taxes. But 
they should have raised taxes. If they thought that social 
priorities were so important, they should have raised the 
taxes; but that is a political decision that requires the 
kind of courage that I am talking about, and we do not 
have it. 


Senator Lamontagne: I should like to come back to 
item five, where you say that most of the inflation that 
we now have is due to the unduly loose fiscal and mone- 
tary policies of the federal Government through the mid 
and late 1960s. In what way were we unduly loose at that 
time? How do you account for the high level of unem- 
ployment that we had starting in the middle of 1957 
through 1961 which was still accompanied by rising 
prices? 


Dr. Crispo: Well, you have got me off guard if I go 
back that far. Firstly, I think you misconstrued what I 
said. I said that the unduly loose fiscal and monetary 
policies had as much to do with our recent inflation as 
anything else. I did not say that they were pYimarily 
responsible for it. 


Senator Lamontagne: But you say “more than anything 
else”. That was quite important. 


Dr. Crispo: Yes, but so was the American inflation. We 
cannot dismiss Vietnam and what that did to the Ameri- 
cans when they had to have bread and guns at the same 


time. We got some of that because it flowed over the 
border. I will not dismiss the cost push pressures coming 
from unions and other quarters. All these things are 
involved. You ask what I meant by unduly loose fiscal 
and monetary policies. I can only repeat that at that time 
the federal Government during the period of full employ- 
ment should have been running at a moderate or sub- 
stantial surplus, but if anything they were running at a 
moderate or substantial deficit. 


Senator Lamontagne: Not in the mid and late 1960s. 


Dr. Crispo: At that time the federal Government in 
this country had a deficit. We had deficits that were 
beyond what were called for to have full employment. 


Senator Lamontagne: In the fall of 1962, just before 
these new expansionist fiscal policies were thought of, we 
were almost on the verge of another recession, We had a 
substantial surplus and we were far from being in a full 
employment situation at that time. 


Dr. Crispo: My reference was to the mid-sixties and 
late sixties, senator. My reference was to the period 
starting 1965 to 1969. By then we are into the serious 
inflation problem. 


Senator Lamontagne: I wish you would check the fig- 
ures for the late sixties. 


The Chairman: I am getting the figures now, senator. 
When they come I will give them to you. 


Dr, Crispo: I am loathe to comment on 1957 to 1961 
because I do not think it would be a very informed 
comment. I am gain driven to refer senators to the first, 
leading item in this reference that you have on your 
order paper or whetever it is. In the Arthur Smith sub- 
mission there was a very useful exposition of Canada’s 
general fiscal and monetary policy during the whole post- 
war period. 


Senator Lamontagne: Roughly between 1958 and 1960 
we had an increase of about six points in our over-all 
movement of prices. 


Dr. Crispo: And we also had unemployment. This is 
your question. Well, there is raging debate going on and I 
guess I am in on that. Some of my colleagues tell me the 
trade-off problem is not what we thought it was. They 
tell me that we do not have a trade-off between fuller 
employment and stabler prices. I cannot quite agree with 
them. I say that what we are discovering is that trade-off 
is even more miserable than we thought it was. Unfortu- 
nately, I am not in public print on this but if only some 
of my students of past year were here and could recall 
anything—which is probably an even more heroic 
assumption than some others I have made—I think they 
would testify that in sitting in my class I did not buy the 
Economic Council’s trade-off curve because it was based 
on past history and we have not had a past history with 
a sustained level of employment at 96 to 97 per cent. If 
we had sustained that kind of full employment, I don’t 
think their trade-off curve would be worth the paper it is 
written on, because we would not hold the level of 
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inflation to 3 per cent. With that degree of full employ- 
ment we would have gradually had a higher rate of 
inflation. I think current experience is suggesting, not 
only here but in the United States and elsewhere, that 
the trade-off is even more miserable than we thought. I 
do not think we have completely escaped the trade-off. It 
may not be as precise, acute and sharp as we originally 
thought it was, but we have not escaped it. We are up 
against a much more miserable situation than we thought 
we had. 


The Chairman: We will continue with Senator Nichol’s 
question. 


Dr. Crispo: All right. I think it is more important that I 
talk about the anti-boat-rocking policy than about the 
ant:-bottleneck policy, because I think in some ways we 
are on the right track in respect of the bottleneck, par- 
ticularly in the manpower area where we do have 
resources, even in the millions of dollars, going tinto the 
manpower and immigration department. Presumably, 
although I am not as sure as I would like to be, that is 
having the desired effect in terms of coming to grips not 
only with those who are unemployed and don’t have 
skills but with measures designed to equip them to move 
into areas where we have shortages. In that sense we 
have an operational anti-bottleneck strategy in the labour 
market. 


Senator Nichol: And you are calling for more of the 
same? 


Dr. Crispo: I don’t know whether I am calling for more 
of the same. Here it might be interesting for someone to 
find out what kind of return we are getting on those 
dollars. I don’t know. I just raise the question. But the 
intent, the spirit is there. Whether we are getting the 
results, I don’t know. That is the kind of thing I am 
talking about. Now, as for anti-boat-rocking policies, 
there are so many groups that bother me in this country 
that I don’t know where to start. Let us take three. 


First, the construction unions. I am not trusted by the 
construction unions—and for good reasons. Next, some of 
the professions—with their self-licensing and self-regula- 
tory and _ self-fee-setting powers—fantastic! Walter 
Reuther said that if he had a fraction of the power of the 
American Medical Association he would not care if there 
were ten Taft-Hartley Acts in the United States and oh 
so right he was! And then, third, some of these compa- 
nies with quasi monopolies like Inco. So let’s take the 
three areas. The construction unions. I have spent a lot of 
time working with Carl Goldenberg, first on a royal 
commission and then on a special centennial study for 
the Canadian Construction Association in which we tried 
to figure out what could be done to rectify the dreadful 
imbalance of power that existed in that industry. The 
construction unions, and I have said this repeatedly and I 
continue to say it, have too much power—far too much 
power. 


Senator Benidickson: What is Nixon proposing to do 
with this? 
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Dr. Crispo: Nixon is playing a little game of politics, 
which does not surprise me when it comes from the 
White House. He did threaten and did temporarily 
rescind the Davis-Bacon Act—which is an act like our 
Fair Labour Standards Act—on government contracts 
which, in effect, would mean that non-union shops— 
which are now called merit shops in the United States 
because we always try to find tricky little catch phrases 
to describe these things—could bid on government con- 
tracts at rates lower than union rates. And since a 
number of government contracts in the United States—I 
believe it is between 25 and 35 construction contracts, 
although it may be higher than that—are directly or 
indirectly under the federal jurisdiction, this meant that 
a whole new area opened up for non-union firms to allow 
them to undercut what are, by any stretch of the imagi- 
nation, out-of-line wage rates. Well, a heck of a row 
broke out in the United States. This was sacrilege accord- 
ing to the AFL-CIO. So Nixon called in John Dunlop, 
who reconvened the construction labour management 
panel in the United States. Now they have what is sup- 
posed to be a self-pricing mechanism. They are going to 
have panels in each of the different trades which are 
supposed to oversee collective bargaining developments 
at the local levels for each of these different trades and 
which are supposed to monitor the settlements and to 
say, “That is too high. You cannot have that much.” 


They are suggesting 5 per cent. These guys have been 
used to 15 per cent. I can’t wait to see what happens 
when they take on the electricians in New York city. 
“We know you can get 15 per cent, but we have decided 
in the national interest that you can only take 5 per 
Cents 


I don’t have much faith in Mr. Nixon’s present mea- 
sures. I will say this, though, that at least Mr. Nixon 
recognizes they have a problem in the construction indus- 
try, a serious problem, and that they have to come to 
grips with it. 

The worst thing about what is going on in construction 
industry—well, there are so many things. The direct costs 
are atrocious, but the indirect cost in terms of what it is 
doing to collective bargaining in our basic industries in 
both countries is terrible. How can the steel workers ask 
their skilled labour to restrain themselves when they are 
!'3 or $4 behind trades just out the door, who may even 
be putting an extension on the factory they are working 
in? How can the machinists and the air lines settle for 
what they are settling for when they see what the con- 
struction workers are getting? These things are so far out 
of line that it is upsetting the whole collective bargaining 
system. 


To be fair, Ontario, to its credit, is trying with the 
recent amendments to the Labour Relations Act to come 
to grips with this, but they have not gone far enough. 


I don’t know how far you want me to elaborate on 
these things. I will elaborate briefly on the kind of things 
that have to be done. What they have recognized is that 
there is this imbalance of power. They have not had the 
nerve to take away the union hiring hall, which they 
should do. The hiring hall should go to Canada Manpower 
Service and it should be tripartite. The unions should not 
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have control over the hiring hall, which they use very 
viciously to punish contractors who get out of line. They 
send them all the wood butchers. They call for a finish 
carpenter and they send a form man who completely 
wrecks the house. Well, even the finish carpenters are 
doing a good job of wrecking the houses that are being 
put up these days. They can kill a contractor with this 
hiring hall viciousness. 


The Chairman: We are trying desperately to keep per- 
sonalities out of this. 


Dr. Crispo: I am not trying to get racial. That was 
“finish”; not “Finnish”. 

They did not come to grips either with that or with the 
apprenticeship system which the unions control. They 
have not got the nerve to weaken the unions. That is 
political. Ten thousand hard hats appeared in front of 
Queen’s Park one day and the government retreated into 
its chambers and said, “Don’t bother them. They have got 
votes.” They think the construction workers are NDP 
supporters. Such bandits could not be NDP supporters. 
But they refuse to tackle the unions. 


They have now created this thing called Employer 
Association Accreditation. I know this well because 
Harry Arthur is a professor at Osgoode Hall Law School 
and he and I are the fathers of this concept. In effect it 
creates a union of employers. One of the advantages in 
the construction industry that stands out grows out of the 
fact that contractors hate each other more than they do 
the unions, and they will do anything to cheat—perhaps 
that is too strong a word—to undercut each other, and 
you have very reputable firms which I will not mention, 
Mr. Chairman, who will have side deals with the union 
which say that they will never be struck on any of their 
projects and in return they guarantee to pay whatever 
the other contractors are eventually forced to cough up 
as they fall apart as these guys abandon their associa- 
tions. So the Ontario law is designed to force contractors 
to stand together. There is a flaw, of course. They do not 
have to take a strike or lock-out if the Contractors’ 
Association deems it necessary to do so, and until they 
have the power to do that as they now have in Quebec 
under the Corporation of Electricians and the Corpora- 
tion of Mechanical and Plumbing Contractors systems in 
Quebec—in the by-laws of those Associations if the Asso- 
ciation orders a strike or lock-out, every contractor has 
to take that strike or lock-out or go out of business. Now 
that begins to give contractors enough power to compete 
with the unions. So that is an example, and I apologize 
for the skeletal treatment I am giving you of these 
things. I lived with this stuff for two years, and I do not 
want to get involved any more because it is a sickening, 
despicable industry, and you end up by saying a plague 
on both their houses because what they are doing is 
jointly gouging the rest of us. If you look at the sheet- 
metal settlement in London, Ontario of a few weeks ago, 
you will see that it is just scandalous. The employers’ 
offer was $2.25 and then they came up with another 50 
cents to show their good faith. Oh, my God, this is 
ludicrous; these guys are going to get $7 to $8 an hour. 
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Then we are going to go to the steel workers and say 
“Now, leave INCO alone, and just take five.’ Well, it is 
impossible, and this is the kind of thing we are dealing 
with. Now, the medical profession—perhaps you do not 
want me to deal with that because it is getting too close, 
but the professions—I did a study for the Prices and 
Incomes Commission. Jack does not acknowledge that I 
did it and I do not usually admit that I did it. They 
never published it, and I am supposed to be revising it, 
but I do not suppose they will ever publish it. You can 
ask him when he comes. It was a worthwhile research 
project. I am not saying the quality was any good but it 
was an example of what they should have been doing. 
They said to me “You want to go and study fee setting in 
the professions, go to it.” So I did. I went out and I did a 
survey across the country to see what these characters 
were up to. It is not as bad as I thought it was. Let me 
be fair to the professions. I thought they were real robber 
barons and that they would make the construction unions 
look like pansies. But they are not. They are more 
responsible than I thought they were. But they still have 
too much power, and I recommended more public partici- 
pation in the licencing function, in the regulatory func- 
tion, in the disciplinary function and in the fee-setting 
function where under such things as Medicare they are 
not now collectively bargaining with the government. If 
there is an offsetting power, I do not worry, and the 
doctors are up against it now. They have to deal with 
governments that are trying to figure out how to get 
more dollars for other purposes, and when they see doc- 
tors in Ontario earning more than $200,000 a year, 
gross—I know it is all going into their expenses—but 
when they see these figures, they get upset, and they say 
to the doctors, “Justify your fee increases.” So they are 
feeling the heat. But all the professions should be 
brought under similar checks and balances. 


Now what do you do with these companies with 
monopolies? I had better be careful because there may be 
Board member of one of them here. 


The Chairman: I would not think so, not in the Senate. 


Dr. Crispo: Now INCO was losing its monopoly because 
of Australia and now it only has a quasi-monopoly. But, 
you know, we want them to get all the foreign exchange 
they can—maybe not right now, but there we were 
having a little bit of balance of payment difficulty. At 
that time we wanted INCO to get every little bit of 
money that foreign trade could command. But that made 
them very profitable. And for Jack Young, excuse me, for 
the Prices and Incomes Commission to go the steel work- 
ers and suggest that they restrain their demands in 
dealing with INCO, well, I hate to think of what they 
probably told them in private. I could have written the 
comments for them and “fuddle duddle” must have been 
an appropriate term. But in any event they are not going 
to restrain themselves when they see INCO commanding 
the kind of profits it does. Yet, we as a nation want INCO 
to make all that it can with foreign sales. What do we do 
with that kind of an outfit? Do we have a special foreign- 
profits tax? I do not know. I do not know the answers to 
all these things, and I do not pretend to. You see, I am 
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very pragmatic. I have had some terrible fights with my 
good friend Jack. We still talk and join issues. He says to 
me, “Well, how do you decide where to go after these 
guys?” And I say, “I would be very pragmatic; I would 
look at what is happening to wages in the country and I 
would see wages going up at about 8 or 9 per cent on the 
average.” But here is a bunch of guys that are getting 15 
per cent or 16 per cent—the construction workers. We 
will find out what they have that gives them that kind of 
power. And we will take it away from them. I would be 
that pragmatic. I would just look at out-of-lines groups. 
The same thing in terms of professional incomes—which 
professional incomes are going up the fastest? Is it a 
bottleneck problem or is it a boat-rocking problem? Then 
which company’s profits are to go up the fastest and 
why? Is it because they are innovative and breaking new 
ground in terms of products and technology? If so, leave 
it alone. But if it is because they are in a bidding ring or 
they are using some sort of monopolistic practices, cruci- 
fy them. That is what you have to do. 


Senator Lamontagne: In what way? 


Dr. Crispo: If there is a tariff, eliminate it. And if it is 
a combine, get the Combines Investigation Branch to do 
something useful. 


' Senator Nichol: Are you not in a dilemma _ here? 
Assuming what you say is correct about the construction 
industry and assuming what you say is correct about the 
importance of maintaining collective bargaining in the 
broad sense which runs as a thread through your whole 
presentation, is not what you have just said in conflict 
with what you have to say about free collective bargain- 
ing and not destroying the collective bargaining system? 


Dr. Crispo: No. 


. Senator Nichol: In one case you are speaking in favour 
of collective bargaining and in the second case you are 
saying “collective bargaining, but—”. 


Dr. Crispo: We have free collective bargaining within 
the context of labour relation acts which are designed to 
bring about something resembling a balance of power 
between the parties. That is the preseumption on which 
our Industrial Relations Disputes Investigation Act at the 
federal level and the Labour Relations Act at the provin- 
cial level are based. We decided long ago that corpora- 
tions had too much power vis-a-vis their employees and 
therefore we should put in acts like corporation acts but 
for trade unions and we called them labour relations 
acts. Now it stands to reason that just as in the United 
States when they put in the Wagner Act, they discovered 
they went too far and they had to swing back again with 
Taft-Hartley, and then again with Landoum-Griffin. I am 
simply saying that we have free collective bargaining but 
it is within a context of the rule of law and I am simply 
saying that that rule of law at times becomes obsolete 
and develops or allows to develop disproportionate rela- 
tionships where there is a terrible imbalance of power, 
and when that happens you should correct it. There is 
nothing in our society that is free or that is not subject to 
law. And I did not mean to speak of free collective 
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bargaining in the sense of anarchy. We have free collec- 
tive bargaining within rules of the game that govern- 
ments determine are appropriate. I am suggesting that in 
some industries the law is no longer appropriate because 
there is this disproportionate imbalance of power. 


Senator Manning: Mr. Chairman, my initial question 
did revolve largely around these points, and in view of 
the discussion which has taken place, I shall restrict 
myself to just one observation. I find myself in very 
substantial agreement with the witness, with much of 
what he said about the nature of the problem, its causes 
and the reasons we have not been making too much 
progress towards the solution. But where I am in diffi- 
culty, Mr. Crispo, is when we come to the part of your 
submission which deais with an alternative to what is 
being done today. Of your seven points, I think it has 
been indicated through recent questions and through 
your answers that the first four of these seven are really 
nothing more than statements of fact which most people 
would accept but which really tell us nothing about what 
has to be done to correct the problem. The latter three on 
which you have commented are so general that as one 
member of the committee I find them almost valueless in 
coming to a conclusion as to precisely what we might 
recommend in the way of new techniques to control 
inflation without wrecking the economy. 


As you perhaps know, I spent 25 years of my life as 
head of a provincial government in this country. If I had 
asked my advisers for answers to the problem of inflation 
and they came in and said, “Well, we need more appro- 
priate fiscal and monetary policies, we have to strengthen 
our hands and develop more effective anti-inflationary 
policies,” I would have said fine, but I would have been 
exactly where I came in. I would have asked, “Precisely 
what does this involve, how do we go about it, and what 
do we have to do?” 


I appreciate in your answers that on an occasion like 
this you cannot begin to cover matters of this breadth in 
the time available here, but could you indicate to us as a 
committee, how we might best pursue these things, to get 
the information that is needful to come up with some firm 
recommendations, assuming that the ultimate decision 
was that these three things are valid and we ought to 
make recommendations with respect to all three. How do 
we go about getting what we need to have in order to 
make such recommendations? 


Dr. Crispo: With respect, senator, can I start with a 
quick reference to the first four points you suggested 
were largely background and factual. In the main I agree 
with that, although I think the first one is more impor- 
tant than that. I really think it is essential that our goal 
must be price stability. 


Senator Manning: I agree with you, and I am not 
quarreling with your first point at all. 


Dr. Crispo: All right. As long as our goal is something 
that is in reasonable relationship to what is happening in 
the rest of the world, then it is manageable, but if we try 
to do better than the rest of the world then I think we 
have a real problem. 
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As for specific approaches, first of all it would be more 
than presumptuous of me to begin to say that I know 
where all the problems are, let alone what should be 
done with respect to all these problems. My concern is 
that we have lost two years with a joke called the Prices 
and Incomes Commission that chose to ignore its original 
mandate to search out and ferret out these problem areas 
and come up with very specific recommendations as to 
how we could come with grips with them. 


Senator Lamontagne: Do you not think that this is only 
a partial answer to the whole situation, and that to 
complete the answer you should also add, since you are a 
Keynesian, that part of the story was that we followed 
the Keynesian approach in fighting inflation during that 
period. 


Dr. Crispo: That is where you and I disagree. I hope 
the figures have arrived—and I will probably be proven 
wrong, and it will not be the first time. We were any- 
thing but Keynesian in the late ’sixties, as far as I am 
concerned. 


Senator Lamontagne: I have here a chart showing that 
in 1964 we started to make a budgetary surplus which 
climbed up until 1970. 


Dr. Crispo: At the federal level? 
Senator Lamontagne: At all levels of government. 


Dr. Crispo: I would be very interested in having this. 
Where is this available? What is that called? 


Senator Lamontagne: The Economic Council of 


Canada, September, 1970. 


Dr. Crispo: I would like to see this, because I and my 
colleagues have been in error. 


Senator Lamontagne: In terms of the national accounts. 


Dr. Crispo: Well, here you are getting me. Again you 
are out of my area. You can talk about a full employ- 
ment budget, a cash budget, and a national accounts 
budget. Obviously, it depends on which one you look at. 


I thought, and I may be in error—and I have been 
reading and therefore those I have been reading have 
been in error—that at least on a cash basis we were not. 


Senator Lamontagne: If you are a Keynesian you 
should accept, in terms of Keynesian analysis and income 
policies, that the national accounts approach is much 
more appropriate in so far as guiding economic policy 
than the mere, traditional approach to budget making. 


Dr. Crispo: I am not sure whether I am an obsolete or 
a reformed Keynesian now. You have put me in a very 
awkward position because it was my firm impression that 
our fiscal policies were not in order during the mid- and 
late ’sixties, and what you are citing is suggesting that I 
was in error. 


’ Senator Manning: Mr. Chairman, I wonder if I could 
come back to this other point. As you can appreciate, 
doctor, as a committee, we are instructed by the Senate 


to try to come up with some practical, workable, positive 
recommendations with respect to how the problem of 
inflation can be controlled without creating havoc on the 
economy we are suffering and the price we are paying in 
unemployment, and so on. 


My point, relating to your seven specifics, is: Can you 
give us any indication of the avenues that we might or 
should explore in order to come up with precise informa- 
tion that we need to make that kind of recommendation, 
assuming that we accept these as premises? 


Dr. Crispo: In terms of my own area, I would single 
out for attention the last thing I dealt with, and what I 
was building up to all along the line, the role of what I 
would prefer to call an incomes and costs review board, 
because I think that is a more appropriate focus. 


You have a real dilemma. If I may presume to guess 
what you would not do, you would not recommend the 
what you would not do, you would not recommend the 
abolition of the Prices and Incomes Commission, which I 
frankly believe should be abolished. 


Senator Manning: Why not? 


Dr. Crispo: Just let me say what is in my mind. If I had 
my way we would chuck the thing and start all over 
again, because it has so discredited itself. But how do you 
do it? You have to give it a respectable burial and you 
have to wait a little while to put something in its place to 
do what it was originally supposed to do. There is politics 
involved; there are personalities involved. I do not know 
how you do this, but that would be my way of thinking. 
There is a role for an incomes and costs review board. It 
is the body that should give you the specifics you are 
talking about. It should provide both the federal and 
provincial governments with advice and counsel on 
groups that are really out of line and which are setting 
these targets that the rest of us shoot at. I mediate the 
odd dispute. I do not “arbitrate” because I do not choose 
to play God, but I mediate the odd dispute and I get into 
things like the teachers. All they talk about is the con- 
struction workers. The police, all they talk about is the 
construction workers. Then there are the steelworkers. I 
do not want to name names, but talk to some of the 
senior steel company executives in this country or the 
senior steel union executives, and all their members are 
thinking about is, “Look what the construction workers 
got!” And perhaps even the Teamsters are saying, “Well, 
look what the construction workers have got!” I do not 
know, but I believe that there are trouble spots in this 
economy that stand out so obviously that for a research- 
based incomes and costs review board—not an academic 
body that spends 10 years coming up with a report that 
nobody pays any attention to, but an action-oriented 
body that moves quickly and moves inward, that sees 
people out of line and really does not try to preach 
guidelines—nobody will listen to those—but says, “How 
the devil did that group get the power to extract that 
much more than the rest of us?” 


Senator Manning: If we are going to make meaningful 
recommendations as a committee, and let us assume just 
for the sake of the argument that this kind of body was 
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one concerning which there was agreement should be 
established, surely it is essential in making that kind of 
recommendation that the specific areas, responsibilities 
and powers of such a body have to be spelled out. Other- 
wise you will come up with another body to which no 
clear direction has been given, and you will be saying 
exactly the same as you are saying today. 

I come back to our task as a committee. How do we go 
about getting the information needed, if we decide to 
make such a recommendation, if that recommendation is 
precise enough, that the body set up is going to do the 
job effectively and is not to become something that is 
just a constant repetition of what you are speaking of 
now. 


Dr. Crispo: That is a very good question, because the 
present body had a mandate that it chose to ignore, 
whether under instructions or not, I do not know. I will 
never know that, or I am not likely to. 


Senator Benidickson: Did it ignore its instructions or 
was it backed up? 


Dr. Crispo: I am sorry, but I do not understand what 
you mean by “backed up”’. 


Senator Benidickson: Well, 


authority. 


it had no legislative 


Dr. Crispo: I would not give it that. I do not think you 
can do that. I did make the statement at some point that 
I was assuming that we could find the kind of personnel 
to man such a body who would be unafraid to move into 
these situations and would be bound to no interest group, 
to no political party. 


Senator Lamontagne: But with no authority. 


Dr. Crispo: No, I did not mean to imply that at all. I 
think they should have full authority to subpoena 
records, to require testimony, and to ferret out any kind 
of information they think appropriate. 


Senator Benidickson: Where does the authority come 
from, except from the Cabinet? 


Dr. Crispo: Ultimately, in the parliamentary system it 
can come from nowhere else but Parliament, through the 
Cabinet. I am counting on such a body having able 
enough personnel and doing astute enough research that 
when it issues its pronouncements publicly—not private- 
ly, but publicly—these documents will carry enough 
weight and influence that Parliament, at the federal and 
provincial levels, will pay a great deal of heed to what 
they are recommending and will implement a great deal 
of what they have to say. 


Senator Lamontagne: And if this means control? 
Dr, Crispo: I do not believe that controls will work. 


The Chairman: We can come to controls. You may deal 
with that, but I would like you to come back to Senator 
Manning’s question. You have the concept of this com- 
mission. Precisely what powers does it have, what does it 
do? 
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Senator Manning: No government or Parliament is 
going to set up such a body without knowing what 
powers are delegated to it, what the areas of operation 
are going to be. If this approach is going to be considered 
seriously as a result of any recommendation of this com- 
mittee, then that recommendation will have to be specific 
enough that Parliament can look at it and say “We agree 
with this, and this is what we will do.” How do we get 
the necessary information to make such a recommenda- 
tion when that is the decision? 


Dr. Crispo: I do not think that I may be as helpful as I 
should like to be. You are asking for specific terms of 
reference for such a body. I cannot give you that for 
reasons that I will explain. But it must be federal and 
provincial in character. Some of you will say that is 
impossible. I would not care if any of the provinces did 
not come into it. I would like to see at least Quebec, 
Toronto or British Columbia in it. It will have to be a 
co-operative undertaking. It will be advisory; it will offer 
advice. It will not have any legislative authority or sanc- 
tion. It has to be independent. It has to have people, as I 
described in my notes, who are competent and dedicated 
and non-partisan. I mean non-partisan not only in the 
sense of not being associated with a particular interested 
group, but also not associated with any party. It has to be 
something quite unique and different, almost like the 
Supreme Court. 


In terms of its powers, I would give it unlimited 
powers of investigation. That is the important thing. 
They have a discretion. You might want to have it man- 
datory to investigate any situation which any Parliament 
at any level chose to ask it to investigate, although I have 
grave reservations about that. Politically it would be too 
convenient to refer everything to it. That would be a 
little dicy because it could overburden it and it could not 
do useful work. It must have the capacity and the power 
to search out those groups that are clearly out of line, 
and have the power to subpoena, to require testimony to 
do whatever is necessary to fully investigate the powers of 
those groups and what can be done to curb its powers. 


I must take up your point of controls. I have no 
thought in mind of this body imposing or trying to 
impose or even elaborating on guidelines on controls. 
Guidelines deal with the symptoms of problems. I want 
to deal with the problems. The problems are of groups 


that have too much power. 


Senator Lamontagne: Suppose that we have that com- 
mission. I am sure that it would be quite easy to write 
the terms of reference for that commission. Give them all 
these powers of investigation. Let us hope they will be 
unbiased and they will be competent and will come up 
with a good solution to a particular situation or problem. 
They then come to the conclusion that such a situation, 
for instance, in the construction industry should be 
stopped. Where do we go from there? 


Dr. Crispo: If it is under provincial jurisdiction you 
will have to relate the responsibility ultimately to 
Parliament. 
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Senator Lamontagne: Where do you go in terms of 
parliamentary action? What action would you suggest? 


Dr. Crispo: I think we come back to Cabinet responsi- 
bility, whether federal or provincial. 


Senator Lamontagne: What does the Government do? 
Do we eliminate the construction industry or control it? 


Dr. Crispo: I said that one of the things that I might 
recommend is to take away the hiring hall. That would 
do a lot of good. If I might use language that is not parlia- 
mentary, the answer is to flood the bastards, crank out 
more journeymen, crank out more doctors. In some areas 
that is the solution. It is a bottleneck more than anything 
else. It should have the maximum discretion in terms of 
advice. It will be up to Cabinet to come to Parliament 
and say “We have looked at the advice and we want the 
following things implemented.” 


Senator Lamontagne: But you started by saying that 
you did not accept this as a solution or that as a solution. 
What do you accept as a solution? 


Dr. Crispo: You say the politicians say that? 


Senator Lamontagne: No. You said that you were 
against general controls. You also said that you were 
against a freeze and against other things. 


The Chairman: Dr. Crispo said in connection with con- 
struction unions that he would remove the hiring hall, 
that he would make use of tariffs wherever necessary, 
and if a combines policy was effective he would make 
use of it. 


Senaior Lamontagne: How can you make a combines 
policy effective with the present jurisdiction of the feder- 
al Government, which has no civil remedy at all? 


Dr. Crispo: I have emphasized over and over again that 
we have a constitutional problem. That is why this body 
must be federal and provincial in character. What I think 
you are really saying is that my approach is vulnerable 
in the final analysis in the same way that everything in 
this country is vulnerable, to the inadequacies of our 
present Government and Parliament to come to grips 
with groups who have too much power. I confess that in 
the final analysis we are dependent on the good judgment 
and discretion of Parliament. I concede that fully. That is 
one of the crosses that we have to bear. Nobody has the 
guts to come to grips with these groups. They are fright- 
ened of them. I do not know why. I do not understand it. 
I should have gone into politics but nobody will have me 
and I do not like any of the parties. I can assure you that 
the present Government would not put me in the Senate. 


Senator Manning: You spoke about the matter of 
dividing the spoils and you argued that everyone was 
trying to get everything they could. Let us concede that 
that is perhaps generally true. My question is, do you 
think there would be any merit or that it would be 
practical if we could develop some meaningful produc- 
tivity industries in this country, at least to do part of the 
dividing of the spoils to both management and labour, by 


relating it to a productivity industry? Is there some area 
in allocation of the productivity of the country which 
could reasonably be apportioned between shareholders, 
management and labour by relating it to productivity 
increase, where increased productivity would bring an 
increase? 


Dr. Crispo: Far be it from me to suggest that we do not 
need more adequate data for measuring productivity 
across the board in different industries. We clearly 
require that. We do not have it on an accurate basis. If I 
might mention Professor Wilson, this might be something 
that he will be talking about. If we had this data and we 
knew that productivity was going to increase by 2 or 3 
per cent a year, this would have educational value and it 
would be very useful to any review board or any nation- 
al body concerned with economic policy. But in terms of 
giving us anything viable by way of an anti-inflationary 
strategy, I am dubious, because this was the basis of the 
American guidelines. They figured out that productivity 
was growing by roughly 3 per cent in the States and they 
said “Now if everybody will just take 2 per cent we will 
not have inflation.” But then they added, even before the 
war started over the guidelines, “Of course there will be 
equity in our allocation problems. If we limit everybody 
to 3 per cent we are assuming that the present distribu- 
tion of income is fair and just”, which is not what most 
groups in this country are willing to concede. So they 
immediately had to decide on equity. This group should 
take a little less than 3 per cent because they are ahead. 


This group should take a little less than the 3 per cent, 
because it is ahead. And then they had running against 
the equity considerations in some instances the allocation 
problem—‘We are short of labour over here; we have to 
attract more labour so we have to give them more than 3 
per cent. We have got too much here, so we will give 
them less.” And often the equity in the allocational 
things is in conflict. But the problem of devising a for- 
mula is bad enough in itself without beginning to con- 
template how the devil you get it accepted. 


I say to you—and you may say I am sounding nega- 
tive—that it is important for us to have this information. 
But to assume that the availability of such information is 
going to give us much by way of a viable anti-inflation- 


_ary strategy, I don’t think follows. 


Senator Manning: I was thinking of this more on the 
basis of something which would be applicable to each 
individual industry or productivity plant. So far as the 
industry is concerned, what management is concerned 
about is, if the workman in his plant plus technological 
progress and so on increases productivity of that particu- 
lar industry, where he is going to generate more 
income. He has a greater portion that can go either to 
shareholders, management or his labour. Never mind 
what is happening in the rest of the country. I agree you 
will never pour these things into a common mould. 
Maybe I am digressing, but I wonder if you thought it 
was practical to consider productivity indices related at 
least to the major industries of Canada and gear some 
portion of the allocation of wages by that means instead 
of by the bargaining table. 
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Dr. Crispo: In that sense it frightens me to death for 
the reason that I hate to contemplate what you would do 
to your wage structure. If we based relative wage 
increases in any way, shape or form on relative produc- 
tivity improvements we would have the most skewed 
wage structure imaginable. 


The Chairman: I might mention, senator, that Dr. 
Lipsey today pointed out that in certain industries such 
as farm machinery where there have been large advances 
in productivity, they have not had similar increases in 
demand. Whereas, in the service industries where there 
have been limited increases in productivity, the demand 
has gone up enormously. So he pointed out that it 
becomes very difficult. to relate increases in wages or 
increases in price to productivity on account of the 
demand factor. He then went on to say that you would 
get into enormous distortions. 


Dr. Crispo: This is my concern, because by the very 
nature of the type of work that is involved in different 
industries, they have differing scopes for productivity 
improvement. You could say, “Well, you are a fine one to 
talk; you are in one of those sectors where the produc- 
tivity improvement is not that noticeable. No wonder you 
are skeptical.” I suppose that might motivate me. I read 
an article last night that universities are becoming less 
and less productive. I am astounded that a lot of my 
colleagues are obviously boon-docking, because I have 
been at the University of Toronto for ten years and in 
one of my graduate courses I started with 12 students 
and I now have 45, and in one of my undergraduate 
courses I started with 40 students and I now have 200. I 
am about to go back and propose a piece-work system at 
the university. Judging by the size of some of my col- 
leagues’ classes, I come out on the top of the heap. 


Senator Laird: Could I ask a very practical question, 
Dr. Crispo? You have, and rightly so I think, stressed the 
desirability of maintaining collective bargaining. Is there 
any merit in trying to improve the mechanics of collec- 
tive bargaining to make it more objective? For example, 
could this be of some help in the construction industry? 


Dr. Crispo: This is where one of my worst features 
comes out. I am very cynical. If I had the power and 
ability, I think I would get out of collective bargaining, 
because it makes one very cynical about everything. It is 
a power struggle. It is an adversary system. It is a 
confrontation process. You know, equity has little bear- 
ing on the thing. 


Senator Laird: That is the point. 


Dr. Crispo: That is right. But that is our society. I 
mean, you may take offence at this, but it is a dog-eat- 
dog rat race for the most part. 

I remember that Abe Raskin, an editorial writer for 
the Times and a very astute labour reporter until he 
took on that position, addressed the Canadian Manufac- 
turers’ Association and they loved him. His address was 
entitled “Collective Bargaining: A Race to Nowhere’. I 
had to speak after him and I just chucked out my 
address. I suggested to him that I didn’t mind his saying 


that collective bargaining was a race to nowhere so long 
as he was willing to concede that North America was in 
a race to nowhere. 


Collective bargaining, like education, cannot rise above 
the environnment in which it finds itself. This is some- 
thing we are often prone to forget. But this system of 
ours has generated more wealth and more productivity 
and will continue to do so more than any other system 
known to man. But we pay a price. 


Senator Laird: You see no real hope of improvement? 


Dr. Crispo: If you are talking about equity, I don’t see 
that many opportunities. But if the parties to collective 
bargaining knew that if they got far out of line there was 
a watchdog around that was going to figure out where 
the two of them got so much ability to get out of ilne... 


Senator Lamontagne: Out of line with what? 


Dr. Crispo: I told you I was going to be pragmatic. 
Well, I would simply look at the average rate of wage 
increases in the country. They are too high in terms of 
the inflationary problem, but I wouldn’t worry about 
that. Everything is going up 8 or 9 per cent. But which 
are the groups that are consistently leading the pack? Let 
us start with them. Start with them and bring them 
down and the whole average goes down. There would 
still be somebody leading, but gradually I would go after 
that man and before long, according to my thinking—it 
may be academic although I don’t think it is, because it is 
very practical—gradually groups would get to realize 
that if they got out of line somebody would be coming 
after them, taking a good lock at how they got the power 
to get out of line. In their own self-interest they would be 
looking over their shoulders and saying, “We had better 
watch ourselves. We had better show some restraint.” In 
that sense we might get a little more objectivity, if 
“objectivity” is the word. 


Senator Molson: On the fifth point, it seems to me that 
no one can quarrel with your statement that there were 
loose fiscal and monetary policies, Dr. Crispo. But do you 
not think that, coupled with that, one has to recognize 
the fact that we really hardly have the requisite tools? 


Coming to the fiscal policy first, you were talking about 
uncertainty in your point of view as to whether tax cuts 
were in order now. If so, to what extent? Perhaps if the 
tax cuts were too great they would just trigger again the 
rapid increase of inflation. But do you not think that 
perhaps in the area of taxation alone, one of our great 
difficulties is our regional disparities? For example, if 
you have a certain level of tax relief, it has not the same 
impact in Ontario as it has in Nova Scotia. Am I not 
right in that? 


Dr. Crispo: Yes. I fully appreciate the question, sena- 
tor, but again for me to really comment on how we could 
better adapt our fiscal and monetary systems or any of 
our other systems to these regional disparities is so far 
beyond my competence that it would be ridiculous for me 
to attempt to answer. 
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Senator Molson: Let us leave that, then, and come to 
monetary policies. Canada has chosen in its wisdom to 
limit its capacity to essentially regulate its monetary 
pol'cy. There are so many organizations outside of the 
banks which are susceptible to some controls that really 
we have a very sluggish, awkward monetary control 
system. While admitting that the monetary policies have 
been partly to blame for our problems, I again suggest 
that we have not really equipped ourselves with the best 
tools. 


Dr. Crispo: In general I am in agreement with you. For 
example, I carry around in my wallet a bunch of credit 
cards. What are you going to do with me? 


Senator Molson: So does everybody else. 


‘Dr. Crispo: At one point the bank promises to give you 
a red-convertible loan, but in the next breath, when 
appearing before a parliamentary committee, they say 
that people are spending beyond their capacities. 

I have not really the competence to answer, but from 
what I have read I am led to believe our government 
should have more stand-by policies in terms of tax poli- 
cies; and there should be more discretion in the hands of 
the cabinet, so far as I am concerned, to change the tax 
rate within limits. I really think there should be more 
discussion so that they can move fairly quickly when 
they see a problem coming that requires attention. I am 
also very much enamoured personally by what they call 
the investment reserve, I think, in Sweden, which is a 
device whereby in a period of boom they say to corpora- 
tions, “If you will agree to set aside some of your profits 
in an investment reserve account, we will not tax you on 
those profits provided you agree to spend them when we 
tell you we want them spent for investment purposes.” 
So, when the economy is booming, they say to corpora- 
tions, “No taxes if you put the money aside” and then, 
when the economy turns down, they say, “You spend 
them.” Your point is very well taken. There are so many 
imaginative things we could be doing. I spoke of the 
bankruptcy of ideas, and it is not just in the area of 
inflation. I feel it is tragic what is not going on in Ottawa 
in terms of new and refreshing thinking. So I sympathize 
fully. 


Senator Lamontagne: I wish you would expand your ~ 


severe criticisms against the mandarins in Ottawa. 


The Chairman: Senator Lamontagne, I will come back 
to you after hearing from Senator Molson. It sounds like 
you are getting on to a new tack. 


Senator Molson: I think the questions I would have 
asked on six of the seven points have been covered so I 
will stand. 


Senator Lamontagne: When you talk about the manda- 
rins as being responsible for most of our evils, I think I 
know most of them and I am sure you know them too. 
We do not agree on our criticisms, all of them, because I 
think that they have been in the last few years much too 
Keynesian, and you would probably say that they have 
not been Keynesian enough. 


Dr. Crispo: I am confused as to where I am now. 


Senator Lamontagne: Secondly, while I think that 
while we might accuse them of being void of new ideas, I 
would extend that criticism also to a very large extent to 
the academic community. 


Dr. Crispo: Oh, oh, by George, if you want to get on to 
that subject—but you don’t. These guys, many of them 
are a product of academia, and they are still using the 
ideas they were given when they were there, and some of 
my colleagues are still using the ideas that they were 
teaching them when they were there. So I have sympathy 
with your concerns. I am tempted to take up this little 
piece of paper which has found its way before me but I 
do not know how to read it any more. 


The Chairman: I might point out for the record that 
this is the estimated high employment surplus or deficit 
for all levels of Government combined in Canada from 
the year 1956 to the last quarter of 1970. It is on a 
national accounts basis. 


Senator Lamontagne: I am sorry, but I was not basing 
my contention on that sheet of paper, but rather on this 
figure here which appears at page 49, because this one, of 
course, is quite unofficial in the sense that it is the kind 
of thing you would need to have in order to get a high 
level of employment. But I am looking here at this other 
line on page 49, the solid line which shows the actual 
surplus or deficit, and we started to develop a surplus in 
terms of national accounts in 1964. 


The Chairman: For the record we are referring to 
Econom‘e Council of Canada Report entitled Performance 
and Potentials chart No. 16 on page 49. 


Dr. Crispo: I don’t know what to say. It reminds me of 
the problems we have with our unemployment figures. 
You can select whichever set of data suits you, whether 
seasonally adjusted or unadjusted, whether it comes from 
DBS or the unemployment Insurance Commission or 
from somewhere else. I think I would first of all have to 
sit down with some of my colleagues before I tangle with 
you again because you have got me into trouble. But I 
would encourage you, and this is really nasty to one of 
my colieagues who is extremely competent and up to 
date, Professor Wilson—who else is coming? Has Grant 
Reuber been here? Those are two gentlemen far more 
qualified than I am to come to grips with your question. I 
am going back to find out, and if I find out that I am 
closer to the truth than I have been made out to be then 
I will be corresponding with you or at least with the 
committee. I am still convinced I am right but you have 
made me wonder. 


Senator Nichol: I would like to get back to collective 
bargaining. I have had no experience of this in Ontario, 
and I hesitate to ask a question of Senator Lawson. 
Assuming you have this organization which you describe 
and which sounds like the Prices and Incomes Commis- 
sion with a difference or with different people and with 
more teeth of some kind, and if, as you said, they disap- 
prove of some wage increases or think they are wrong, 
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and violation of some standards or others, and therefore 
they go after, say, the Carpenters Union for violating the 
standards set by these people. Now we start from that 
premise that the Carpenters Union do not agree with the 
standards that have been set. Now this body says that the 
government commission standards are correct and the 
Carpenters Union standards are incorrect and they say 
that they are going to go against this organization in 
order to force it to accept the standards set by the 
Commission through various forms of legal harassment of 
some kind. What happens then? My thought is that in 
B.C. what would happen would be that the movement, 
broadly speaking, across the province would be up in 
arms. So my question is, do you think they would agree 
with this principle of yours or do you think they would 
object to it. In answer it is not adequate to say that it is 
a political question. 


Dr. Crispo: No, I would not say that. If you do not 
think I am answering your question, I wish you would 
come back and nail me. 


Senator Nichol: It would have political consequences, 
of course. But what do you really think would happen in 
those circumstances? 


Dr. Crispo: Well, first of all let me make it clear, 
because I drew an implication from your question, which 
frightened me, that I was not suggesting that this Com- 
mission should have the power to roll back any wage or 
price increase. 


Senator Nichol: But to stov them before they occurred. 


Dr. Crispo: No. All right. Let me be very explicit about 
this. What I am saying is that it views the wage and 
price increase as a measure of whether or not it is a 
group it should be looking at. Now it does not touch the 
wage or price increase. That is impractical. After a group 
of workers has won 15 per cent, you cannot go out 
and say, “Sorry, you are only go-ng to get 5.” That is just 
unrealistic. 


Senator Nichol; Let us say it is over a period of time 
and the negotiation has been going on, say, for a year. 
Then the result is this contract. 


Dr. Crispo: Then I have to live with the contract. I am 
using that as a measure of the fact that have too much 
power and I move in then to see where they got the 
power so they cannot do it again. The damage for the 
moment is done and I concede that. 


Senator Nichol: You cannot interfere with an existing 
contract. 


Dr. Crispo: You cannot. It is impractical. In the United 
States at one time there was the suggestion that Walter 
Reuther at one time had won too much and that he 
should take less. But it had already been announced what 
he won, and to announce to his auto workers that having 
won 8, they were only going to take 4~—it is just 
unbelievable that anyone could contemplate that. You 
might pull that on corporations because they are a little 
different; they are not democratic institutions but they 


are not supposed to be. If you pull it on a union, it just 
won’t work. But you want the answer to the political 
question. Let me say this directly in answer to your 
question. Labour publicly—how do I put this? You have 
somekody coming from the labour movement. Do indeed 
ask Mr. Bell who is Research Director for the CLC what 
his alternative is to ithe present anti-inflationary strategy, 
and really go after him on that. My own view of what 
labour would do is as follows. 


I did not know that Mr. Bell was 
implying that he would agree or 


Senaior Nichol: 
com ng. Are you 
disagree? 


Dr. Crispo: The poor devil, I don’t know what he 
would do. He is a servant of the Canadian Labour Con- 
gress and he has io go back and get his bread and butter 
trom them. I don’t know what he will say. We are not 
under oath, you know. Russ Bell is a great guy, but he 
has problems. The CLC has a problem. It condemns 
present government strategy but what is it offering as an 
alternative? That is my major criticism of the labour 
movement. Are they prepared to concede that just as 
certain professions may be out of line and just as certain 
firms may be out of line, so also certain unions may be 
out of line? Publicly I do not think they would concede 
that, but privately there are many industrial union lead- 
ers in this country that would love somebody to step on 
the construc ion workers because they are making life 
miserable for them. They cannot get the kind of gains 
that the construction workers have got and yet they are 
up against a membership that insis's that they do. Now 
in B.C. you know what is going to happen. The Fed is 
going to have a fit and it is going to say, “You are not 
going to do it,” and the NDP presumably is going to back 
them, but if I know anything about the B.C. Government, 
they will make political hay out of that because I think it 
would wash well in B.C. If I know anything about the 
B.C. government they will make polit:cal hay out of that 
because I think it would wash well in B.C. By the way, I 
am not a politician! 


Senator Nichol: I would not say that. I think you are 
doin very well. 


Dr. Crispo: To survive in academia it is difficult these 
days. 


The Chairman: Do you want to continue on this line of 
questioning, senator? 


Senator Nichol: The only thing I want to know is what 
is “Monopsonist'e return’? A new word a day! 


Dr. Crispo: The senator is not here to give me a bad 
time. A monopoly is a situation where as the seller you 
have undue control over your market. In other words, 
you are a single or only one or two sellers. You have a 
monopsony power if you are the exclusive buyer. Have I 
defined that clearly? 


Dr. Gillies: That is correct. 


Dr. Crispo: Thank you! 
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The Chairman: In operating your commission—the 
name of which has escaped me... 


Dr. Crispo: You just need a new name; that is all I was 
suggesting. Anything will do. 


The Chairman: How would you handle the power of a 
multi-national corporation that is entrenched both in 
Canada and all over the world, that is enormously 
wealthy and you are faced with this problem of your 
assessment? The commission assesses the price increases 
enjoyed by this firm are beyond the norm and this firm 
ought, first of all, to be exposed and governments ought 
to be called upon to take action. What sort of action do 
you envisage being taken against this multi-national 
firm? 


Dr. Crispo: May I give you an illustration of the very 
problem you have raised, in the context of Britain, where 
the government has tried valiantly to hold the line on 
public service salary increases and has been embarrassed 
by the settlements made particularly in the auto industry 
by Chrysler and Ford? 


Far be from me to really know what led Chrysler to do 
the dreadful thing it did to the British government by 
caving in and giving them, I have forgotten, 15 per cent a 
year for two years or something—you will have to check 
those figures. 


As far as I am concerned, and this is my reading of the 
situation, although some of my British colleagues assure 
me this is exactly what happened, Chrysler had to get 
the Cricket—is that what they call their mini-mini? They 
wanted to make sure that they got part of the mini or 
sub-compact market in the States, but they were count- 
ing on the British plant for the Cricket. The British 
workers were quite aware of this situation and said, “If 
you want the Cricket, you give us money!” The British 
Government said to Chrysler, “Don’t give in! We are 
holding the line at about 10 per cent.” The workers said, 
“To hell with your 10 per cent. You want the Cricket, 
give us more.” What did Chrysler do? They gave them 
more. 


I have never been as troubled by the presence of 
multi-national corporations and what they can do to 
countries than I have been by this instance. 


The Chairman: Then what should have been done? 
What would your commisson do now? What action would 
you recommend? 


Dr. Crispo: Let me be honest with you. May I make a 
reference? I know of one character who is ingenious 
enough to figure out the answer: Jack Young. That is the 
sad thing. Jack Young was the chairman of my commis- 
sion as well as his own, because he has a fantastic mind. 
First of all, he has energy the likes of which I have never 
seen in my life; he is dynamic and articulate. He could 
probably give you an answer. I cannot; ask Jack when he 
comes. 

I will tell you what I would have to do. I would have to 
figure out what special privileges Chrysler has in Britain. 
I dare say there are certain things Chrysler has by gov- 
ernment policy or by local discretion, or by one means or 


another, but I would take it away from them. I would 
make them pay. You might say, ‘Well, Chrysler might 
pull out.” I would say, “To hell with Chrysler, let them 
pull out.” You are going to say, “Well, that is a fine 
attitude. With 90 per cent of our oil industry in foreign 
hands and 50 per cent of our manufacturing, the whole 
country will disintegrate if you adopt this strategy.” But 
if you just let it go and you say, “Well, it is a multi- 
national concern, we had better not touch it,” you have 
really lost the ball game. 


Clearly, gentlemen, this is where you are going to say, 
“He is evading the issue.” How can I give you an answer 
to that? I have indicated that I am worried, but if you 
have the kind of commission I am talking about, it would 
bring together enough expertise to begin to figure out 
what to do. They might finally say to the Government, 
“We don’t know what to do; it is impossible,” and then 
the game is up, but I cannot believe it is that bad. 


If I had the time and the resources I am sure I could 
figure out a way, if I was in Britain, how to get Chrysler. 
I would make a public example of Chrysler, and then 
other multi-national corporations, before they did such a 
thing, would think twice about it. That is all I have got 
to say. 


Now, I can tell by the sceptical looks around the place, 
“Ah ha, he hasn’t got the answer!” All right, you give me 
an answer; you are the legislators of the land. 


The Chairman: No, it works the other way. 


Dr. Crispo: Oh! I just refuse to believe that man’s 
ingenuity is so limited that we could not find a way to 
come to grips with any party in this country, any organ- 
ized interest group that has too much power. 


Senator Molson: You say that to prevent this Chrysler 
situation you would get someone to devise a way to get 
Chrysler. Supposing you get Chrysler, but they do not 
say, “All right, we will pull out,” but supposing as a 
result of your getting Chrysler the Cricket is a flop and 
you cannot sell it or give it away or run it, or something 
like this, then you have a whole lot of good workmen 
who really get the crunch from your action, and Chrysler 
might say, “Well, that’s the Cricket down the drain”’— 
and they have had other bad ones before—but the 8,000 
or 12,000 workmen would be out of work. 


Dr. Crispo: I am a rather hard and callous individual 
myself. They are the ones who asked for what I would 
say by current British standards are exorbitant wage 
increases, and they can damn well live with the conse- 
quences of having done so. 


The Chairman: I think what Senator Molson is refer- 
ring to, although he used the Chrysler example, is a 
situation in which the problem was not created by the 
union but was created by the multi-national corporation, 
They crunch the multi-national corporation and it says, 
“All right, we will close the plant!” 


Dr. Crispo: I would not want to trespass on another 
committee’s jurisdiction. I understand there is a report in 
the works on how to handle multi-national corporations 
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in this country. You are taking me far beyond the terms 
of reference that I came here to discuss. 


Senator Molson: Yes, but you got into the Cricket 
business. I have never even heard of it. 


Dr. Crispo: By the way, may I just say for the record 
that this is my cynical interpretation of what motivated 
Chrysler. I am sure that if you brought the President of 
Chrysler International here he would have a most 
intriguing and appealing explanation that had nothing to 
do with what I have said. I would not believe him, but I 
am sure that he would have another version of the same 
story. So let us be clear, this is my jaundice version. It 
happens to be right! 


Senator Beaubien: When I came in you were talking 
about the International Nickel Company. I am not a 
director! What were you saying about inflation with 
regard to them? 


Dr. Crispo: I do not know where INCO is now because 
there is more competition, although I gather they have a 
piece of Australia, so that gives them a piece of the new 
competition; but INCO has in the past generated rather 
handsome profits. 


Senator Beaubien: How does that hurt the economy? 


Dr. Crispo: Oh no, no. What I am saying is that if you 
want to urge the steelworkers—and this is the context in 
which I got on to that—to restrain themselves in terms of 
their demands on INCO, or the gold miners or anyone 
else, if those particular companies are earning profits 
well above the average for manufacturing or mining, 
they are going to be loath to do so, because they are 
going to say, “You ask us to restrain them, but you are 
letting them earn substantially more than the average in 
their industry, and they have been doing that for some 
time.” 


Senator Beaubien: It is equal workers that you think 
are getting highly paid? 


Dr. Crispo: I am not here to play God. I think construc- 
tion workers are overpaid relative to other workers. I 
think many professional workers are overpaid relative to 
other workers. I would not think that INCO workers are 
overpaid in relation to either of these groups. But these 
are value judgments. We must remember, when we come 
to value judgments that the Pope long ago talked about 
just wages. They still do, but they do not know what 
they mean. The Papal guard was on strike last fall. They 
did not actually leave; they refused to cash their pay 
cheques. Here was a group who supposedly was getting 
just wages. You are asking me to say who should get 
what. This goes back to the question of Senator Manning, 
if we had more measurement could we work out... 


The Chairman: It raises the question that will have to 
be faced by your commission as to who should get what. 
Senator Manning, Senator Molson and Senator Beaubien 
have been asking you how do you make that judgment. 


Dr. Crispo: This is how you make the judgment. Obvi- 
ously I will not satisfay everyone. I have had bad luck in 
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Ottawa, so I am not surprised. May I use a case in point. 
I said, with respect to wages, that they look at the 
average and they say “who is leading the pack?” They 
say,“Is it just this year or are they ahead consistently,” 
as those in the construction industry have been for the 
last five years? They say “Let us look at those figures”, 
and the beggars say, “But we don’t work regular hours’’, 
and they give some preposterous figure. We should sub- 
poena the hiring hall records and find out how many 
hours construction workers do work, and we would find 
that they have a full working year as workers in other 
trades. Another thing you say is “All right, here is the 
level of skills that they have got.” What about other 
workers who have roughly the same scale such as the 
machinists looking after our air lines, who perhaps have 
more skill. What about workers in the wool and dye 
industry? Does it not give an impression that something 
is wrong? I could tell you what to do with the construc- 
tion workers, but nobody will do it. We come back to the 
political problem. 


Senator Croll: Then tell us something that we can do. 


Dr. Crispo: I believe in the democratic process, but like 
many students that I have to contend with I am troubled 
with the failure of governments to come to grips with 
problems all over the place. Tell me what you are willing 
to do and I will tell you if it is any good. I believe that 
you should be doing some of the things that I am sug- 
gesting that you should be doing. If I can be personal we 
have right now a Prime Minister with a large majority, 
and it was shown on certain occasions and in certain 
areas that he has a lot of guts and courage and convic- 
tion; but when it comes to this issue he is willing to 
deal with the labour problem as an amorphous group 
and say labour is out of line. But that is easy, relative to 
taking on groups within labour that are really the prob- 
lem within labour. 


The Chairman: Let me ask you this question, not in 
the sense that your idea is not worthy of investigation, 
because indeed it is. What checks and balances would be 
on your commission, or your association, or whatever you 
name it? What is its name? 


Dr. Crispo: I call it the Incomes and Cost Review 
Board. 


The Chairman: What checks and balances would be on 
the Incomes and Cost Review Board that would not make 
it into a catheter type of institution that can expose 
people? We live in a democratic society. There has to be 
some protection. On the other side of the coin there is a 
review board that is causing all sorts of upset and unfair- 
ness in the sense of the rule to law, that capriciously can 
go ahead and say “We can examine you and subpoena 
your records.” Can you imagine any protection that the 
individual might have against that sort of operation? 


Dr. Crispo: No. I realize that this is a terrible answer. 
What do you do with a judge of the Supreme Court? He 
can be removed, can he not? I guess the ultimate check 
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on a body like this would be Parliament. If it gets out of 
line and Parliament thinks it is abusing the rights of 
individuals, they will have no choice. Parliament is 
supreme in these things. I can give no other answer. I 
would like to think that there are people abroad in the 
land who could be counted on using the kind of power I 
am suggesting, that they should have with wisdom and 
discretion, knowing full well that their advice will not be 
acted upon. If they fail to do that they are not showing 
much judgment and should not have been named to the 
body in the first place. We name people to bodies where 
they have to use not quite so broad discretion but a lot of 
it. The labour relations board is in a controversial area, 
and it uses a lot of discretion. I doubt if I am satisfying 
you. I have to say that in the final analysis if they bungle 
the job there is only one thing to do, and that is sack 
them. 


The Chairman: I suppose that is something that the act 
creating the commission can take into account. 


Dr, Crispo: The alternatives in the minds of some 
people in Ottawa, who frighten me to death, are selective 
wage or price controls or general wage or price controls. 
Who are you going to endow with that kind of power? 
Who is going to control God? I am very concerned. If you 
try to control my wages, my salary, you will not get 
away with it and I will be at the barricades with labour. 
When you try to control some of their salaries and you 
do not control every other type of income in our society 
it is most inequitable. If you are going to control any- 
body’s income you have to control everybody’s income. 
That is the logic of it. Right now we are on the path. 
This is not hindsight. I told this to the commission and to 
the whole world. When that thing began and they got on 
this ridiculous guidelines kick they were taking us down 
the path. 


Senator Croll: How are you going to select construction 
workers? 


Dr. Crispo: The best measure I have got is the fact that 
their wage increases have been outstripping general wage 
increases over the past five years by a substantial 
margin. That indicates a situation that is worthy of 
investigation. It could be that demand is going up rapidly 
and we are not training enough of them, that they are 
not using the power they have, unwisely or unfairly, that 
we should be concentrating on training more, or it could 
be that they have too much power and they are squeez- 
ing the rest of us for too much. That is what this body 
would have to determine. 


Senator Croll: You said that from guidelines you move 
over to selective control, and you stopped there. 


Dr. Crispo: The logic of this reasoning is positively 
frightening. They say Guidelines do not work, so let us 
try selective control. That is the brilliant answer of 
prices and incomes commissions. 


Senator Croll: Do you not think there is a feeling for 
selective control in Government areas at the moment? 


Dr. Crispo: Unless I am wrong, the Prime Minister has 
mentioned this possibility, as has Mr. Drury and Mr. 
Benson. Mr. Rasmisky has been talking about it for five 
years. Mr. Reisman has not said so publicly but I have 
reason to believe that privately he has some ideas on 
this. Mr. Young has been very explicit about what he 
wants to do next. He is not satisfied with guidelines. Now 
he wants controls so that he can say “you get that and 
you get that.” And you worry about the power of my 
little body! You wait until you get the board to decide on 
these wages and price controls. 


The Chairman: On a point of order, we are not com- 
paring the power of your body to selective price con- 
trols, but your evidence would indicate that you might 
think that this committee might come out in favour of 
selective price controls. To read your evidence again 
would indicate that you might think this committee 
would come out in favour of price controls, but there 
have been no determinations made in that direction. 


Senator Croll: I spent the morning listening to Mr. 
Benson. If there is anything he does not have any use for 
it is control, selective or otherwise. 


Dr. Crispo: Well, I am very pleased. 


Senator Croll: I was there most of the morning so I am 
surprised at that. 


Senator Bourque: Mr. Chairman, as I had not been 
here for all the meetings, last night I read all the current 
submissions to this committee. I am not an economist. I 
am just one of the workers of Canada. There is one thing 
I found after reading all the papers: they were theoreti- 
cal. It was all theory. There was nothing practical. There 
was nothing practical you know, with your feet on the 
ground. 

If seven million workers had sat down and read all 
those papers, I wonder how many would have understood 
them. 

I believe in practice, so I went out and bought some 
articles to make a demonstration for you. I have covered 
the trademarks in order to avoid any publicity for any- 
body. Now, article A here and article B are exactly the 
same, and until about six months ago you could buy the 
product anywhere at drug stores or supermarkets at a 
cost of five cents. Now, after 20 or 25 years at five cents, 
the same article, with the exception that they have added 
three of them, has been put out with the price raised to 
ten cents. That is, mind you, a 100 per cent raise. 

These other two articles, C and D, are identical prod- 
ucts. They have been selling for 20 years or more for ten 
cents. 

Now, you may say what has that to do with this affair. 
To me it is the fundamental principle of finance. The 
working man, the pensioner, the person who has to live 
on very little money, if he goes to the store and buys this 
one he pays ten cents for it. He pays ten cents for this 
other one as well. But if instead of having a raise from 
five cents to ten cents we could have a 24-cent raise by 
virtue of having a 24-cent penny, the price might be 
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raised instead to 73 cents, which would only be a 50 per 
cent raise. 


I think we are now unfair to the whole Canadian 
population by not having a 2}-cent or a 7}-cent figure. 
First of all, you would save in the minting. You would 
not have to have so many coppers to pays eight cents. 
Moreover, they could have it two for 15 cents. 


To seven million workers it would save a cent and a 
half to two cents a day, which would run into millions of 
dollars. Immediately those on pension and with lower 
incomes would be saving a lot of money on many goods. I 
have only illustrated four items, but there are hundreds 
of items on the shelves of the stores that this would be 
applicable to. 

If we were to adopt a 24-cent penny as part of our 
currency, then instead of pricing up from five cents to 
ten cents right away, it could be done with a certain 
leeway. 


The Chairman: Dr. Crispo, do you have any comment 
on that? 


Dr. Crispo: I do not really know what to say to you, 
senator. What you are saying is that when inflation gets 
rampant something happens to the value of the units of 
currency that we have used and that at some stage you 
change the units of currency because they are so insig- 
nificant in terms of what has happened to the over-all 
price level that you must reconsider the units of currency 
that you issue. I cannot quarrel with that notion. I am not 
sure about the specifics, but I understand what you are 
getting at. 


Senator Bourque: It applies not only to these things 
but to any kind of drinking product, for example, such 
as soda water, and so on and so forth. On these articles 
the price is raised immediately from ten cents to 15 cents, 
whereas, if a 23-cent unit were available, the price could 
go to 123 cents or the price could go to 74 cents. That 
would help to settle the problem. As it is now, the dealers 
are forced to raise the price by 100 per cent. It does not 
take a great mind to think that out, because it is a very 
simple affair. 

I thought illustrating this would more clearly indicate 
the practical significance of it. It means a 50 per cent 
increase to the person who can least afford it. After all, 
the man going to buy a mink coat is not going to quibble 
over whether it is $1,950 or $2,000. But to the poor man 
who depends on very nickel he gets and has to decide 
whether he can buy a cup of coffee, it would mean a lot 
of money. It would mean a lot of money for the popula- 
tion and I am speaking now for the seven million people 
who are working and who are trying to feed their fami- 
lies. If the worker has to pay 50 per cent more on every 
little item, then it might mean the difference of millions 
of dollars over a period of a year or two years. 


Senator Nichol: Mr. Chairman, I should like to go back 
to the question of the commission Dr. Crispo has suggest- 
ed and to the question you asked about the powers of 
that commission and what checks and balances there 
might be. As I recall, Dr. Crispo suggested that if it was 
created and turned out to be a monster, its powers could 
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be clipped or it could otherwise be disposed of. But it 
seems to me in the light of history that that is rather 
hopeless, because historically, commissions of all kinds, 
once they have been created, and particularly if they are 
powerful, have tended to extend themselves rather by 
Parkinson’s law; by force of their own powers they have 
tended to extend themselves forever and ever. Perhaps 
this is a political question, but it becomes extremely 
difficult to defrock a commission once it becomes very 
powerful, particularly if it becomes too powerful. The 
more powerful, the more difficult it is to get rid of. 


Dr. Crispo: I am afraid I cannot give you the kind of 
definitive, precise and satisfactory answer you would 
like, but you must remember that the powers I am talk- 
ing about are investigatory powers. Quite frankly, the 
more we know about what different institutions in this 
country are doing the better off we will all be, because 
there are a lot of things that are going on that should be 
in the public domain. 

With respect to the commission I was referring to, they 
would not have the power to go beyond investigation, to 
subpoena individuals and records to find out what a 
particular group is doing that enhances its power to the 
point of allowing it to extract the kinds of gains it has 
been extracting. I am not that fearful of a body which 
has only investigatory powers. It may well be that 
administrative tribunals that make decisions are very 
often awesome and fearsome creatures, although my 
impression is somewhat different from your own. I have 
heard a lot of criticism of the Labour Relations Board, 
which is something I am familiar with, but by and large I 
do not think they have abused their powers. I can only 
say in response that (1) the power is investigatory, and 
(2) if they get out of line even in that limited sense, they 
can be chopped off. 


Senator Nichol: But if the power is investigatory, it 
means the power of public relations. You said to investi- 
gate and make the findings public. Would you have a sort 
of tribunal or court before which the union could come if 
it has been found guilty? Because if it is found guilty at 
the court of public opinion, it can hardly save itself. 


Dr. Crispo: Let me say this; your point about the union 
is well taken. The union would not have a court to go to; 
it would have a cabinet and a parliament to go to. It 
would have to utilize the traditional devices we associate 
with lobbying to explain why it thought the Commission 
was in error. But it would be forced, as I think it should 
be forced, to prove that the decision made, the investiga- 
tion and the recommendations offered were in error, and 
I think they should be put in that position and it should 
be in the public area. 


Senator Nichol: You mean in some form of labour 
court or some form of review court? 


Dr. Crispo: No. 
Senator Nichol: In an informal way? 


Dr. Crispo: No, not.in an informal way, because if such 
a body is to be effective, it is going to be making recom- 
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mendations to Parliament or to provincial legislatures 
with respect to measures they should take to bring some 
of these groups down to size. At that point, if the cabinet 
sees fit, they are going to bring some legislation to those 
parliaments or legislatures and presumably there is going 
to be a hearing and there is going to be full and ample 
opportunity to explain why they think it is wrong. In the 
meantime, you know better than I do what they are 
going to be doing. They are going to be busy badgering 
the devil out of the government not to do anything, and 
they are probably going to have more effect doing it by 
back-door methods than doing it by front-door methods. 
But I see all sorts of avenues for a group that feels it has 
been abused by this body to justify its position before 
anything harmful is done to its interests. 


Senator Nichol: Well it seems to me that the deck 
would be stacked against the person or the union or the 
corporation who was attacked by the institution in the 
way you say. The Commission would be saying ,“You are 
doing something bad,” and the other guy would be 
saying, “No, we are doing something good,” or, “We are 
not doing anything bad.” 


Dr. Crispo: All right, but if in their analysis they are 
proven wrong, or if they are wrong in their facts in 
building up to whatever conclusion they come to, that 
ean be shown. And if that body can be shown to be 
wrong, governments are going to lose confidence in it and 
it is going to have to be very careful to be sure that is 
right or it is going to lose its influence and it will lose 
whatever power it has. I mean I cannot give you a 
sure-fire method of keeping this body in line because 
within certain limits I do not want it to be kept in line; I 
want it to have scope and discretion, because as I have 
pointed out, and you may have failed to note because I 
did not emphasize it, I firmly believe there are a few 
things that governments do that this body should feel 
free to investigate. 


The Chairman: I think one of the things that is worry- 
ing us is the fact that we are trying to seek a solution to 
this problem with the least possible proscription of free- 
dom. Obviously there are simplistic methods if you just 
want to bring down the guillotine on everybody, and I 
think that at the back of these questions is the concern 
that it becomes too easy if all you are trying to do is 
proscribe freedom, and I do not think that is what you 
had in mind. What we are trying to get at is a better 
definition of what we think you have in mind. 


Dr. Crispo: Let me put it this way; the challenge 
before this committee and before all governments in this 
country is to come up with a viable solution to the 
trade-off dilemma, and I have stressed the inflation side 
of it but there are others. There is really some kind of a 
trade-off here, but the critical challenge is to find a 
viable solution to this problem compatible with out exist- 
ing values, institutions and goals. Right now I see three 
major alternatives. In fact there are several. One, just 
live with the inflation, let her go. But you cannot do that. 
You cannot just let it go. Especially if it gets out of line 
with other countries. 


Two, kill it with a heavy dose of unemployment which 
to me is socially and politically intolerable as an alterna- 
tive. I must say I agree with Harrod on that aspect of 
his testimony, although he went a little bit wild after 
that. But ethically he was right. 


Three, guidelines. They won’t work. We have found 
that out. 


Four, selective and/or general wage and price controls, 
neither of which will work, and in the effort to try to 
make them work, we are likely to destroy what is left of 
free enterprise and democracy in this country because 
there will be a great big octopus in Ottawa presiding 
over a lot of people’s incomes. Just look at the experience 
during World War II when we tried to do this and we 
had the whole nation behind us. It was breaking down by 
the end of the war. I am told there are 15,000 prices 
alone in terms of basic steel products. Now who is going 
to sort out those things? Yet Mr. Galbraith and Mr. 
Young tell us we should have selective controls in the 
industrial heartland. I presume that includes the steel 
industry. Who is going to make that kind of decision? 


Five, something like what I have been recommending. I 
really think when you look at those five choices, some- 
thing like I have been recommending—not in all the 
details; the questions you are raising are perfectly appro- 
priate and I do not have all the answers. I acknowledge 
that. But of the five alternatives—and I challenge to 
name another one; there probably is another one but I 
am doing this off the top of my head but I have thought 
about this a great deal and I think it is a fairly complete 
list—but of the five alternatives, I frankly believe that 
the last one, the one I have been talking about, is the 
most viable and compatible with our existing system. 


Senaior Croll: I share your view on the first four. So 
now let us get to the fifth, the investigatory power. Is not 
that what we have tried for a great number of years in 
our Combines Investigation Act, and there is not one man 
around this table, including yourself, who is satisfied that 
the Combines Act is doing what it ought to do. But now 
you are saying to us that is the course for us to take. 


Dr. Crispo: Well, first of all I am not an expert on our 
Combines policies. You should talk to Professor Gideon 
Rosenblut—or one of a number of people across this 
country who know something about our combines legisla- 
tion, certainly more than I know. But I can say as a 
citizen that I do not think it has been as vigilant as it 
should have been. I do not think it has been as effective 
as it should have been. I share your reservations about 
that. I would remind you, though, that in Britain before 
the last government was defeated, and more particularly 
before Mr. Wilson decided to let the lid off so he could be 
re-elected by letting everybody go on a wage and price 
binge and make hay for six months before the election, 
he did have a proposal that the then existing Prices and 
Incomes Board be linked up with their equivalent of a 
Combines Branch. I think one of the implications of what 
I am saying is that we might well be advised to not only 
get rid of the Prices and Incomes—oh, God, I am alienat- 
ing everybody in this city—not only get rid of the Prices 
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and Incomes Commission which has got to go, but per- 
haps in whatever creation we replace it with, combine it 
with the Combines Investigation Branch. Now immedi- 
ately I am in trouble with Mr. Basford and his whole 
Consumer and Corporate Affairs. 


Senator Croll: You are in trouble with me because the 
Combines Act in Britain does something altogether differ- 
ent from what we are set up to do here. It encourages the 
combines whereas we don’t. That is the great difference. 


Dr. Crispo: But surely there are areas in this country 
where we would be well advised to encourage combines 
at the same time as we eliminate tariffs. 


The Chairman: I do not think we should get into that 
subject at the moment. 


Dr. Crispo: But it is relevant. 


The Chairman: Yes, it probably is relevant but I think 
it will carry us too far. 


Senator Croll: Mr. Chairman, the subject was inves- 
tigatory because he did indicate that there were four 
methods. Now I don’t know whether anybody else shares 
his view, but I share his view that they are not accepta- 
ble, and I do not want those four. But I well recall when 
we started with the investigatory process we said, “We 
will expose it, we will bring it out, we will show it to 
public opinion, we will go in and grab the books,” but 
nobody seems to be hurt and nothing has happened and 
the combines are combining and continuing as they for- 
merly did. Now the professor who really knows this, 
because in his own field he is quite eminent, must have 
given this some thought and must realize that for 20 
years we have been playing around with this with no 
results. 


Dr. Crispo: I must confess I have not given it as much 
thought as you have obviously given it. In fact, I have 
not given it enough thought. Maybe this Commission 
would say in the odd case that the Combines Investiga- 
tion Branch should get off its butt and go out and take a 
look at what has been going on under its very nose in 
this industry. Maybe that is what it would do. We must 
remember that there are so many things that such a 
body could recommend. It is so important for this body to 
have scope, flexibility and discretion. 


Senator Croll: McRuer, who is looking into this sort of 
business, is saying just the opposite from what you are 
saying. 


Dr. Crispo: I am afraid I do not agree with the good 
Justice McRuer, especially in what he has to say about 
labour relations boards, but you are going to get me into 
another area. I just cannot believe that anybody can 
possibly for a minute believe that our courts are compe- 
tent to deal in some of the areas where a great deal of 
expertise is required. I do not mind appeals on a body 
going beyond its jurisdiction or ignoring—what do you 
call that?—“due process” or the opportunity to be heard, 
but for courts to be able to review every administrative 
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tribunal’s views on the merits is to say, “Get rid of the 
administrative tribunals.” I think the judges want more 
work! I do not understand them. 


The Chairman: Senators, the hour is growing late. I 
could perhaps hear from any senators who have final 
questions, and recognize Dr. Gillies. 


Dr. Gillies: Just one quick question to which I would 
l'ke a “yes” or “no.” If we had an effective anti-combines 
policy would you bring the labour unions under its 
jurisdiction? 


Dr. Crispo: I cannot give you a quick “yes” or “no”, I 
say “no”, and for this reason, that there seems to be a 
failure to recognize that we do have an anti-combines 
policy in this country with respect to unions. It is in our 
Labour Relations Act, which preciudes unions from strik- 
ing during the life of a collective agreement, precludes 
them from bargaining in some cases on a multi-plant, let 
alone a multi-form basis, denies them secondary boycotts 
and secondary picketing, and in all of these senses and in 
many more that I could give you, restrain unions 
individually in terms of how much power they can 
exercise. 


Our labour relations acts are not only acts that provide 
for the existence and indeed the growth of unions, but 
also ensure that they are kept within certain limits and 
are bound within certain checks and balances, which are 
not always adequate, as I have made clear, but we do 
have a combines policy for unions. 


Dr. Gillies: I have a supplementary, a critical question 
that would be encountered in the countervailing powers: 
Would you outlaw the union shop so you could increase 
labour supply in a certain area if you felt this was 
essential? 


Dr. Crispo: Now you are getting me into another area. 
Dr. Gillies: I really do not mean to. 


Dr. Crispo: No, no, this is a valid question and some 
interesting things are happening. I do not think I am 
opposed to a closed shop; I am opposed to a closed 
union—and there is a major distinction to be made. I 
have no objection in certain trades where you primarily 
have your employment through the union or through a 
hiring hall, of everybody having to belong, unless that 
union is closed. That is one thing I have taken a very 
strong position on. There should be adequate appeal 
machinery and, by the way, the task force of which I was 
a member recommended certain things to the Govern- 
ment of Canada which will shortly be bringing forward a 
draft bill to amend the Industrial Relations and Disputes 
Investigation Act, and I would be very interested to see 
whether they have the nerve to take this one by the tail, 
but we recommended very strongly that there be ade- 
quate measures to ensure that individuals be allowed into 
these institutions and that closed unions be prohibited. I 
could elaborate on this, but I think that is the critical 
issue. Are they using their powers to exclude people? 


The Chairman: If you were the chairman of the com- 
mission and you found on investigation a union was 
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abusing its powers, under the terms of your reference 
would you go so far as to recommend it not have closed 
shop privileges in a certain situation? 


Dr. Crispo: I do not think I would have to. If I thought 
that was the only solution, I would recommend it—and I 
really believe that unless this body is freewheeling, 
innovative, pioneering and unafraid of anybody, it is not 
going to come up with the kind of approach that I have 
in mind. 

May I just say one thing in conclusion? I am frustrated, 
and my frustration grows out of the fact that I know that 
you will hear from the-powers-that-be when those of us 
who disagree so violently with past and present policies 
will have no opportunity to challenge them. Some of 
these individuals will not appear on public platforms 
with me. Influential groups have tried to get me on the 
platform with them and they decline the invitations, and 
it is very frustrating to know you live in a society where 
those with power who are making the decisions cannot 
be confronted publicly by people who know damned well 


they are wrong and they cannot defend their positions. 
So give them a hard time for me! 


Senator Croll: We gave you a platform and you did 
well. 


Dr. Crispo: But we are not joining issue with the 
people who are responsible. 


Senator Hays: You should join us, Dr. Crispo. Litzis 
quite easy to do. 


Dr. Crispo: I would if I had a chance. 


The Chairman: Honourable senators, I think I reflect 
the view of all honourable senators here when I thank 
Dr. Crispo for a most provocative and well articulated 
presentation. 

Dr. Crispo, we might have cringed at some of the 
things you said, but we are not in any way sorry for 
having asked you. 

Thank you very much. 

The committee adjourned. 
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Orders of Reference 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, March 9th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C:: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, March 17th, 1971: 


“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, April 28th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C:: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 


Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 


said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.:: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relation thereto. 


The question being put on the motion it was— 
Resolved in the affirmative.” 
Robert Fortier, 
Clerk of the Senate. 
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Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
10:00 a.m. to consider the question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett, (Chairman), 
Beaubien, Benidickson, Croll, Desruisseaux, Flynn, Gro- 
sart, Hays, Isnor, ‘Laird, Langlois, McLean, Methot, 
Molson, Nichol and Sparrow. (16) ae 


Also present but not of the Committee: The Honoura- 
ble Senators Cameron, Carter, Fergusson, Haig, McNa- 
‘mara, McGrand, Molgat, Thompson, and Smith. 


In attendance: Mr.. James Gillies, Director; Mr. AB: 
German, Administrator; and Mr. E. J. Brower of the 
Parliamentary Library, Division of Economics. 


Heard as witness: Mr. J. Douglas Gibson, Consulting 
Economist, Toronto. 


At 12:40 p.m. thé Committee adjourned to Wednesday, 
May 19, 1971, at 10:00 a.m. . 
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The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 10 a.m. 


Senator Douglas D. Everett, Chairman, in the Chair. 


The Chairman: Honourable senators, we resume our 
hearings on the subject of growth, employment and price 
stability in Canada. We are fortunate in having with us 
today as our witness, Mr. J. Douglas Gibson, former 
Chief General Manager, Deputy Chairman and Executive 
Vice-President of the Bank of Nova Scotia. He has very 
wide experience in Canadian business life being a direc- 
tor of many Canadian companies, including Imperial Life, 
Consumers Gas, Harding Carpets and many others. The 
list is extremely long. 


Mr. Gibson was on loan from the bank as Chief of 
Economic Research in the Wartime Prices and Trade 
Board from 1942 to 1945, so he has special knowledge on 
the subject of wage and price controls which I think will 
be extremely interesting to the committee. 


Mr. Gibson is also visiting professor at York Universi- 
ty. He has wide experience in the field of economics, and 
has been the editor of the Review of the Bank of Nova 
Scotia. He is widely known as a top businessman, a 
writer, and an economist. As I said, we are very fortu- 
nate in being able to hear his evidence this morning. 


Mr. Gibson has filed a brief with the committee and as 
is our custom I shall ask him to start off by reviewing 
that brief with us, and then submitting to your questions. 


Mr. J. Douglas Gibson: Mr. Chairman and honourable 
senators, I am honoured to have the opportunity of 
appearing before you and I shall endeavour to answer to 
the best of my ability any questions you may put to me, 
recognizing that I may not know the answers to all of the 
questions or, indeed, to most of them. Many of them, in 
fact, do not have answers. 


This document which I have submitted is really not a 
brief; it is simply a statement of a few ideas that I have 
tried to express in a reasonably provocative manner. 
There are two key points I wish to make. The first is that 
we have in Canada the most rapidly growing work force 
in the world, a point which I am sure Dr. Smith made 
very clear, and therefore we must have a rapid rate of 
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economic growth if we are to absorb these people. The 
second point is that we have an open-type economy 
which means it is hard for us to deliberately plan and 
control it because we are subject to pressures from out- 
side. In my comments I have gone on to suggest certain 
policies which I think might be appropriate to our 
current situation. 


I have gone on in these comments to suggest certain 
policies that I think might be appropriate to the current 
situation. I think our most serious problem at this time is, 
of course, a high level of unemployment. But we also 
have this continuing cost-push inflation. The problem is 
to work out policies that make sense in terms of these 
two underlying problems. In other words, to try to devise 
policies which will help the economic growth and recov- 
ery of employment or speed up the increase in employ- 
ment, because we have been having increased employ- 
ment. The problem is it has not increased enough. The 
problem also is to do that without increasing the infla- 
tionary pressures and giving this cost-push inflation a 
further push. 


This is a very difficult problem. I do not think there 
are any obvious answers to it. My own thinking is to 
suggest what would be appropriate at this time to reduce 
taxes to give the private portion of the economy some 
stimulus through both spending and corporate invest- 
ment. Corporate investment in this country in real capi- 
tal goods is not high enough. We need a higher level of 
capital investment. 


One of the obvious reasons why it is not high enough 
is that profit margins are down. We need more stimulus 
in this area. I think we need more stimulus in the con- 
sumer area and a tax reduction would help accomplish 
this. 


Admittedly tax reductions would mean a larger deficit 
than is presently contemplated, at least for the time 
being, and this in a sense is inflationary. But if it led to 
an increase in the capital investment program and 
improved employment, using up a utilization of resources 
which are not now being amply utilized, this might very 
well offset the inflationary effect. I think it is worth 
trying. 


It would also help us with another very major problem 
that we are facing today, namely, the exchange rate, 
which in my opinion is too high in the interests of 
Canadian economic growth. It we get more consumption, 
more investment, we would have more imports and this 
would reduce the pressure on our exchange rate. At least, 
it ought to work this way. In short, I think it would work 
that way. We ought to be paying more attention to the 
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possibilities of foreign invesment by Canadian firms, 
partly because it is desirable in itself and also because 
foreign investment would help to reduce the upward 
pressure on our exchange rate. This is very important. 
But I do not see any simple way of putting the exchange 
rate down, as I make clear in my remarks. 


Senator Beaubien: Mr. Gibson, when you say foreign 
investment, you mean Canadian investment outside the 
country, not foreign investment coming in? 


Mr. Gibson: No. For the moment the problem is the 
other way around. 


Senator Isnor: Which do you favour? Do you favour 
investment outside or inside Canada? 


Mr. Gibson: Both. We need more investment at home. 
We need a larger investment capital program in Canada. 
These things take time to get rolling. You will not get 
your capital investment program in Canada shooting up 
in a few months. It will take a year and a half, anyhow. 
In the meantime you have got an exchange rate that is 
too high. If there are opportunities for foreign invest- 
ment, then these are to our advantage, particularly if we 
can gear them in with export opportunities. A lot of the 
export business that we do in this country does necessi- 
tate investment abroad, sometimes in fabricating facili- 
ties and sometimes in distributor facilities. 


Senator Isnor: You emphasized imports a moment ago. 
Do you think it is a good policy to encourage imports? 


Mr. Gibson: At this time I would like to see more 
imports, yes. I would not say yes or no to your question. 
If you can use the imports, then they are a good thing if 
you need them. At this particular time our imports are 
down because our capital investment program is down. A 
capital investment program normally has a big machin- 
ery and equipment content. This part of it is down, and 
that is why our imports are low. That is one explana- 
tion of why the exchange rate is so strong. If we had an 
adequate capital investment program we would have 
more imports and a less strong exchange rate. I am not 
saying that imports are either a good thing or a bad 
thing. I am just saying that is the way it is. 


Senator Isnor: Do you advocate them? 


Mr. Gibson: I would like to see them go up if they 
went up for the right reasons. It would expand the capital 
investment program. The point is that imports that are 
not coming in now are things that generally we do not 
make in this country. I am talking about capital equip- 
ment, a lot of which is of an advanced nature. 


The Chairman: Perhaps we might allow Mr. Gibson to 
make his opening statement and enlarge on his points, 
and then come back to this matter after he has 
concluded. 


Mr. Gibson: I should like to make a few general com- 
ments that are not contained in the material that I cir- 
culated. What I circulated was quickly put together. You 
may say to yourself, well this guy has not straightened 
out his own thinking, but has given us something that is 


conflicting. I have indicated here that I am concerned 
about inflationary tendencies in our society and I also 
think that the exchange rate is too high. 


This may sound like an inconsistent view, because how 
can you have it both ways? Would not a lower exchange 
rate encourage inflation? I think I should try to answer 
that question. I do not think it would, in the present 
circumstances, because the exchange rate on the Canadi- 
an dollar is high in relation to prices and costs when 
comparing this country with the United States. 


It is not as though we already had a competitive 
exchange rate. We have moved from 923 cents to 
almost $1. What we are talking about is not competitive 
currency depreciation, but, first, to prevent that rate 
from going any higher than it is, and, second, if it were 
possible to get it down a few points, to get it part way 
back to the 924 cents. I do not think it is conceivable 
that we can get it back to the 924 cents. So we would 
probably end up, even if we got a little lower 
exchange rate, with an exchange rate which was still not 
all that competitive. It would have the great advantage, if 
it went down a bit, of strengthening production in a large 
part of our economy and strengthening our investment. 
The pulp, paper and lumber industry, for example, are 
not going to fall over themselves in investing money in 
plant and equipment under these circumstances, and we 
know they are not. Their type of industry has been most 
affected by this high exchange rate. 


I should like to say one or two words about the ques- 
tions that Dr. Gillies sent around, which may open room 
for discussion between us. I read those questions with 
very great interest and they brought a lot of things to 
mind. I should like to mention those things about them 
that stimulated my critical faculties or raised questions 
in my mind. One thing that I was worried about was the 
close linking of monetary and fiscal policy in most of the 
questions. In most of the questions one was asked wheth- 
er monetary and fiscal policies, if taken together, were 
appropriate for this or for that. 


I believe very strongly that monetary and fiscal policy 
should be co-ordinated. If they are not there will not be 
an effective national economic policy. However, they are 
quite different instruments, with different potentials, dif- 
ferent capabilities and, indeed, different managements. 
The management of monetary policy is quite separate 
from that of fiscal policy. 


A well co-ordinated national economic policy, in which 
these are just instruments, will often involve monetary 
and fiscal policies working in quite different time 
sequences. In other words, we may be thinking an 
immediate term basis on monetary policy and a short 
term basis on fiscal policy, or vice versa, depending on 
the circumstances. 


The emphasis in the two areas of policy may be differ- 
ent and at times monetary and fiscal policy may be 
moving in different directions, and appropriately so. This 
is not necessarily wrong but sometimes it is. For instance, 
in 1962 during an exchange crisis we tightened up on 
monetary policy and kept an easy fiscal policy. This was 
the right prescription at the time because it was a tempo- 
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rary situation. We did not want to affect our domestic 
economy, but we wanted to affect the capital movements 
outside. We did that through monetary policies. They are 
different instruments used in different ways and should 
be thought of as being very different. 


Experience in this country, to a lesser degree than that 
in the United States and Britain, has indicated that 
monetary policies present major difficulties as an imple- 
ment of short term economic stabilization. The lags 
between the need for a policy change and the effects of a 
changed policy on the economy are frequently so long as 
to reduce the usefulness of monetary action. They are 
sometimes so long as to be counterproductive. In other 
words, the time between a policy being decided upon and 
ultimately affecting spending and investment in the 
economy may cause a situation that is quite inappropri- 
ate at that time. 


As you know, much work has been carried out with 
Tespect to the business cycle, particularly in the postwar 
period, and we have a whole new picture in this business 
of short cycles. Based on this experience, monetary policy 
runs the very real risk of not being effective and quite 
often of pushing the wrong way when it does become 
effective. This is because the downward cycles have aver- 
aged 12 or 14 months. If an attempt in made to stimulate 
the recovery, the lag in the effective monetary policy 
runs from 6 to 18 months and decisions are not made for 
several months after there has been a change, it is possi- 
ble that a restrictive policy will come into effect when 
the economy is turning up again. This is not inconceiva- 
ble; it has happened. 


Senator Benidickson: Has it happened recently? 


Mr. Gibson: I am not sure; I do not think so, but this is 
a real point. This is one of the real problems of monetary 
policies and it is not an exaggeration if the lags are long. 
They are not always long; if there is the courage and 
those in the political system are willing to put up with 
very strongly applied monetary policy, shorter lags can 
be achieved. However, I doubt very much if we are pre- 
pared to do this sort of thing. The Japanese do it to a 
degree, but the results can be unpleasant. The manner in 
which we and the Americans run monetary policy causes 
the lags to tend to be very long. This being the case, 
monetary policy ought to be concerned more with the 
underlying trends in the economy than with the short 
cycles. In other words, it should be concerned with 
whether the underlying push or trend is strong or weak. 
It should lean the other way to that trend, either to 
encourage a weak situation or discourage a too strong 
situation. 


This all sounds very sensible and these are the kinds of 
conclusions to which the Royal Commission on Banking 
and Finance, on which I sat quite a few years ago, came. 
Whether they are sensible or not for Canada I am not 
sure. They are sensible for the United States, but we 
should take a medium term perspective with respect to 
monetary policy rather than a short term one. It would 
be sensible for Canada if we could apply this kind of 
policy here. The question is, because of our open economy 
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and dependence on external development, can we apply 
it? 

Monetary policy in this country has to roll with the 
punches, which can be heavy and frequent at times. 
Whether our central bank can emerge from the buffeting 
of the external environment on the right monetary 
course, pointed to the medium longer term, is a very real 
question. It is not at all clear that it is possible. There 
may be times when we have to put much more money 
into the system than we wish and we cannot take it out 
again. 

The reverse situation may be true, but the external 
aspect is so important in Canada that we just cannot plot 
a nice, desirable course and go ahead with it, because 
external events and developments will prevent it at 
times. We should aim at monetary policy in a medium to 
longer term direction, but I am not sure how successful 
we could be. 


If you accept the view that I have been putting for- 
ward, that monetary policy should not be much relied on 
for short terra economic stabilization, then we must rely 
more on other policies to even out the business cycle. 
Here fiscal policy can be more helpful than it has been. I 
also have to point out that fiscal policy can be very 
unhelpful so far as economic stabilization is concerned. 
From a positive point of view fiscal policy, which means 
handling the tax expenditure system, can stimulate or 
restrict spending and investment. It is more direct and 
prompt in its effects than monetary policy. 


In this respect, again the royal commission in 1962 did 
some work. The evidence presented to us indicated that 
fiscal action was considerably more prompt and could be 
pointed more directly than monetary action. So when 
considering the stimulative side, tax reductions and tax 
allowances, depreciation allowances and that sort of 
thing, can give significant impetus to the private econo- 
my. Also considering the stimulative side, increased Gov- 
ernment spending has an obvious direct effect on the 
economy and it also promotes other kinds of spending. 


On the restrictive side, tax increases can help cool off a 
boom if they are applied reasonably soon and not left, as 
I am afraid they usually are, until inflation has pretty 
well taken over. The record suggests that we very slowly 
increase taxes in a boom and tend to do it too late. Fiscal 
policy may be more effective as a stabilization device. 


One of the portion of the Royal Commission on Taxa- 
tion, the Carter Report, that I think has been quite 
seriously overlooked, is the work they did on the use of 
fiscal policy as a stabilization device. It is not a finished 
job at all, but it is very interesting and I do not think it 
has been pursued nearly as far as it might have been. 
There are much greater possibilities in this area than we 
have yet found. There are obvious problems; the business 
of having an annual budget makes it difficult to make 
fiscal policy a good stabilization device, but various steps 
could be taken. There could be some leeway for changing 
certain taxes left to the administrative staff. Many steps 
could be considered; more frequent budgets, as far as 
that is concerned. Of course, we do have more frequent 
budgets at times. 


I said fiscal policy could be very unhelpful to stabiliza- 
tion, and what I meant there was—and we have had 
quite a few examples of this here and elsewhere—that if 
an inappropriate fiscal policy is pursued it can also bring 
about inappropriate monetary policy changes. For 
instance, the most familiar example of this is that by 
running increasing deficits at a time when things are 
booming and savings are scarce a government virtually 
forces an increase in the money supply because the Cen- 
tral Bank cannot stand aside and see the Government 
unable to finance itself, and this tends to force increases 
in the money supply at the worst possible time, when 
you have an inflationary situation on your hands anyhow. 
There are all sorts of examples of this in many countries. 

Another situation, the other way around, would be 
when a government, through fiscal policy, does not pro- 
vide enough stimulus to promote recovery and thereby 
increases demands on the Central Bank to increase the 
money supply, perhaps more than is appropriate to the 
circumstances. Anyhow, the two things fit together and 
one can undo the other, so to speak. 


The other thing I want to say about fiscal policy—and 
this is an area that I do not think has had nearly enough 
attention—is that we ought to give reasonable room in 
our society to the private economy. I am talking from my 
own beliefs, because I think the market system is a 
highly efficient system and gets very good results. But if 
Government is going to move increasingly and take a 
larger and larger proportion of the national product you 
are going to narrow the area in which the private econo- 
my can operate and you are going to reduce the amount 
of resources, the amount of real savings which are avail- 
able to the private economy. This is a capital intensive 
world and the private economy needs lots of savings, so 
we have to think more, I think, in terms of how much it 
is reasonable for a government to take and still have an 
efficiently operating private economy. I think this is one 
of the most important questions we have to lcok at. It 
leads to the question of priorities in our society—priori- 
ties of the shares between the Government and the pri- 
vate sectors. 


Then there is the question of what are the important 
things in the government area. There are obviously many 
important things that have to be done in the Government 
area. This makes it all the more urgent that we should 
have a good system of priorities and do the things that 
are most important because we cannot do them all, and if 
we try to do them all we are likely to wreck the whole 
works, in my opinion. 


Now, you have a whole series of questions on regional 
matters. I just have two comments there, and perhaps 
they will not be very popular. The first is that I do not 
really think there is much sense in efforts at regional 
monetary policy. Money does flow and, surely, we want it 
to flow in the interests of an efficient economy. When you 
say that money cannot move to the place where it gets 
the best return, you are sort of saying, “We do not like 
the way the market system works.” To some degree we 
have to say this in terms of social problems in a particu- 
lar area, but the more we say this the less effectively the 
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market system is likely to work, and I think we must 
always remember this. Monetary regionalization, or 
efforts to move in that direction, would be a backward 
step, and I do not think it would work. We have already 
a fair amount of decentralization in our financial system. 
I know something about the banks, and the banks are 
quite decentralized, immensely more so than they were 
10 or 15 years ago. They are rather responsive to area 
demands, or they are much more responsive than they 
used to be, and this increasingly decentralized system— 
and I think this is true of other financial institutions, 
too—does provide to some degree for regional differences 
and characteristics; not as much as a lot of people would 
like, but we should not forget that the system has become 
more decentralized. 


The other comment I would like to make is on the 
question of fiscal matters, and this again has to do with 
the regional question. It is that there is no reference in 
your questions—I have not read all of the evidence, but I 
have read some of it and I have not seen anything yet 
which goes to the question of co-operation between the 
federal and provincial authorities in fiscal policies. I 
think it is a question of very great importance. 


We are a federal state; some of the provinces are 
relatively large in that state—two of them in particular. 
The trend, in my view, is towards greater decentraliza- 
tion and not towards centralization. We have been watch- 
ing a serious lack of co-operation with striking differ- 
ences in view between the federal and _ provincial 
authorities in respect of tax reform. We have been 
watching this for a long time, but lately it has become 
more than obvious. If we do not achieve a better record 
in federal-provincial fiscal co-operation our regional poli- 
cies have small chance of being effective and our national 
policies will be further weakened, and I think this is a 
very important subject. 


Perhaps I might end by making one comment on price 
and wage controls, and this is not a very cheerful com- 
ment either. It is often said that last year’s efforts at 
voluntary price control were successful while the policy 
of wage moderation was not. In a sense this is true. I just 
wonder whether it was worthwhile because, to the extent 
that price control was successful, it worked to narrow 
profit margins, and reduced profit margins have been 
working against an adequate level of capital investment. 
I think our most serious problem today is an insufficient 
level of capital investment, and if we were to go into a 
price control system now, whether formal or informal, it 
would simply make the problem of capital investment 
more difficult than it is today and add to unemployment. 


As for concern about sufficient competition in our 
society, the high exchange rate we have and the relative- 
ly open economy I think provide a lot of competition to 
protect the public interest. Thank you, Mr. Chairman. 


The Chairman: Thank you, Mr. Gibson, for a forthright 
and very clear statement upon which I am sure the 
senators will have many questions. I will begin with 
Senator Molson. 
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Senator Molson: Mr. Chairman, just at the end of his 
remarks Mr. Gibson actually answered, in part, one of 
my questions. I was going to ask about fiscal and mone- 
tary policies, which have already been mentioned here 
quite frequently and which he touched on. 


With regard to fiscal policy, Mr. Gibson mentioned the 
problem of regional effect. I was going to raise that not 
only from the point of view which he mentioned but also 
with regard to the effects of fiscal policy in this spread- 
out country of ours. The effects are so very different 
between different areas that surely we have a more 
complicated problem than a great many areas in the 
world to deal with inflation and unemployment, just 
because of our geographical shape and relationship. 
Would you care to comment on that first? 


Mr. Gibson: I agree, senator, we have a more com- 
plicated problem. The differences are great and monetary 
policy has very little selectivity that is practical, partly 
because it is dealing with money, which is so fluid. Fiscal 
policy can be much more selective, particularly on the 
spending side, and is. We do have reasonable spending 
programs; we transfer taxation on a substantial basis. I 
would have thought this was the area where there should 
be the flexibility to deal with reasonable problems. 


There is still a problem here though, because whenever 
something is done that the market system would not 
have done, it seems to me you should be pretty sure it is 
reasonably sensible, because otherwise you can be left 
with things that turn out to be lamentable failures, and 
we have lots of them across the country. This is very 
difficult, because in any area there are always things that 
certain people want to do, and they may not make eco- 
nomic sense if you look at them from a broader point of 
view. The force is applied largely through political pres- 
sures, and the judgments are made on the political and 
social basis, perhaps even more than on an economic 
basis, so all I say is that there is a problem here, and you 
should not overlook the economic side. 


Senator Molson: With regard to monetary policy, as 
you said, it already has a good deal more regional 
implication than perhaps people generally think. For 
example, in our banking system, which is discussed so 
frequently, and its performance in this regard, I do not 
think people realize that quite often in a certain region 
the loans far exceed the deposits, and this sort of thing. I 
do not think this is taken into account. Surely again with 
regard to monetary policy we have a rather imperfect 
instrument in the control of monetary policy, because 
there is such a mixture of banking and non-banking 
organs involved. Is this not again a complication in trying 
to use a monetary policy effectively? 


Mr. Gibson: Yes, I think it is. I think what it means is 
that it is very hard to use monetary policy in a selective 
way. This does not mean it cannot be used in a broad 
way. In a sense this is what I was trying to say, that for 
short term purposes, stabilization purposes and selective 
Purposes monetary policy is not a very good instrument. 
It is a good instrument thinking in terms of the kind of 
broad economic climate you think is appropriate looking 


some distance ahead, if you can use it that way in 
Canada, if external events allow you to use it that way. 


Senator Molson: That and the fact that the central 
bank has not got as much control as it has in some other 
parts of the world. 


Mr. Gibson: Not nearly, no. After all, nobody has all 
that control. Look at the problems the Americans are 
having today. The external world is impinging on their 
economy, and even the Americans cannot do what they 
like. 


Senator McLean: My question relates to your remarks 
concerning exchange. We in Canada are considered an 
exporting country. We cannot use all we can produce. I 
would cite our wood products, which are in trouble; 
similarly with chemicals, chemicals related to wood; the 
Maritime provinces are experiencing difficulties in 
exporting potatoes, fish and apples. If a purchaser has to 
buy Canadian dollars, it means those industries are not 
in a competitive position, because a year ago this month 
the Canadian dollar was unpegged. What do you see as 
the future for Canada? Where might our dollar go? 
Unless there is some help in relation to the dollar by 
having its rate dropped again and pegged at a certain 
level, I do not see any help for Canadian industries such 
as wood products, or those of fish or apples in the Mari- 
time provinces, whatever they have to export. Through- 
out the Caribbean market they have to buy Canadian 
dollars, so they are paying more Canadian dollars, and 
the other countries come in and take the markets. Some 
economists said they thought the Canadian dollar might 
be pegged at 96 and fioat from 92 to 96. What do you see 
happening there? 


Mr. Gibson: I agree. This is a very tough problem. As 
I said, I think the exchange rate is too high in terms of 
our interests in economic growth, because it affects a lot 
of major industries in a very unfavourable way. I believe 
it is optimistic to think we could peg the Canadian dollar 
at 96 and have it float between 924 and 96; I think the 
pressures are still too great. 


There is an interesting situation with respect to 
exports. It is rather disturbing in a way. Some exports 
are suffering quite a lot, wood products particularly and 
some of the minerals. Some are not. We have suddenly 
realized on this continent that the oil and gas in Canada 
are fairly scarce commodities, and these industries are 
growing. There are significant offsets to the things that 
are declining, and this is one of the things that has kept 
the exchange rate as high as it has been. 


The other big thing that has happened is that our 
imports have stayed low, which is why I put so much 
emphasis on the importance of getting the investment 
program going in Canada again, because it seems to me 
these are consistent pieces of a whole fabric; if you can 
get the investment program moving, then you will import 
goods, which have to be imported because most of them 
are not made here; there would be a demand for more 
capital equipment and machinery to expand the capaci- 
ties in the country. This would reduce the pressure on the 
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exchange rate, and it would then become more practica- 
ble to have a somewhat lower exchange rate than we 
have. 


The other problem with the exchange rate that has not 
yet been discussed is that our strong exchange rate is 
partly not our strong exchange rate, it is a weak Ameri- 
can dollar. Americans like our money better than they 
like their own, or some of them do, and there is a 
tendency to move money over here more readily than 
there was before. Short term money moves in here very 
fast from Europe too sometimes. There is all this short 
term money in the world and these dollars are floating 
around, and they can move very quickly. This is the 
other factor of strength in our dollar, which is really 
most unwelcome but it is hard to do much about it. The 
only answer to this problem is that the Americans should 
get their affairs in order, but that is easy to say. 


Senator McLean: I take it you do not see any immedi- 
ate relief for these products that depend on the exchange 
rate, which has put them in the trouble they are in 
today? 


Mr. Gibson: Not immediate relief. I would be hopeful 
that the situation would improve in the next twelve 
months, but I am not at all sure. 


The Chairman: I have a supplementary question on 
that point, Mr. Gibson. If you attempted to reduce the 
value of the Canadian dollar in terms of world curren- 
cies, would you not have to inflate the money supply at 
an extremely dangerous rate, and would you not find 
yourself in the position the British found themselves in 
at the beginning of the Wilson era, where you were 
defending a very much undervalued dollar? Would you 
not then suffer the consequences that the British suffered 
in attempting to defend that dollar and be eventually 
forced to make a tremendous adjustment? 


Mr. Gibson: I think, Mr. Chairman, you put your finger 
on the real problem. This is the reason why we cannot 
put the Canadian dollar down through monetary policy. 


We could create many more Canadian dollars, and sell 
them and push the Canadian dollar down, but in the 
process we would have a proper inflation. The central 
bank has to somehow or other balance its view. They 
would not say so, but I am sure they must feel the dollar 
is at a high level. They must balance the dollar against 
concern for inflation, and they would have to allow a 
very substantial increase to the money supply. It is not as 
though they are holding the lid down. In the last twelve 
months the money supply has been increasing sharply. If 
you buy a lot of Canadian dollars, that trend continues. 
Then you would be in trouble. I think your analogy with 
the British situation is a sensible one. 


The Chairman: I will not belabour that point but, to 
carry on, you have suggested that the way around this is 
through fiscal measures to encourage Canadian invest- 
ment in foreign fields, and Canadian investment that 
would require the importation of foreign capital to 
finance the machinery that is required for the invest- 
ment. Would this change the equation and would this 
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make it possible to put a downward pressure on the 
Canadian dollar, without inflating the money supply? 


Mr. Gibson: I do not really think so. I think it is good 
to move in this direction, but I do not think that you 
would get results quickly enough in this area to have a 
major effect. I think it is important that we think in 
terms of investing our money abroad to develop our 
export industries. That is what the Japanese are doing 
now, what the British have done long ago, and what the 
Americans have done. You just have to do this if you 
want to develop a major export of manufactured goods. 
We must do this if we want to have adequate secondary 
industries. 


If we do not have adequate secondary industries, how 
are we going to absorb all these bright people we are 
turning out? It seems to me that we have to move in this 
direction. It is a healthy direction. 


As for producing results in six months or a year, no. I 
see it as a long term program. 


The Chairman: What about the investment in Canada? 
I think you stated that fiscal measures should be 
employed to increase investment in Canada, the objective 
being in part, that you would be put in a position where 
you could buy American machinery. 


Mr. Gibson: That is not the objective. That is a desira- 
ble secondary effect. The objective of the sort of thing I 
was suggesting, which was a program of accelerated 
depreciation, is to encourage people with programs to 
think they can make profits and get ahead with them. 
This would increase investment in Canada, which I think 
is the most important thing to do to cope with the 
unemployment problem. 


Senator 
reductions? 


Benidickson: And you also said by tax 


Mr. Gibson: It would seem to me any tax reductions 
are socially, politically and probably economically desira- 
ble to the person at the lower end of the scale. I would 
have thought the business stimulus would be more 
appropriate in an accelerated depreciation approach at 
this time. 


The Minister of Finance really has a revenue problem. 
He is not looking at a balanced budget, so there is a 
difficult balancing act here. In a way he is saying the 
conservative thing now, or seems to be. They have done 
it quite a lot, and I do not know if they want to run a 
larger deficit. What I am saying is that perhaps for the 
time being you should run a larger deficit to try and get 
the economy rolling. 


Senator Hays: Mr. Gibson, you have spoken about a 
reduction of taxes which would be helpful. I should 
preface my question with this remark, that if you are 
operating a municipal government or provincial govern- 
ment—this is more applicable to a municipal govern- 
ment—you have a certain formula that you can use in 
comparing with other cities. For instance, you would 
have a formula that you would never use more than 16 
cents out of every tax dollar for the servicing of the debt. 
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If all of the cities were using that amount it would be a 
good criterion. Then if you could keep all your municipal 
services in line with those of other cities, you would 
make your city more competitive in so far as its being a 
fertile ground for industry, and that sort of thing. 

What percentage of the tax dollar do you believe 
would be an appropriate amount for servicing the debt of 
Canada? Most of the payments have been made by the 
erosion of the dollar through inflation, and that sort of 
thing, and very seldom, in any event, have these debts 
been paid off completely, and then only in small 
amounts. Over the years the total has been eroded by 
two, three or four per cent. What do you think is a good 
percentage of the tax dollar to be used for the servicing 
of the debt, or how high can we allow the deficit to get, 
and still compete with other countries we are dealing 
with? 


Mr. Gibson: I could not answer that question. I really 
do not know. I wish we were living in a world where you 
could set out some criterion on the basis of experience, 
and say that this is a good way of doing it. I do not 
think, with national finance, we are living in that kind of 
world. I am afraid we are living just about from hand to 
mouth. Problems are almost getting out of hand, and you 
have to do the best you can in the hope that you can get 
more control over them. 


There used to be views about the proportion of the 
revenue dollar that should go to debt servicing. The pro- 
portion allocated by the federal Government, even today, 
is not very high when compared with the interest 
charged. That does not worry me all that much, but I 
find the thing you said earlier very disturbing. The poor 
people who bought these securities over the years are 
really being robbed. This is true of all the Western 
countries. They have all treated people who bought Gov- 
ernment bonds very badly. It is a pretty shocking thing. 
Until we get more idea of what our national objectives 
are, and where we are trying to go in developing some 
criterion based on those objectives, I do not see how you 
can get any very sensible standards. I find this very 
disturbing, but that is the way it is. 


Senator Hays: We have equalization, between the 
“have” and the “have-not” provinces. We do have some 
equalization there. 


Mr. Gibson: Also between the provinces and municipal- 
ities. 


Senator Hays: Then, so far as cities are concerned, if 
you want to have a good viable city, and you do not 
compare it to other cities, which you can do, should there 
be some thought given to using some criteria as to where 
you get into trouble, and where you do not get into 
trouble? I think we are using approximately 12 cents of 
the tax dollar now to service Canada’s debt. What you 
are saying is that we should be using more, and lowering 
taxes? j 


-. Mr. Gibson: For only a temporary period. I would hope 
that the lowering of taxes is associated with a rising 
national product. If you project existing tax rates any 
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distance into the future, on the assumption that we have 
a reasonably good utilization of resources, you get tax 
increases which are much greater than the increases in 
the national product. These are revenue increases; not 
tax increases. The revenue goes up faster than the 
national product, because these taxes are related to a 
progressive scale and they are also related to corporate 
profits. So you catch up; you get a recovery, providing 
you do not then go off the deep end and spend a lot more 
money. 


Senator Hays: On this percentage matter, this commit- 
tee put these questions before to witnesses. Let us 
assume all government in Canada are using 34 or 35 per 
cent of the gross national product, and Canada fairs 
fairly well in this regard. If we use this sort of a criterion 
and watch it closely, then do you not think there would 
be room to look at some percentages? 


Mr. Gibson: Sure. I think what you say is highly 
desirable. I am not sure that at the national level it is 
practicable. At the municipal level, it is very important 
to have these comparative standards, and to use them. 
The federal Government has a responsibility to act as a 
moderator here, or to try to influence the economic cli- 
mate. I think that is the overriding responsibility at this 
time. 


Senator Hays: My other question is in regard to the 
money supply that you spoke of. It would be useful for 
me, and perhaps for some members of the committee, to 
know from a banker how the money supply is handled. 
you are a pretty tough banker, I happen to know. 


Senator Beaubien: He would not give you a loan, 
would he? 


Senator Hays: I would like to hear it explained. 
Senator Molson: Those terms are not all mutual. 


Mr. Gibson: Senator Hays, what do you mean—how is 
it increased? 


Senator Hays: Yes. 


Mr. Gibson: Basically, it is increased by the central 
bank buying something. It usually buys securities. When 
the central bank buys securities, it pays for them by a 
cheque on itself. This is the creation of new money. The 
cheque on itself is new money. That cheque finds its way 
into a chartered bank, sooner or later, and goes into the 
chartered bank’s bank account with the central bank. 
That is an addition to the cash resources of the banking 
system. The banking system works on a ratio. We 
have two cash ratios now, one for demand deposits and 
one for time deposits. I suppose it woul would average 
out at about 54 or 6 per cent, cash to total Canadian 
liabilities. 

That cash will move around from bank to bank, to be 
spent, invested, until the ratio comes down to 5% or 6 per 
cent, or whatever the legal requirement is at the time. 
That is how you get your increase in money supply. This 
happens very quickly. If the central bank puts, say, $50 
million more.into the system, by buying some security or 
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treasury bills, that goes right in. It takes only a day or so 
to get into a bank, because even if you buy from an 
investment dealer or an individual, that person will 
deposit in the bank, so the bank gets the cash. 


The banks always work to keep cash fully employed. 
They do not leave any idle money around. That is the 
essence of banking. You have to use the money to make 
the earnings; you have to put the money to work. Usual- 
ly, if you cannot find anything, you put it right into the 
money market, to make sure it is used that day. Then 
you look around for other things. If you find that you are 
fairly flush, you may buy some longer term investments. 
You would probably increase your loans, if you are fairly 
flush—if people want loans. 


You get a response right away in the securities chan- 
nels. So you get the increase in the money supply from 
chartered banks deposits, which is the heart of the 
money supply. It comes very quickly. It all happens in a 
few days or a few weeks. This piece of machinery works 
well and works promptly. Once you put it in, it is hard to 
take it out, though. 


Senator Grosart: Mr. Gibson, I would like to ask you 
about consumer spending at the present time. The pick- 
up in consumer spending seems to have been postponed 
several times and much longer than most economists 
expected. Do you see any reason for that, other than the 
inflation phobia which you deal with in your brief? 


Mr. Gibson: I do not think that concern about inflation 
is holding down consumer spending. This would tend to 
increase it. What slowed up consumer spending is the 
fact that there is more unemployment than there was, 
there is less overtime than there was, which means some 
people do not have the incomes. Nevertheless, incomes 
are well up over those of a year ago. 


There is an atmosphere of uncertainty. Some people do 
not know what will happen. Some people think they 
might lose their jobs, and so they keep their money in 
the bank and will not borrow any money on a consumer 
credit basis. There is probably quite a bit of this in the 
environment. There is some feeling of insecurity, and a 
lot of people are waiting. 


Senator Grosart: Do you think it is partly 
psychological? 
Mr. Gibson: Well, yes—but “psychological” covers 


almost everything. If by that you mean you cannot put a 
mathematical formula on it, yes. I do not think you can. I 
think it is a matter of attitudes, the way people feel. If 
you want to use some of the financial economist’s favor- 
ite terms, you would talk about “liquidity” and “the 
feeling of liquidity’. People feel liquid and spend more 
money. If they do not feel so liquid, they do not spend so 
much. The simple application of that to the present situa- 
tion is that many consumers do not feel so liquid because 
they are not so sure about the future. They are not quite 
as ready to spend as they were, even if their incomes are 
just as good, or better. This applies only to some people. 
It does not affect everybody in the same way. 


Senator Grosart: Some economists seem to see other 
reasons for it, such as lack of aggressive marketing in 
Canada, insufficient attractiveness in the goods offered, 
particularly in terms of sophisticated technology. Have 
you observed any of these factors in your studies? 


Mr. Gibson: No, I would not know enough about it to 
express a view on that. I am not sure that consumer 
spending is all that weak. It is better than a year ago. 
The April material that has come in just recently, on 
some aspects of it, shows that automobile sales and hous- 
ing starts have really changed. They went up very sharp- 
ly in April. It is hard to tell these things from month to 
month. There are big seasonal changes in this country. It 
looked in February and March as though the housing 
starts were lying up a bit, but in April up they go 
again. The automobile point looked a bit weak for a 
couple of months in the winter, but now sales have gone 
up sharply again. Therefore, it may be that consumer 
spending is reviving fairly well. 


Senator Grosart: I think that is so, but the lag that I 
am speaking about seems now to be about a year old. I 
am thinking of the espectations of 18 months ago? 


Mr. Gibson: I do not really have anything very pro- 
found to say about that. 


Senator McLean: I have a supplementary question in 
regard to consumer spending. You say the income is up, 
but in what sector is the income up? It cannot be up in 
labour, because the labourer spends everything he makes. 
So the income must be up in the area of Senator Grosart 
and Senator Beaubien, and people like that. 


Senator Beaubien: They are getting more per hour. 


Mr. Gibson: Senator McLean, are you not talking about 
savings rather than income? 


Senator McLean: No, I am talking about consumer 
spending. 


Mr. Gibson: Well, labour income is up. At least, our 
figures tell us that that is so. 


Senator McLean: Then it is not up the way these 
fellows mean, if consumer spending is down. 


Senator Grosart: Yours will be up shortly, too. 


The Chairman: The point is, Senator McLean, that the 
savings rate is up, and that accounts for the difference. 


Senator McLean: If it is up, it is up among the steel 
workers but it is not up among the fishermen. 


The Chairman: Our statistics are not all that refined, 
senator, but if we can find out we will let you know. 


Senator Grosart: Perhaps we can get an economist to 
“dis-aggregate” it for you. There is a new word for you. 


Mr. Gibson: We can find that out. Labour income can 
be broken down, because statistics will show a break- 
down by trades and so on. 
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Senator McLean: It would be interesting to know 
where income is up, if it is up. Just what are the sectors? 


Senator Grosart: Mr. Gibson, just to change the sub- 
ject, at the start of your brief and in your remarks you 
stressed the fact that our population of working age is 
growing more rapidly than in any other country. Is there 
a unique relationship in the Canadian work force or 
labour force to population compared to other countries? 


Mr. Gibson: Yes. When I said “any other country’, I 
should have said, if I did not, “any other more or less 
advanced country”. 


Senator Grosart: Well, I think that is just about what 
you did say. 


Mr. Gibson: Yes, it is unique. We had a very great 
increase in our marriage rate, and the consequent birth 
rate, running from a couple of years before the end of 
the war through until about the middle of the 1950s or a 
little later than that, and this is the group of young 
people who are turning up now. Their arrival has been 
delayed to some extent by longer years in education. 
More of them have finished high school and more have 
gone to university. But here they are, and proportionate- 
ly they are a bigger group. This is different from any 
other country. 


In the United States they have the same phenomenon 
on a smaller scale, relatively speaking. If you take the 
figures which the Economic Council worked out, despite 
the fact that they are badly out-of-date now, they do 
show you the story. The Economic Council estimated that 
from 1965 to 1975 our work force would increase by 50 
per cent, whereas the American work force would 
increase by 30 per cent. I am talking to the nearest round 
figures. The American figure was the next highest among 
the advanced countries. So we really have a unique 
problem in’ Canada. There is no question about that. 


Senator Grosari: So you are saying that not only is it 
increasing on a year-to-year base at a high percentage 
rate but also it is increasing as a percentage of the total 
population. 


Mr. Gibson: The working force? 
Senator Grosart: Yes. 


Mr. Gibson: Oh, my, yes, and it will until you get into 
the late 1970s. But when you get into the middle 1980s, 
or the late 1980s, you will have almost the reverse 
situation. 


Senator Grosart: Is this a special factor in our current 
kind of unemployment? 


Mr. Gibson: Yes. The unemployment problem in 
Canada today is different from that of most other coun- 
tries in that we have rising employment but it is not 
rising fast enough to take up the increase in the working 
force. 


Senator Grosart: And it is a young work force by and 
large. 
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Mr. Gibson: Yes. It is getting younger all the time. It is 
interesting to note that the work force is getting a little 
older at the far end but is getting much younger at the 
bottom end. On the average it is a much younger work 
force. 


Senator Grosart: Can you predict the effects of that 
ahead to 1980, for example? 


Mr. Gibson: We are going to have a large increase in 
the working force until the late 1970s. It will be far 
above the average increase. Then, after that, the pressure 
will lessen to some extent. 


Senator Grosart: Does any other country have the 
problem in a similar way at all? 


Mr. Gibson: Yes, the United States does, but it is not 
as sharp in degree. Australia also has the problem to a 
degree. Actually, you know, in a way it is not a problem. 
Having a lot of able young people is an asset. This is 
what countries are built out of. If you have energetic, 
able young people and if you can use them effectively, 
you will have a much better country. In a way we should 
regard this as a challenge rather than as a problem. 


Senator Grosart: The problem the Japanese are run- 
ning into now is that they have suddenly discovered their 
population control is going to build them up a very old 
work force. 


Mr. Gibson: Yes, they are running out of people. That 
is quite right. 


Senator Molson: Mr. Gibson, are there not some quite 
serious implications in this age grouping you were speak- 
ing about a minute ago in the requirement that there will 
be for capital expenditures for things like schools and so 
on when this shift occurs, which might have a very large 
effect on our government spending policies? Is this so, 
Mr. Gibson? 


Mr. Gibson: Certainly, the pressure at the primary 
level is lessened. It is levelling out at the high school 
level and it is still enormous at the university level. If 
you carry that ten years ahead, you will see that it 
begins to flatten out at the university level. Frankly, Dr. 
Gillies knows these things much better than I do. I can 
only speak in a general way now. I would much rather 
have him answer that question. 


Senator Grosart: Mr. Gibson, on the question of the 
public sector’s pre-empting certain areas of the economy 
that were previously generally regarded as more appro- 
priate to the private sector, can that be rolled back, or 
would it be desirable to roll it back? For example, in the 
health field we are suddenly discovering a problem, the 
symptom of which is the extraordinarily high incomes of 
some doctors. The problem would seem to be caused by 
the fact that there is no market mechanism going here. 
The doctor does not have the control of what a patient 
can pay. 


You see, up until now the situation has been that of 
the total of all government expenditures 50 per cent has 
been redistributed in health, welfare and education. That 
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is 50 per cent of the $25 billion or so. Is this going to 
continue? Economists predict a rise in the total of all 
government take from the GNP from the present 35 or 36 
per cent that Senator Hays mentioned to 40 per cent or 
42 or 43 per cent. Are we going to be able to live with 
that? I realize some other countries have a higher rate. 


Mr. Gibson: I do not think you can go back. We have a 
welfare system. It seems to me what we want to do now 
is to improve the welfare system and make it more 
efficient. I do not think you are going to remove the 
welfare system in any sense. There are a lot of new 
things that are emerging on the horizon. For instance, 
there is our increasing concern with the kind of places 
people live in, particularly in the urban areas; there is 
our increasing concern with the environment and so on. 
These are obviously major areas where much more gov- 
ernment money is going to be spent. You cannot get 
round that. It is going to happen. But I do not think you 
can cut back the welfare program. But what this means to 
me i3 that we must be sure that we are choosing our new 
expenditures carefully and put the money into the most 
urgent things, and we must make sure that the big things 
we are spending money on now are being handled effi- 
ciently. The problem is that we do not know much. Again, 
Dr. Gillies could say much more about this than I can. 
But I say we do not know much about how efficiently the 
government handles money. There is no market check on 
that at any point. People say that because the purpose of 
this expenditure is good, then it must be all right. But 
this is just a lot of nonsense. It may be grossly out of 
proportion. 


Senator Grosart: That is exactly my point. 


Mr. Gibson: And I think this is one of the areas where 
we really have an enormous amount of work to do in 
teaching good management, establishing clear objectives 
and programs that are related closely to those objectives 
with people who are taught to appraise what they are 
doing and with good evaluation procedures as you move 
along. We have an enormous amount to do in this area. If 
we do not, we will demand so much through government 
that the private economy will not work efficiently, and 
we must remember that it is the private economy that is 
providing a very large portion of the basic resources you 
need to do all these things. The two things fit together; 
you cannot have one without the other. 


Senator Grosart: Are there any studies that would 
indicate how the efficiency of overall government spend- 
ing can be improved? I know there are sector studies. A 
good example, of course, is the discussion now going on 
in Ontario about education spending. This has become 
not only an economic question but a political question. 


Senator Benidickson: And they are dealing with health. 


Senator Grosart: They are dealing with health also. Do 
you see any mechanisms anywhere on the horizon? 


Mr. Gibson: Sure. The Treasury Board here in Ottawa 
under Mr. Reisman—and I understand you are going to 
have him here as a witness—has established a new set of 
procedures for looking at any proposals for spending. 


These procedures are modern. It is really a question of 
developing this kind of thinking and making it work 
through. There are many areas that it will not affect at 
all. Another real problem in the cabinet system of gov- 
ernment, which is our basic system, is that ministers try 
to show that they are doing things and that in turn 
means spending money. They also tend to be pretty 
charitable to the other fellow’s expenditures because 
they know they will want money themselves. So it is 
difficult to put the brakes on in a cabinet system of 
government. And this applies to the provinces and to the 
federal Government. You can see this all the time. What 
we have to do is to devise more checks and methods of 
getting after this, and the most important thing psycho- 
logically to get people thinking properly about this is to 
say, “Well, what are you doing these things for? Get your 
objectives clear, and then relate your programs to your 
objectives.” Then you have to ask, “Are these programs 
accomplishing these objectives in the most efficient way? 
Take a look at what you are doing now.” 


In the Province of Ontario—and I happen to know a 
l'ttle about this because I am on the Ontario Economic 
Council which Dr. Gillies is going to head up—we had a 
look at what the government was doing because we 
wanted to find out what their programs were. It was 
quite sizable when they compiled it. The amount of over- 
lapping as between departments is just incredible, and 
yet I think the Province of Ontario is run pretty well, as 
governments go in this country. But, as you know, there 
is just an enormous amount involved. That just involved 
taking an inventory and we found ourselves saying, “All 
right, we are doing all these things, but does it make 
sense that four departments should be engaged in the 
same activity?” Of course this is not its main purpose, 
but this is what happens. I took a look at one department 
to see how much overlapping there was as between the 
Ontario government and the federal Government because 
there did not seem to be any rhyme or reason as to why 
the Ontario government and the federal government 
should both do the same thing, which is frequently the 
ease. This is hard, painstaking work, and it must be 
promoted from very high up or it just will not work. But 
now you have a movement here in Ottawa in that direc- 
tion, and Mr. Reisman has a great deal to do with it, and 
you have the same thing going on in Ontario where they 
have a new Section trying to appraise programs. 


Senator Grosart: Do you think the PPB system is 
really going to improve the situation? I ask that question 
because I do not. 


Mr. Gibson: I would rather you asked Dr. Gillies that 
question. 


Senator Grosart: He has been wise enough not to get 
himself into the position where he can be called as a 
witness. 


Senator Desruisseaux: I would be curious to know 
what you think of ceilings on debts where there are such 
high expenditures involved. 


Mr. Gibson: You mean like the American debt ceiling? 


May 13, 1971 


Senator Desruisseaur: Yes, something like that. It 
could be improved upon, of course. 


Mr. Gibson; Well, senator, the idea does not appeal to 
me philosophically, but you have to do the best you can 
and this might be an effective way of checking spending. 
I do not know that I would be against it. 


Senator Benidickson: But they move their ceiling. 


Mr. Gibson: Let us say they have bent it more than 
moved it. They have twisted it. But the pressure was so 
great that it had to be moved and I think perhaps it may 
have slowed things up a bit. It does not seem to be 
illogical; it seems to be the sort of exercise you would 
devise for grade 3 school children or something, but 
maybe that is what we need. 


Senator Beaubien: Mr. Gibson, our corporation tax at 
roughly 53 per cent I think is very high. Would you like 
to comment on that? That is in comparison io our trading 
partners. 


Mr. Gibson: Yes, I think it is high. It is high in relation 
to the United States, and that is the most important 
comparison. Now I do not know if you are asking me 
whether I think it ought to be reduced or whether you 
are smply asking if I think it is high. 


Senator Beaulieu: You said it would be very hard for 
the Minister of Finance to reduce taxes very much, and 
within that context I understand. But apart from that, all 
things being equal, do you think it should be reduced, 
and, if so, by how much? 


Mr. Gibson: If there is latitude, I think 53 per cent is 
too high. It is high comparatively and it makes the 
checking of expenditures more difficult too. I do not think 
it is a particularly desirable situation, but there it is, and 
the Minister has to collect revenues. So at this time I 
think you have to say, “What are the things that would 
be most useful in promoting a healthy recovery?” And I 
do not think I want to use the rather limited leeway he 
may have to produce the corporate tax. I would rather 
find some incentive that would encourage people who 
figure they could make some profits to go ahead and 
make the investments necessary. 


Senator Langlois: But, Mr. Gibson, you prefaced your 
answer by saying “If there is la itude’. What do you 
mean by that? 


Mr. Gibson: As I understand it, at present the federal 
Government is looking forward to a cash requirement of 
$80 million, $90 million or $100 million. I do not think it 
will turn out to be ihat big. Recent figures have not 
supported that high an estimate. But there is a big poten- 
tial. We are looking at a big deficit. There is no latitude 
in terms of a balance. It is a question of how large a 
deficit you can run reasonably, in the circumstances. I 
would be willing to run a somewhat higher one now 
because I think it would help recovery. With the kind to 
tax system that we have, as we get recovery our reve- 
nues will rise quickly. 
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Senator Benidickson: This is what Ontario has done 
within the last budget. 


Mr. Gibson: Yes, in a moderate way. 


Senator Nichol: We have had a great deal of evidence, 
particularly from Arthur Smith, which has been reasona- 
bly negative, about the whole proposition of price and 
wage controls in a broad sense operating in a peacetime 
economy, without all the psychological paraphernalia 
which go with price and wage controls in war time to 
support the system. We have had people talking about 
selective controls, but I am not quite sure what it means. 
I assume they mean selective controls regionally and also 
within industries, and so on. I suppose you would have to 
include in this credit restrictions of various kinds, 
because this has been mentioned recently as a possibility 
in the “battle” against inflation. How do you feel about 
the workability of selective controls? Do you think they 
can survive on a selective basis or do you think they 
would automatically expand until we embrace all the 
o.her factors such as rationing, foreign control and 
everything else? 


Mr. Gibson; It depends on what kind of selective con- 
trols you are talking about. If you are talking, for exam- 
ple, about some form of credit control, I would think that 
might be desirable, such as consumer credit controls, for 
example. If you are talking about selective price controls 
and selective wage controls, I suppose there might be 
circumstances when they were desirable. But having 
spent five and a half years, not only helping to put them 
on during the war but taking them off afterwards—I 
spent two years afterwards helping to take them off... 


Senator Nichol: That is why I asked the question. 


Mr. Gibson: We had awful trouble with some of those 
controls even with all the heat and patriotism of war, 
and to think that people would now behave in the way 
they did then is too ridiculous. They would not. They do 
not. It is now a different story altogether. 


Therefore people say “Well, let us have something 
selective if we cannot do the whole thing.” The trouble 
with the selective approach is that it ends up that you 
pick out some of the big companies and the big unions 
and try to control them. I am concerned that that is the 
way it would end up. 


If you effectively controlled the big companies you 
would reduce the rate of investment, because you would 
reduce their profit margins, and also the prospective 
profit margins which are more important, and they would 
invest less. I do not think you can apply selective controls 
to big un.ons. I do not think it is practical or possible. 


I know that Mr. Galbraith has geen talking this way in 
the United States, but to me it does not add up. I do not 
think ‘it would work. 


The Chairman: You have given us your views on both 
selective controls and all-embracing controls. Would you 
be prepared to make a fiat siatement, taking into consid- 
eration’ your experience with the Wartime Prices and 
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Trade Board, that in a peacetime economy all-embracing 
wage and price controls would not work? 


Mr. Gibson: Yes, I would be prepared to say that. But 
one never knows the circumstances that one finds oneself 
in. Here is something that could happen, although I hope 
it never does. Suppose the American economy gets itself 
into a really very bad inflation. These are circumstances 
where I think we would say “By golly, we have to have 
foreign exchange controls and capital controls and so 
on.” We might have to do that under certain 
circumstances. 


The Chairman: I was referring more to the answer that 
is being proffered today, that wage and price controls on 
a continuing basis may be the answer. 


Senaotr Molson: An emergency situation. 


The Chairman: I was talking about long-term controls, 
and whether Mr. Gibson can say whether in the present 
general economic situation they would not work. 


Mr. Gibson: Human beings are awfully flexible and 
somehow or other they struggle along. I guess we would 
still be alive and somehow or other we would get by. But 
the sort of thing that happens is that if you start apply- 
ing controls, particularly price controls, in an economy, 
then the people that have the controls applied to them 
regard this, quite naturally and correctly, as a threat to 
their future profit margins. They are not as keen to 
invest money, and so there is not as much employment. 
The Government is then apt to say “These guys are not 
doing their duty, they are not investing money the way 
they should do, and so we had better do more’; and so 
Government moves in with some kind of Government 
spending program. This is the way I think it tends to 
work. 

We have a market system here. We have tampered 
with it a lot, but it is still there. If we look at the record 
of that system since the end of the war we will find it 
has been a good record in terms of productivity. Look at 
the standard of living and the general improvement in 
economy. Materially it has done a good job. All I am 
saying is, this is a very important part of the basic 
machinery of our society. Do not tamper with it unless 
you know what you are doing and you are sure the 
results are likely to be almost as good. 

This is what scares me about the idea of price control. 
I think you affect the level of private capital investment, 
and that is very bad. This is the most important sector in 
our economy today. We need more of this to give us the 
growth that we need in this decade. 


Sneator Langlois: Do you think we could repeat today 
our wartime price controls performance, even under war- 
time conditions? 


Mr. Gibson: I think that is too far out for me. 
Senator Langlois: I also have my doubts on that. 


Senator Nichol: Getting back to. effective price and 
wage controls and the problem of keeping them on, can 
you comment on the difference in the employment pic- 


National. Finance 


May 13, 1971 


ture between 1943-1944 and 1970-1971? During the 
former years we had a tremendous demand for people to 
work in every capacity, in the armed services and in 
supporting industries. There was real shortage of labour 
at the time of those price controls. Now we have exactly 
the opposite situation. What effect does this have on the 
possible application of price and wage controls? ; 


Mr. Gibson: It is the absolute key. During the war we 
had desperate shortages of people and employed many 
who were quite unfit to work. Today we are attempting 
to develop a society which will absorb the work force in 
employment that makes more sense in their terms and 
those of society. The amount of growth we are experienc- 
ing makes this a difficult proposition. 


We have plenty of material resources and there could 
be a much higher standard of living for all than in the 
past. However, this is not our goal; we are attempting to 
use the potential and the capabilities of the young people 
coming along. If we can do that effectively we will have 
a very effective society with high material standards and 
be in a position to do something about our environment. 
However, we have to use these people and one of the 
keys is to have enough real capital and savings to back 
them up with capital and equipment. Even in the service 
industry today, whether doctors or hospitals, the amount 
of capital behind people is enormous. There are no more 
handicraft industries, or very few. Therefore we have to 
produce that capital and the incentives to invest it. Sav- 
ings and incentives to invest are the most important 
items. Price controls move away from that process. 


Senator Sparrow: At page 6 of your paper you say: 


Somehow or other we have to develop policies 
which will encourage growth and check inflation at 
the same time. I don’t know if this is possible in the 
sort of world we are living in, but we must try and 
try hard. The immediate and urgent task is to 
encourage economic recovery without adding to the 
inflation problem any more than can be helped. 


I read your paper very carefully and wish to make 
sure that I interpret it correctly. As I understand it, you 
feel that a massive shift in public policy to one of really 
increasing productivity in the broader sense, including 
massive capital investment in productive industry, will in 
itself, by the increase in productivity, keep the inflation 
problem in check. In other words, you feel that your 
proposal will not by itself generate the type of inflation 
which we have had, or nothing worse than that, if we 
could achieve this productivity without a violent form of 
inflation. 


Mr. Gibson: I hope so. My suggestion is to help real 
investment, which would improve productivity in the 
future and thereby reduce the inflationary danger lurk- 
ing ahead. However, I cannot say that this will work, 
because I do not know what other demands will be made 
on the economy. We may make so many demands on the 
economy that we just do too much, or the Americans 
may have the problem of inflation. We must attempt to 
encourage a high level of capital investment and a good 
level of savings in this country to back it up. 
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The Chairman: Dr. Lipsey in his evidence stated, if I 
understood him correctly, that we should not be too 
much concerned by a reasonable amount of inflation, so 
long as we are prepared to protect those who cannot 
protect themselves against it, that is those on fixed 
incomes or who are incapable of reacting to inflation. He 
might be prepared to accept a creeping inflation of 2 or 3 
per cent per year. 


The natural question arising out of that is, does that 
create an inflation psychology which would develop a 
runaway and dangerous inflation? He suggested that long 
term fiscal and monetary policies could be used to pre- 
vent that type of inflation. He stated that during the last 
20 or 25 years in Canada we have endured a creeping 
form of inflation extremely well. 


Would you care to comment on Dr. Lipsey’s approach? 


M. Gibson: Yes, Mr. Chairman: I think we have 
endured a creeping inflation quite well. The Japanese 
have endured one extremely well and Germany is some- 
where in between. 


I am more concerned, from your quoting of Dr. Lipsey, 
than he regarding a 2 or 3 per cent annual inflation in 
the future. We are now living in a different kind of 
world. For the first time a very large part of the popula- 
tion believes in permanent inflation. I do not think this 
was true up until just a few years ago. There was some 
evidence that this idea was developing in the late fifties, 
but it died away in the early sixties. We have never in 
this country lived in an environment in which the 
majority of the people believed in permanent inflation. 


We had inflation during two wars; the Americans had 
it during the Civil War. However, the record from the 
Napoleonic wars untl the early fifties amongst the 
advanced countries is that inflation was associated with 
war and its aftermath. People thought that when these 
conditions were over we would no longer have inflation. 
That is not so; we think we have inflation as a perma- 
nent condition. When people think this they act different- 
ly; they protect themselves in a way they never did 
before. The success of many countries in the postwar 
period, with 2, 3 or 4 per cent inflation, is partly based on 
a litile fraud. People did not protect themselves and were 
taxed in this hidden way. They are now certainly going 
to protect themselves. The attitude of labour unions is 
just one example of this, but it is seen everywhere. 


If we intend to protect all the weak people, first of all 
let us remember that the labour unions, the businessmen 
and all those with a good bargaining position will protect 
themselves. Then government decides to protect all those 
who are ground down in this unpleasant business. How- 
ever, all that will accomplish is the speeding up of the 
inflation and soon we will not be considering only 2 or 3 
per cent. This scares me; I am not sure of this, but I feel 
it is not good enough to say we can put up with this, 
because the basic psychology is now different. It is not a 
Canadian phenomenon; it is American and European. 
That is why I do not think that we can establish an 
effective system of wage control. Why would the labour 
unions, who were after all organized to protect the inter- 
ests of their members, agree to give up those rights in a 


society they believe to be permanently inflationary? I do 
not think they would. 


We have a more basic problem in this regard than we 
have ever had before. 


Senaior Hays: Would escalation related to inflation in 
so far as Government bonds are concerned tend to stabil- 
ize inflation? We hear this said occasionally. 


Mr. Gibson: No, I think it makes it worse. There we 
are, assuring people that they will not lose any money 
due to inflation. This means that we must secure more 
revenue to back it up. All these protections against infla- 
tion make it less objectionable to those protected who, 
iherefore, feel they have no responsibility to support an 
anti-infiation policy. 


Senator Hays: How do we protect the bondholders? 
Senator Beaubien: We do not. 
Senator Molson: We do not. 


Mr. Gibson: We have not. We have this interesting 
illustration of what I have iried to say today. Money has 
been pretty easy lately; the short term rates have gone 
way down, but look at the long term rates. They went 
down for a time, but they have gone up again now. We 
are now talking about 84 per cent to 10 per cent again. 
These are the highest rates we have ever heard of and 
we have them in a time of easy money. It shows that 
people are not as gullible as they were. 


The Chairman: I wonder if I could ask a supplemen- 
tary, and I apologize for doing this, but it has been on my 
mind for some time and there may be no answer to it, 
but it is directly on this point. Is there any danger in 
long-term rises in interest rates? You may have seen 
levels that go up and down, but if you project there is a 
long-term rise that we have been involved in which has 
taken us up, as you say, to somewhere between 84 to 
93 or 10 per cent. Does that long-term rise eventually 
by itself create a slow down, or is there an inevitability 
about it, or is it something that is entirely relevant and 
that we should not concern ourselves with? 


Mr. Gibson: I think it interferes seriously with the 
operation of our kind of society which up until now, 
anyhow, has been based on having available very large 
amounts of fixed capital at reasonable costs. Our housing 
system, our Government system, our utility system, are 
all based on this assumption, and these high rates make 
this though. I mean, look at what has happened in hous- 
ing. The housing situation is difficult. This just happens 
to have been associated with building costs which were 
going up disproportionately rapidly too, but the increased 
cost of money has been a seerious problem there. My 
feeling is that what this does is build inflationary tenden- 
cies into your economy, because people that pay high 
interest rates on mortgages, governments that pay high 
interests rates on debt, with growing demands upon 
them, really become more and more dependent on infla- 
tion because otherwise it is very hard for them to pay off 
as they go along. You think of a young man who buys a 
house today with the repayment charges on it. In many 
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cases I say to myself, “Well, gee, you cannot afford that, 
not unless we have a continuing quite rapid inflation and 
your income goes up,” because I am afraid we are build- 
ing that sort of thing in. But this is a system of infla- 
tion—high interest rates—and I wish I could do some- 
thing myself. I think we ought to take a closer look at 
what has been going on in some of the big countries in 
Latin America because they have been living with this 
kind of horror for a long time. I do not suggest that we 
are in the same boat, but they know their societies have 
been societies where inflation has always been accepted 
as a permanent thing, and they do not work very well, at 
least not in my view. 


Senator Desruisseaux: But it does attract foreign capi- 
tal into Canada, does it not? 


Mr. Gibson: The high rates of interest? 
Senator Desruisseaux: Yes. 


Mr. Gibson: Well, yes. Basically, you have an interest 
rate structure in our kind of economy, so long as it is 
fairly open, which is sufficient to attract in whatever 
monies we need. We do not need them now, so relatively 
our interest rates are not quite as high as they were in 
relation to the United States. 


Senator Nichol: I am getting back to this question of 
whether or not a massive and deliberate sort of green 
light policy or expansionist policy would get things which 
we want without infiation? I would like you to comment 
on this, if you would, sir. There has been a movement, 
which I have picked up from several places although I 
may have misinterpreted it, that somehow we should 
move our interest away from capital intensive industries 
into high labour content industries; that we should be in 
some way wary of what we have normally thought of as 
efficient methods of production and should look back- 
wards to ways in which we could give people work 
instead of buying machines. I have heard this put 
forward seriously by a number of people. I suppose the 
extreme of this would be that you would end up selling 
all the street-cleaning equipment in the municipalities 
and have people out with brooms at dawn every morn- 
ing, which I understand they do in some Russian cities. 


Senaicr Beaubien: We might get back to horses too. 


Senator Nichol: I think this type of thinking is non- 
sense, but I would like to have you confirm it. 


Mr. Gibson: I entirely agree with you. I think it is a lot 
of malarkey. We do not live in that kind of world. We 
are not going to send people back to digging ditches. 
That is absurd. Sure, let us have handicraft industries in 
a modest way; they are nice to have; and maybe things 
with a high design quality would be good. Scandinavians 
do quite a lot of this, and I think it is fine. As for moving 
back to high labour intensive industries, no, you cannot 
do this. We are a capital intensive economy, not a labour 
intensive economy. It is only in comparison with the 
United States that people start talking about our being 
labour intensive. We are capital intensive compared with 
almost anybody else. 
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The Chairman: Which would be preferable, the devel- 
opment, as DREE is doing, of small manufacturing busi- 
nesses that are sometimes difficult to sustain, or the 
development of, say, a medical centre, such as the Mayo 
Clinic, which is highly labour intensive and has an 
exportable quality because of the fact that people come 
from all over the world to that centre? 


Mr, Gibson: What I would say is that you want to use 
your resources as best you can in the circumstances. We 
are in a capital intensive kind of society. Even hospital 
resources are highly capital intensive. For instance, doc- 
tors are the most highly capital intensive form of labour, 
let us say; they cost an incredible amount to turn out. 
This is one of the reasons I find this approach so hard to 
follow. We are spending so much on turning out people 
who are educated to a much greater degree, both techni- 
cally and, to some extent, broadly than they ever were 
before that you cannot ask those people to go into some 
kind of a handicraft industry. They need a challenge, and 
in this world that challenge implies the use of a good 
deal of capital. 


If we can find certain things to do—and I am sure we 
will—where it is just the entrepreneur or a man with a 
lot of skill who does something and can sell services for a 
good return, that is fine. You may call that labour inten- 
sive, but I still think that is rather capital intensive. I am 
a consultant. I guess I am capital intensive because I 
spend a very long time trying to learn about things. It is 
not the amount of machinery you have to have; it is the 
amount of effort that has gone into training people and 
the amount of capital needed to support them. 


The Chairman: I know I agree with you, but I am just 
thinking of the Churchill forest industry situation, where 
there has been an attempt to develop what is either a 
primary or secondary manufacturing industry, I suppose 
primary. I understand the expenditure was $77,000 per 
job. One is constrained to wonder if the same amount of 
total capital could not have been better used in develop- 
ing an exportable service industry. 


Mr. Gibson: You see, in that area all you really have 
are some trees and some minerals. If you want to develop 
that part of the world, that is the way you have to do it. 
There is the secondary side of it, which is that these big 
primary and processing industries spend a great deal of 
money, buy a lot of supplies and use a lot of facilities. 


I saw a job done by Hedlin Menzies, I think it was, on 
Manitoba and Saskatchewan, on the secondary effects of 
expenditures by the mining industry in those two prov- 
inces. They had a multiplier of six on this calculation. In 
other words, for every person employed directly in the 
mine or smelter they claim trere are six other jobs 
somewhere in Canada. Quite a lot of them are around 
Winnipeg, and quite a few in the industrial east. How- 
ever, sooner or later there is a big multiplier. I think this 
applies to pulp and paper too. 


Senator Thompson: I noticed you placed a lot of 
emphasis on federal-provincial relations in respect to 
fiscal policy, and you pointed out the effect two major 
provinces could have in the economic arena if they were 
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divergent to the federal Government. I was wondering 
whether you had examined other federal states, whether 
it is inherent in this to have some divergent intention 
within federal states, but also whether they have certain 
mechanisms you might see that we could apply. The first 
suggestion that comes to my mind would be if we could 
synchronize the timing of elections so that they came in 
the same year. 


Senator Flynn: You mean federal and provincial? 
Senaior Thompson: Yes. 


Mr. Gibson: I think your point is very well taken. How- 
ever, I do not know enough abort other federal states. I 
do not think the American experience is too relevant. 
The Australian experience has some relevance to the 
Canadian. They have a national wage arbitration system, 
which might be worth taking a good look at, although I 
have never taken a look at it. Our country is a little odd, 
I think, in the sense that it has two provinces who each 
count for about a third of the whole works. This means 
you are not dealing with one federal government and a 
lot of little provinces; it is just not that way. It has now 
got to the point, I think, where if you do not get some 
reasonable degree of co-operation between federal Gov- 
ernment and Ontario and Quebec it will be hard to work 
out sensible and effective fiscal polic.es. 


Senator Benidickson: You mean some unified fiscal 
policy? 


Mr. Gibson: It does not have to be unified. It would 
help if they were aware of what the other fellow is 
thinking, if there were some communication. There is 
very little communication in this area. They have meet- 
ings at the deputy minister level, but even there—and I 
have seen a litile of it—the communication is not high. 
There are all sorts of funny things here. For instance, I 
understand the federal people feel that there is a danger 
of breaching budget secrecy in discussing these things 
with the provinces. Maybe there is and maybe there is 
not; I do not know; but these are very major issues, and I 
do not think that is a good enough reason for not having 
serious discussions. 


Senator Benidickson: Even on the white paper there 
was a suggestion that there should be collaboration. 


Mr. Gibson: That was the context of my comment. 


Senator Molson: It might even be a question of politics 
from time to time. 


Mr. Gibson: Could be. 


Senator Beaubien: Perhaps a little bit would creep in. 


Senator Molson: I do not think I know quite how to ask 
this question, so perhaps you will bear with me a little. 
What is bothering me is the very great importance and 
hopes we pin on an increase in productivity to help our 
economy, our social existence and so on, It seems rather 
self-evident that for greater productivity we need greater 
capital investment, as has been pointed out several times, 
and in some cases this requires enormous sums per job. 


The more we suceed in that, it seems to me, the greater 
difficulty we will have in placing our excess manpower. 


I wonder if Mr. Gibson would fumble around with that 
a little bit for us, and try to put this question more in 
perspective. To me it is a bothersome idea. That is why 
my question is so poorly worded. 


The Chairman: If I understand you correctly, what you 
are saying is that as society becomes more productive, it 
becomes increasingly difficult for society to find jobs for 
the people who need them. 


Senator Molson: The more you are successful in one 
aspect, it seems to create more difficulty in the other. 
That is what I am trying to say. 


Mr. Gikson: You have used the word “fumble’’. I think 
that is a good word. 


Senator Molson: I think I was doing the fumbling, Mr. 
Gibson. 


Mr. Gibson: I see your dilemma. It is perfectly obvious 
the high productivity and resource of the manufacturing 
industry is only going to take up a moderate number of 
all of these people that are becoming available. 

The reason I attach a great deal of importance to these 
industries is that they are the key industries in the 
economy. They produce the kind of material things we 
need both for our own welfare and for trade with other 
countries. It is terribly important that we be efficient in 
these industries if we are going to keep our costs down. 
To be efficient we have to be internationally competitive. 
This means we have to have high capital investment. If 
these industries are efficient it will tend to make the 
mass of distributive and service industries more efficient. 


The service industries and distributive industries are 
becoming more efficient. They have been rather slow, but 
there are increasing applications of new technology in 
this area and more people will be absorbed here. It is not 
just service and distribution in the normal sense. Think 
of all of the people getting into the health area, for 
example. These people are not productive in the sense of 
turning out immediate goods, but they are productive in 
maintaining the health of the people in the society. That 
is most important from a production point of view. 


I think more and more people will go into these 
secondary areas. Some will be concerned with conserva- 
tion, a lot will be concerned with government and cities. 

If you do not have this efficient industrial corps in your 
society, I am afraid you get led into all kinds of protec- 
tive policies because you will not be able to face competi- 
tion from abroad. This will weaken your whole economy. 
It seems to me if we can keep the central part of the 
thing on the right track and keep it efficient, then we 
have a good chance of having the rest come along rea- 
sonably well. 

I agree with you that there are some awful problems 
here and I would not want to have to look too far ahead. 
I am not sure it would be productive. 


Senator Molson: I am just thinking of what you said 
about the health services. As a supplementary remark I 
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would say that the more healthy we keep people, the less 
jobs we have available for others. The same is true of 
our great success in the field of mortality. We have kept 
people alive so much longer that we have less jobs to 
offer the boys coming up. 


The Chairman: I have a supplementary on that: If our 
economy becomes more productive, there will be certain 
segments that are highly productive, and others for 
which the demand may be very great but which are not 
as productive, and the tendency will be that those work- 
ing and investing in the highly productive industries will 
demand a greater reflection of this increase in 
productivity. Therefore, they will, and quite rightly, 
achieve a higher wage and price level. Those working in 
the less productive industries that are subject to great 
demand will say, by reference, we are entitled to the 
same return for our labour. Does that then mean that in 
such an economy there is no way of escaping inflation? 


Mr. Gibson: I think you have put that very well. This 
is a fearful dilemma. People will fight for getting as 
much of the productivity of the efficient industries as 
they can. 

This has been one of our major inflation problems—not 
just in Canada, but in Western society. They get it and 
the other people have to get it, too. A lot of the service 
industries cannot possibly afford it in terms of 
production. 

Sure, this is one of the really big problems, and it is 
not right because a lot of the extra productivity comes 
from the application of additional capital and not the 
application of additional labour. A lot of it is due to 
better organization. 

The Economic Council has done a lot of interesting 
work along these lines. I would hope that we could, 
perhaps, narrow the argument down a bit by saying, all 
right, the improved productivity that comes from labour 
is only so much, maybe this kind of device could be used 
to say, that is a fair deal, in this highly efficient industry, 
because a lot of that productivity probably did not come 
from that. 

This is very difficult and I know that any good labour 
man would just sneer at you for saying a thing like that. 
But, as you say, you cannot go on having the most 
productive industry set the pace for wages for the whole 
society, and this is the way it tends to work now. 


Senator Desruisseaux: I have two questions that relate 
to the future of Canada. For many years in the past we 
had the pegged dollar, up to about a year ago, when it 
was decided that it was too costly for Canada. Then the 
change was made to the floating dollar. With the very 
recent trends of some countries to go off the pegged 
situation, and back to the floating situation, what would 
be the repercussions for Canada in the immediate future, 
in your view? 


Mr. Gibson: What would be the consequences? 
Senator Desruisseaux: Yes, for us, in Canada? 


Mr. Gibson: I suppose if the franc and the mark and 
the guilder go up relative to the Canadian dollar, that 
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proves our healthy position in Europe a bit, but I do not 
think it is important. What is important is the relation- 
ship of the Canadian dollar to the United States dollar, 
and, to some extent, to sterling, and I do not think that is 
changing. 


Senator Desruisseaux: Would it be forced to change 
eventually, if the situation continues? 


Mr. Gibson: You mean, if the mark is floating? 
Senator Desruisseaux: Yes. 


Mr. Gibson: I do not think we are going to have 
floating exchange rates yet, although it may come to this. 
The trouble with the floating exchange rate is that, 
taking it from a Canadian point of view, it is fine if the 
exchange rate is at the level that we find helpful from a 
growth point of view. But if it at the sort of level it is at 
right now, we do not like floating exchange rates state. 
This is the problem, yet we were pushed off the fixed 
exchange rate because we could not hold the 923-cent 
level without permitting simply enormous inflation. We 
were not prepared to go that far. 


Senator Desruisseaux: Thank you very much. I have 
another question, which relates to something that has 
been happening recently. The White Paper on Tax 
Reform has been criticized quite generally, because of its 
social philosophy. I have some views on it, and I won- 
dered very of.en what were the views of the economic 
people, and what bearing it had on corporations and 
individuals, and generally on our economy in Canada. 


Mr. Gibson: Senator, that is an enormous question. 
Senator Desruisseaux: I know. 


Mr. Gibson: It may be I could best answer it by saying 
that I thought a lot of the comments in the Senate report 
on the White Paper were extremely sensible. I do not 
know if you were on that committee or not, sir. 


The Chairman: Yes, he was. 
Senator Langlois: He was just looking for that. 


Senator Desruisseaux: Not exactly. I am concerned 
about the future of Canada. That is my main concern. I 
am trying to find out the views of all the important 
people. 


Mr. Gibson: Since you made your report, we have 
realized that we are in a moderate business recession, let 
us say. In my view, this environment makes the White 
Paper proposals even less appropriate. As to a complete 
revolutionary change in the tax system, at a time of 
recession, involving quite a lot of increases in rates, a 
completely different way of taxing corporations and 
individuals—even if I agreed with it, I could not think of 
a more inappropriate time to bring it into effect. A series 
of proposals which, in effect, would reduce the level of 
saving in this country even more, just does not seem to 
me to add up, at this time. 


Senaior Desruisseaux: Thank you. 
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Senator Carter: Mr. Chairman, I had a supplementary 
question based on Senator Nicol’s question about 
productivity as a partial answer to inflation, and then 
Senator Molson asked the question I had in mind, and he 
got a partial answer. I would like to follow it up a little 
bit. We have been trading off in the past. We have got to 
the point where we think in terms of trading off employ- 
ment against inflation. The first part of my question is: 
How long can we keep on doing that? The second part is: 
Are we coming to the point where we will be trading off 
productivity against unemploymen’? 


Mr. Gibson: Senator, I did try to intimate in those brief 
notes I sent around, that I think the trade-off is getting 
somewhat silly now. In effect, we have got an underlying 
increase, in the price level, of around 3 per cent per 
annum now. 

It is true that our cost of living index does not show 
such a big increase, but this is due to the accident of the 
supply of grain and.the lower meat prices. This has now, 
fortunately, been corrected. The rest of the price level 
has been going up at about 3 per cent per annum. We 
have a rate of unemployment of about 6 per cent. We are 
really trading 3 per cent inflation for 6 per cent unem- 
ployment. How much inflation do you need to get that 
down to 4 per cent? I do not think this really makes 
much sense any more. Ultimately, I suppose that if you 
traded enough, you would get people to buy things, in 
order to get rid of ther money, and this would bring 
about some immediate temporary balance; but you are 
not go'ng to get a balance based on a reasonable level of 
capital investment and good productivity. 


I now come to the second part of your question. I think 
you would trade off productivity very quickly, if you go 
very far down this line, against inflation. 


Senator McGrand: I have a short question, in two 
parts, on wage drifts. We have been told several times 
that one objection to wage control is that certain employ- 
ers would, by the use of a bonus or of overtime, break 
the wage ceiling in order to keep certain employees in 
their employ. I can understand that this would happen in 
times of full employment, but it is difficult for me to 
believe that this would be a serious objection to wage 
control at the present time. 


I want to follow up with the second part of the ques- 
tion and you can answer both at the one time. Would you 
comment on inflation in Canada and the loss of export 
markets due to inflation, if we get more inflation? In the 
United States, Britain, France, Germany and Italy, the 
gap between wage increases and productivity is widen- 
ing. Would this offset the danger of inflation in Canada— 
that is, if the gap between wages and productivity con- 
tinues to expand in other countries as well as in Canada? 


Mr. Gibson: Answering the second part of your ques- 
tion first, yes, I think that if other people are inflating as 
much or more than we are this helps our competitive 
posiiion.. There is no doubt about that. Our high 
exchange rate is really our most serious problem here. 


As to the first part of your question, it depends on the 
level you are talking about. I must say I think at the 


higher levels people would be very loathe to lose good 
men. If they thought their competitors were finding ways 
to pay them more, they would be quite concerned. 


Senator McGrand: It would not occur more often than 
one in every 1,000 employees, would it? Perhaps even 
less. 


Mr. Gibson: I think the competition for able people is 
still pretty keen. 


The Chairman: On the question of the exchange rate, 
Dr. Lipsey stated that it is only through a reasonably 
correct level for the exchange rate and possibly a fioating 
exchange rate that we can achieve any independence of 
the pricing policies of the United States. You are suggest- 
ing that because of our export position we should lower 
the value of the Canadian dollar on the world market. In 
your judgment would this. seriously affect our 
independence? 


Mr. Gibson: No. Mr. Chairman, I should like to see the 
dollar lowered, but I am afraid I came to the conclusion 
that it was going to be difficult to do and perhaps not 
practicable. If we could get it down to 97 or 98 cents, 
which I am doubtful about, I don’t think that would have 
any effect on our independence. 


The Chairman: That is on the independence of our 
pricing policy or our economic policy. 


Mr. Gibson: Yes, but it seems to me that, if we are 
going to have efficient secondary industries in this coun- 
try, we must gain much more access to the American 
market for manufactur:ng, because that market is right 
bes de us and it is a huge market. In order to do that we 
want an exchange rate that does not make it doubly 
difficult, as the present one does. I think there is a lot to 
be said for a fixed exchange rate if you can have it from 
that point of view, because people can make calculations 
on the basis of a fixed exchange rate, particularly when 
they are investing a lot of money in a new plant to get 
into the American market. You cannot hedge against that 
in the foreign exchange market. You are just betting that 
there will be enough margin and if the exchange rate 
changes maybe you have not got that margin any more. 

I do not think I have answered your question. I have 
just said it is difficult. 


The Chairman: I think you have answered it, thank 
you. 


Dr. Gillies: Mr. Gibson, I was interested in your views 
that monetary policy takes a long time and it should 
really be directed towards the long-range goals of the 
economy. Given that situation, what is your view about 
removing the discretionary powers from the bank and 
fixing the money supply to constant changes in the 
growth of the gross national product? 


Mr. Gibson: Well, Dr. Gillies, perhaps I did not express 
myself clearly enough on this. I said I thought monetary 
policy ought to be pointed at what we regard as the 
underlying trend in the economic climate. In other words, 
if it looked as though the trend was going to tend to be a 
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bit inflationary for the next four or five years, then veer 
a little toward the restraining side; if it looked as though 
it needed some help, then veer a bit to the expansive 
side. But I did say I have grave doubts as to whether you 
could really apply a policy like that to Canada because it 
is such an open kind of society. 


I think there is quite a bit in the Freidman approach 
which you mentioned, in that we like to have these 
changes more even and less erratic and more weighted 
to the real changes we hope to have occur. This is not a 
new idea. It is a very old idea, I think. In Canada this is 
just not applicable. We have too open an economy and 
we are pushed around too much. We just could not apply 
a Freidman-like policy in my opinion. 


Dr. Gillies: If you floated your exchange rate, though, 
Mr. Gibson, and took your foreign adjustments in 
exchange rate, could you not isolate some of those forces 
from outside the country? 


Mr. Gibson: You could in theory, but in practice we 
have a floating exchange rate now and we are not happy 
with it at all. We do not like the exchange rate. We want 
to get that down. In other words, that is forcing us to 
increase the money supply more than we otherwise 
would, because we think the exchange rate is too high. 
All I am saying is that the happy theory that was worked 
out in this country, that all we need to have an 
independent appropriate monetary policy is a floating 
exchange rate, is just not so at all because the exchange 
ra‘e at times becomes a more important objective than 
the current monetary policy. Sometimes you feel that the 
exchange rate is just inappropriate and you have to do 
something about it, and this guides your monetary policy 
rather than what you think is appropriate for the domes- 
tic economy. 


The Chairman: I am not sure how you distinguish 
between your approach to monetary policy and the 
monetarist approach. 


Mr. Gibson: What do you mean? A sort of Freidman 
approach? 


The Chairman: Yes. 


Mr. Gibson: I think you should have as a guide in 
monetary policy what you think is practicable in terms of 
expansion in real production and real resources. This is 
one of the important things. Therefore I agree that there 
should not be big changes if you can avoid them, but to 
say that in Canada just does not make any sense at all, 
because we live in the world, we have an open economy 
and our central bank has to do things it would not think 
of doing if there was no world around us. We have to 
keep adjusting ourselves to this world, and what they are 
trying to do is to try to lessen objectionable impacts from 
the outside world on the Canadian economy. 


As I say, they have to roll with the punches. This gets 
them a long way from the sort of monetarist approach 
you are referring to. 


Senator Nichol: Near the beginning of your remarks, 
Mr. Gibson, you mentioned that the Canadian banking 


system had become much more regionalized in terms of 
the authority of the regions and so on. During the course 
of these hearings the question has risen several times 
whether there really is such a thing as a viable national 
monetary policy. I will not bother to repeat the argu- 
ments here. 


When I was in the lumber business 15 years ago we 
had a fairly good-sized company which required logging 
trucks that cost about $65,000. There was a limit that the 
local banking people in Vancouver could not pass, and 
we would send people to Toronto on the old North Stars 
to discuss the poss'bility of getting, say, a $100,000 loan. 
This meant, frankly, that in some cases we had to talk to 
a person who did not know a logging truck from a fishing 
boat. I adm:t that that situation has changed now. But, in 
terms of the regional monetary policies or lending poli- 
cies around the country, would you compare our banking 
system with the banking system in the United States 
where they have regional federal reserve banks and 
individual small banks, operated by local businessmen in 
many instances, closely attuned to the economy of the 
area? Could you compare those, and how do you think 
we do with our system in a country as diverse as 
Canada? 


Mr. Gibson: Well, I guess I am a bit bit biased, senator, 
because I think our system is better than the American 
one. I think it is greatly improved, and our decentraliza- 
tion has resulted in a tremendous improvement over 
what we had before. It is now a stronger system and I 
think it can do more at the regional level. You hear 
about the American system being extremely decentral- 
ized with local businessmen doing the job in the locality, 
and, of course, this is true. But they cannot do the big 
jobs because they do not have the resources and they are 
also much more likely to get into trouble because of lack 
of diversity of resources. In effect, for the big jobs they 
bring in the big banks, the Chicago bank and the New 
York bank, to make the big loans. Now we have a 
national system which has been greatly decentralized, 
and this is the most important thing that is happening in 
banking in Canada today or in fact that has happened in 
the last 50 years. There is competition between the 
regions and there is competition in job performance right 
from the top man in a region who is comparing himself 
with people in other regions. Then we have our manager 
system whereby a manager is judged by the amount of 
business he gets, and he adapts himself to the community 
he is in and does the best he can in that community. 
Somet’mes he is not regarded as knowing much about 
the community, and, indeed, sometimes this is the case 
particularly if he has not been there very long. But in 
any event he understands the system, and he understands 
his job. If he is a good manager—and I should point out 
that there is only a limited number of good managers but 
you will find them in the big branches—he understands 
that it is his job to get business and if you want business 
you must go after it and you have to take some risks. I 
think there is a pretty marked improvement in this 
regard in the Canadian system. When you invest a great 
deal of money in a branch, as banks do across this 
country, then that branch has to produce and the way to 
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produce the most returns is by loans. And this is what 
your big branches do best. 

So I think it is a pretty fair system, and I think the 
decentralization has improved it a lot. I was getting into 
the banking part of the business when people from 
Alberta and particularly B.C. used to raise the devil 
about the way things were done from Toronto and Mont- 
real. But now I think it has improved a lot. 


Senator Isnor: Under our system we do not have the 
failures that they have had in the States. 


Senaior Nichol: But the banking failure rate in the 
States has been pretty good since the 1930s, 


Mr. Gibson; I think you also have a more even availa- 
bility of money in this country than you have in the 
United States, because the availability of money in a 
particular area is not dependent on the strength of that 
area; it is dependent on the bank. So that in a sense you 
can say that in Canada the big cities, or the centres, to 
some extent support the outlying regions, because the 
rates and the availability are not much different as 
between the big cities. In the American system the lowest 
rates are in Chicago and New York while in Canada they 
are much more uniform across the country. I don’t know 
whether you think that is a good thing or not, but I think 
there is a tendency in that direction and I think it has 
some merit. 


Senator Nichol: In the United States I suppose the 
biggest bank is the Bank of America. Then in California 
you have the Bank of California and the Bank of Ameri- 
ca. Have they been the major supporters of the big 
industrial expansion in the State of California, or do you 
think this is a mathematical question to which you may 
not have the answer? Or has it been the Chicago and 
New York banks or has it been the regional banks that 
have contributed to this expansion? 


Mr. Gibson: I am not too well informed on that. I 
would think that the big California banks have had quite 
a large part to play in this, but I think you ought to ask 
Dr. Gillies because he has a real background in that. 


Senator Desruisseaux: I was wondering about the 
international role of the banks, and whether that is not 
highly important to Canada now, and whether it could be 
accomplished by a strong system of banks such as we 
have rather than the other systems? In the United States 
the work seems to be done mostly by three or four 
banks. Would that be a correct assessment? 


Mr. Gibson: Yes. I am not quite sure what your conclu- 
sion is, but I think I agree with what you are saying. 


Senator Desruisseaux: I am asking for an expression of 
your views on the role that banks have to play interna- 
tionally and whether regionalized small banks can play a 
part as well? 


Mr. Gibson: No; it is much more difficult. 


Senator Nichol: I am interested in this question of a 
regional monetary policy, which boils down to the policy 
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of the regional banks towards industry. Regarding this 
change that has taken place, and I agree with it, do you 
think the driving force towards that change has been 
competition between the major chartered banks, or do 
you think, as I suspect may be the case, that it was the 
result of the injection of, first, the Mercantile Bank and, 
second, the threatened injection of the Bank of Western 
Canada and the Bank of British Columbia, into the 
system? I suspect that might have been the case. Sudden- 
ly businessmen could go to somebody who was on the 
ground and get some answers. 


Mr. Gibson: I think that is a sensible comment. It all 
rolls up into the one thing. Banks have to think of their 
competitive position. They are competing among them- 
selves. They have to pay attention to the views of people 
in the areas where they operate. These views are 
expressed quite clearly at times, as you no doubt remem- 
ber. They have to pay attention to potential competition 
from outside or new competition that may emerge from 
inside. All these things affect their attitude. They want to 
adjust themselves to it in order to beat the competition. 


Senator Grosari: Try harder! 


Mr. Gibson: A lot of people do not realize how much 
potential competition there is between American and 
Canadian banks. A lot of American banks are not repre- 
sented here, but they still have business representatives 
that wander around and are close to some of our larger 
companies. Canadian banks cannot help but be aware of 
this. Money is not easy these days—at least, it has not 
been up until recently. This competition has not been 
that much of a problem to Canadian banks, but at times 
they have been very much aware of it. 


Senator Isnor: That includes also trust companies. 


Mr, Gibson; Thinking in reasonable terms, yes, trust 
companies were part of this picture. They are an impor- 
tant source of mortgage funds. I think they have tended 
to decentralize a little bit too. 


Senator Molson: That was my point, that there are all 
these other near-banks, that are doing banking business, 
that have quite an effect on the competitive picture. 


Senator Grosart: It seems to me that a current Canadi- 
an problem in the very broad field of management of the 
economy seems to be the comparatively high level of 
conflict and confrontation between business, industry, the 
banks and Government. Judging from what is happening 
in other countries such as Sweden, Switzerland, West 
Germany and Japan, it seems that we have an unhealthy 
degree of conflict. At one time there was a general 
impression that the banks and business tried very hard to 
get into bed with the Government, or vice versa; I do not 
know which. Today there is continual evidence to the 
contrary in the financial pages. There is name-calling 
between Government and business. 


Is there a reason why at this particular time this 
should be, in comparative terms, such a unique Canadian 
phenomenon? 
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Mr. Gibson: That is a very broad question, Senator 
Grosart. I agree with you that there appears to be more 
conflict in this area than existed in the past. 


Senator Grosart: Is it merely because Government is 
moving more into economic management? 


Mr. Gibson: I think so; much more is expected of 
Government now than ten years ago. Therefore Govern- 
ment is more sensitive to criticism of lack of perform- 
ance in the economy and more apt to intervene or 
express opinions, which are sometimes not altogether 
fair. However, these are the pressures that work in our 
society. 


Senator Benidickson: Do we hear more of this because 
of the establishment of such bodies as the Department of 
Consumer and Corporate Affairs? 


Senator GroSari: But other countries seem to have a 
much higher level of co-operation in the management of 
the economy? How do they achieve it? 


Mr. Gibson: With respect to Japan, they have an enor- 
mous degree of co-operation; even Germany has some. 
The United States has some in some respects, in other 
respects none. 


When it comes to research applied to the American 
economy, they have a lot of co-operation between indus- 
try and government. However, in other areas they do not 
seem to have much. They have a fair and developing 
amount of co-operation in terms of the problems centred 
in the larger cities between business and Government. I 
agree that there is quite a little conflict here, which is 
not very reassuring. 


Senator Grosart: I have heard an amazing number of 
criticisms lately from economists and economic research- 
ers regarding secrecy at the federal Government level. At 


a meeting recently three economists complained that they 
could not get economic information from Government 
departments. Have you found this to be an unusual situa- 
tion in Canada? 


The Chairman: I think, senator, we should give the 
witness a fair amount of leeway in answering that 
question. 


Senator Grosart; I did not suggest that he should not 
have lots of leeway. 


Mr. Gibson: I am well aware that such comments are 
made. I have very little direct personal experience with it 
and anything I might say to you would be more hearsay 
than a professional answer. 


Senator Grosart: I think what you are saying is that 
you have not had the problem. 


Mr. Gibson: If you want a comment on it, I do not 
think the federal Government has been nearly forthcom- 
ing enough on the subject of tax reform and discussion, 
particularly with the provinces. That is an area with 
which I am familiar. 


The Chairman: Honourable senators, if there are no 
further questions, I would like to comment on the evi- 
dence we have heard. Mr. Gibson has proved that in 
combining uniquely the qualities of the academician and 
the businessman he is able to talk persuasively in both 
the realm of theory and pragmatic business. This has 
been refreshing, Mr. Gibson, and extremely useful to the 
committee. On behalf of the committee I think you very 
much. 


Honourable senators, we meet again at 10.00 am. on 
Wednesday to hear Dr. Okita, the President of the Japa- 
nese Economic Research Council. 


The committee adjourned. 
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Orders of Reference 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, March 9th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.:: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, March WMiths LO 7c 


“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, April 28th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 

Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
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said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract form the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, second- 
ed by the Honourable Senator Martin, P.C:: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relation thereto. 


The question being put on the motion it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 


Minutes of Proceedings 


Wednesday, May 19, 1971. 
(9) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
10.00 a.m. to consider the question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett (Chairman), 
Grosart, Isnor, Manning, McLean, Methot, Molson and 
Nichol. (8) 


Also present but not of the Committee: The Honourable 
Senators Inman, Kinnear, McNamara and McGrand. (4) 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. W. Neville, Editorial writer; 
and Mr. E. J. Brower of the Parliamentary Library, 
Division of Economics. 


Witness heard: Dr. Saburo Okita, President, Japanese 
Economic Research Centre. 


At 12.30 p.m. the Committee adjourned to 4.00 p.m. 


At 4.00 p.m. the Committee resumed. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Croll, Desruisseaux, Hays, Langlois, Manning, 
Martin, McLean, Molson and Nichol. (11) 


Also present but not of the Committee: The Honoura- 
ble Senators Carter, Haig, Lamontagne, McGrand, 
McNamara, Petten and Rattenbury. (7) 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics. 


Witness heard: Dr. Anthony Scott, Professor, Depart- 
ment of Economics, University of British Columbia. 


Also present but not heard as a witness: Dr. Ronald A. 
Shearer, Professor of Economics, University of British 
Columbia. 


At 6.00 pm. the Committee adjourned to Thursday, 
May 20, 1971. 


ATTEST: 


Gérard Lemire, 
Clerk of the Committee. 


The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Wednesday, May 19, 1971. 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 10.00 a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, in continuing our 
hearings on growth, employment and price stability we 
are very honoured today to have as a witness Dr. Saburo 
Okita. Dr. Okita received his doctorate in economics from 


_ Nagoya University. He has been chief of the research 


section of the Economic Stabilization Board of Japan. He 
was a member of the United Nations Economics Commis- 
sion for Asia and the Far East; Chief of the Economics 
Co-operation Unit, Economic Planning Agency; Director 
of the Planning Bureau; and Director of the Development 
Bureau. He is presently the President of the Japanese 
Economic Research Centre and Special Adviser to the 
Minister of Economic Planning. 

Dr. Okita’s publications include The Future of Japan’s 
Economy; Japan’s Post-War Economic Policy; Economic 
Planning; Conditions for a Developed Nation; Japanese 
Economy in the Asian Setting; and Future Vision for 
Japanese Economy. 


It is apparent from Dr. Okita’s experience and writings 
that he is uniquely qualified to tell us some of the 
reasons for the Japanese economy being so vibrant and 
progressive. Perhaps we can learn from lessons learned 
in Japan and apply them to the operation of the Canadi- 
an economy. As is our custom, I will ask Dr. Okita to 
make a brief opening statement. 


Dr. Saburo Okita, President, Japanese Economic 
Research Centre: Mr. Chairman and honourable senators, 
it is a privilege and a great honour for me to appear as 
a witness before your committee. As stated by the Chair- 
man in his introduction, I have been involved in various 
aspects of postwar Japanese economic recovery and 
growth. In recent years I have been increasingly involved 
in various problems in the international economic field, 
in particular the programs in underdeveloped areas. Two 
years ago I was a member of the Pearson Commission 


and worked very closely with Mr. Pearson in producing 


the commission’s report. 
I was asked today to speak of our experience in 


growth, employment and price stability. The case in my 
_ country is somewhat unique or peculiar, in the sense that 


we have been able to maintain a rather high rate of 


€conomic growth for the past 15 to 20 years. You will see 


from Table I of the summary that the value of the gross 


national product has increased from U.S. $25 billion in 
1955 to a level somewhat over U.S. $203 billion today. In 
these 15 years we have experienced a very sharp increase 
in our economic output. 

Table 2 indicates the rate of growth, indicating about 
10 to 11 per cent annual increase in total output in real 
terms. This very high rate of economic expansion has 
enabled us to quickly absorb surplus labour. Until about 
10 years ago we had a problem of serious underemploy- 
ment with chronic overpopulation in the country, espe- 
cially in rural areas. However, thanks to the very rapid 
economic expansion, especially in industry and to a cer- 
tain degree the services, labour has been absorbed into 
the growing sectors. 

Table 4, headed “Employment”, shows our total labour 
force as being approximately 50 million, with about one 
per cent of the total labour force unemployed. This is due 
partly to special structural differences in our labour force 
as compared with those of Western societies. We have 
somewhat close public relations. There are people to look 
after and provide work for the unemployed, although 
sometimes their income is not sufficient. For this reason 
the number of totally unemployed appearing in labour 
force statistics is lower than actual. However, even with 
this consideration, we have enjoyed in the past 10 years 
nearly full employment conditions. We have a very sharp 
outflow of labour from agriculture to industry. Some 15 
years ago 40 per cent of our population was in agricul- 
ture, but last year that was reduced to 17 per cent. 

We have also a somewhat peculiar or unique historical 
background, in the sense that we started as one of the 
latecomers in the industrialized world. The major national 
aspiration of our government leaders has been to catch up 
with more advanced countries. Moreover, the country has 
a narrow land area, often described as being equal to 
that of the State of California, supporting a population of 
about 100 million, which is approximately half that of 
the United States, and about five times that of Canada. 
Naturally, therefore, government and business have 
become used in our economy to the constant endeavour 
to expand in trade. “Export or perish” is more or less the 
national consensus. Our government and business leaders 
are dominated by that thought and the policy of match- 
ing resources. In order to expand our economic output 
and raise our living standard we must import materials 
to produce manufactured goods. 

Partly because we were a latecomer to the industrial 
world, the government has taken rather strong leadership 
in modernizing the economy, establishing new industry, 
and promoting trade. At the earliest stage we did not 
have much private entrepreneurship to speak of. Many 
industries were initiated by the government, and at a 
later stage were gradually handed over to private man- 
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agement. This has been one of the important factors that 
characterizes government-business relations in our coun- 
try, where there is a rather close relationship. Even now, 
when industries have developed to a very high degree, 
the government sometimes exercises a sort of leadership. 
Relatively close relationships between government, 
industry and business have been maintained. 


Another question to be examined is the price move- 
ment. Almost every country in the world is having dif- 
ficulty containing the inflationary trend of their econo- 
mies. Japan has experienced a rapid and sharp rise in 
price levels. Again, however, there has been a somewhat 
unique movement in prices, some of which are indicated 
on page 3 of the summary. Table 3 there deals with 
prices, from which it will be seen that while the whole- 
sale price index has been relatively stable, taking 1965 as 
100, last year the wholesale price index was Lil omer 
cent; since the summer of last year there has been a drop 
in the wholesale price index, partly because of the some- 
what recessionary conditions of our economy, with some 
slowing down of the expansion rate. It has not been a 
very serious recession, but there has been some slowing 
down. As a result, we have seen a decline in wholesale 
prices. 

It will also be seen that there has been a very sharp 
increase in the consumer price index. Although it is not 
given in the table, the latest monthly figure for the 
consumer price index was about 7 per cent above the 
figure for a year ago. We have had 5, 6, or 7 per cent 
annual rises in the consumer price index for the past 
several years. It was relatively stable until 1960; there 
was not much price increase up till then. However, after 
1960 we entered a period in which there was a rather 
sharp rise in consumer prices. 

This difference in the trend of price movement of the 
wholesale price index on the one hand and the consumer 
price index on the other is somewhat unique. In many 
industrialized countries those two indices move more or 
less in parallel, but in our case there is a divergence 
between those two price indicators. Many economists 
have attempted to explain this phenomenon. The prime 
reason may be that the wholesale price reflects mainly 
the price ex-factory, and an improvement in productivity 
among manufacturing industries is usually reflected in 
the wholesale price index. 


In the case of the consumer price index, however, what 


is reflected is more or less the cost of labour. A factory 
produced product will go through many stages—the 
wholesale trade, retail trade, processing and distribution, 
in which it is not easy to achieve a rise in labour 
productivity. In manufacturing industries, especially 
modern industries, productivity has been rising sharply, 
but in the distribution and small manufacturing indus- 
‘ries productivity has not risen very much. This is partly 
why there has gradually developed a stable wholesale 
price index but a relatively sharp rise in the consumer 
price index. 


The Chairman: If I might interrupt you there, Dr. 
Okita, Table 3 indicates that the consumer price index 
has risen from 68.6 per cent in 1955 to 135.9 per cent in 
February, 1971, and possibly higher with the 7 per cent 


increase over last year that you have mentioned. Is it 
your judgment that Japan can live with that? In other 
words, can they accept that sort of inflation of 5, 6 or 7 
per cent per year and compensate those who are hurt by 
it? Can they live with that over a continuing period of 
time? 


Dr. Okita: This is a very controversial issue, both poli- 
tically and economically. It may be somewhat difficult to 
live with a continuing rise of 6 or 7 per cent. The 
government has been trying to reduce the rate of inflation 
of the consumer price index to, say, round 4 per cent or 
so. However, so far the government has not been success- 
ful. There are divergent effects. The rising consumer 
price index is reflected in the rising wages; the wage 
increases will be reflected in the wholesale price index, 
because there will be an effect on production costs. So far 
the productive industries are rising more or less in paral- 
lel with the rising wages. The cost of production has not 
been very much affected, and because of this there are 
exports from Japan. Prices have been relatively stable. 


On Table 3 you will see the export price index which 
has somewhat strengthened the competitive production of 
Japanese commodities in the world market. So far I 
should say we have been able to live with that much of a 
price increase. 


The Chairman; Are there any groups in Japan that are 
being hurt? If we take 1965 as the base year in which 
you have 100.0, you have had a 35 or 36 per cent price 
increase since then. Are there any groups in Japan that 
you can say have been hurt by that inflation? 


Dr. Okita: Yes, I should say the old age pension people 
and some people who are on a fixed income are hurt, but 
so far they are relatively in the minority. A very large 
portion of the population are factory workers and farm- 
ers. Although they are affected, because their savings are 
devalued year after year, their current income is increas- 
ing somewhat faster than the rise in prices. In this 
respect, although there are people affected by inflation, 
especially in respect of their savings, I should say that 
generaliy their current revenue and income is increasing 
faster than the price rise. 


Now, to come to some of the monetary and _ fiscal 
aspects of the topic. There have been controversies as to 
what type of policies should be pursued in order to bring) 
down the rate of increase of cyclical prices. There are the 
advocates for reducing the increasing rate cf demand by 
monetary measures, and by fiscal measures. In fact, in’ 
the past we have had repeatedly to tighten money policy 
by raising the industrial bank rate, and sometimes by 
trying to compress the Government expenditures. Some- 
times the monetary and fiscal measures were combined 
together. Our anti-cyclical policy so far has been more or 
less related to a cyclical balance of payments deficiency. 
Every time we saw a balance of payments deficit the 
Central Bank raised its discount rate and the Govern-' 
ment introduced a somewhat tight expense policy. After 
some time we saw an improvement in the balance of 
payments, and then such controls were relaxed and the 
economy started booming again. Two or three years back 
we entered into a state where we did not have a financial 
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payments program. We would rather have a reserve pro- 
gram of accumulating for next year. 


Last year we introduced again a tight money policy. 
When the balance of payments position was not in 
danger and was in good condition, this was more or less 
the fastest way of introducing anti-cyclical measures. So 
far our anti-cyclical policies have not been affected. This 
may be because of our international structure. When the 
Industrial Bank raises the discount rate, they usually do 
so in parallel with the change in the bank rate and the 
control over the volume of supply of money. We have a 
special expression in regard to this measure, and the 
literal translation is, “Operation through bank windows.” 
Here the implication is to regulate the supply of credit of 
leading city banks with the guidance from the Central 
Bank. This was effective in regulating the supply of 
credit to industry. 


The major factor which reduced the cyclical change 


fluctuations has been the level of investment in private 
industries, and liberal investment in building new facto- 


ries and in new equipment. The total amount has been 


about 20 per cent of our gross national product. If this 
investment in private industry fluctuates it creates cycli- 
cal changes, which call for anti-cyclical measures, con- 
centrated on the regulation of credit supply to those 
industries. 


Another feature of our economy is that many of the 
industries are very heavily dependent on loans from 
banks. The proportion of home capital of Japanese enter- 
prise is below 20 per cent. That means they are very 
heavily dependent on borrowing from banks. The regula- 
tion exercised by the central bank will affect the volume 
of credit supplied to industry. This will affect develop- 
ment investment. This is a somewhat unique system, but 
we feel that sometimes changes in the interest rate that 
do not bring about a sufficient regulation of the level of 
economic activity. Their economy is very much in an 
expansion area, and we need some total flow of credit 
supplies to industry. This may also be one of the unique 
aspects of our monetary fiscal policy. 


The Chairman: I wonder if I could interject for a 
moment, doctor? In Canada a corporation would be loath 
to put itself in a position where 80 per cent of its 
requirements were financed by the bank, because essen- 
tially that would be short term credit. Is there anything 
Specific that the Japanese banks have done to create a 


_ situation in which Japanese corporations would put 
_ themselves so much in the hands of the banks? I think 
_ corporations here would tend to do a lot of their financ- 


ing on an equity basis or a long term debt basis. They 


_ would only be prepared to put themselves in the hands of 
_ the banks to the extent of only 20 or 30 per cent. It 
_ would be interesting to know if the Japanese have taken 
q definitive steps to create that confidence in that sort of 
_ bank financing. 


Senator Isnor: Is there not another point, Mr. Chair- 


man, that the banks here would not advance the 80 per 
cent? 


The Chairman: I think that is probably true. 
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Dr. Okita: Yes, Mr. Chairman. Foreign observers some- 
times look at the balance sheets of our industries and 
companies, and say “very unsound”, because they are so 
heavily dependent on external borrowings. Partly 
because this was backed by a kind of confidence about 
the future, industries have been borrowing from external 
sources and, in fact, the resulting expansion is about 10 
to 15 per cent per year. The internal source is usually not 
sufficient to meet the need for expanding treatment and 
output of the companies. So there is a transfer of private 
savings through bank deposits and through bank loans 
to industries. 


Our capital market, raising industrial capital directly 
from the personal savings, is still relatively under- 
developed and a very large part of personal savings is 
flowing into the banks in the form of bank deposits. The 
banks in turn supply medium term, short term, and long 
term capital to industries. So if there is a very serious 
fluctuation in the business cycle, because they are so 
heavily dependent upon borrowing and the financial posi- 
tion is inflexible, it may create a rather serious problem 
for industries, but fortunately so far we have not faced 
very much of that problem. 


In 1965 we had a year of recession. Quite a few compa- 
nies went into bankruptcy. One of the security companies 
also went into bankruptcy. The central bank came to the 
rescue, in order to avoid the spread of the crisis to the 
entire economy. This was again a somewhat unique case, 
that the central bank went to the rescue of one private 
security company. The central bank also set up a security 
fund to buy up some of the surplus stocks to support the 
security price. That means the central bank took some 
part of the risks, in the form of the setting up of the 
security fund. After three or four years the economy has 
regained its energy and those stock prices have risen 
very much, so this security fund produced a very large 
profit. 


The other idea is that the relatively close relationship 
between the central bank and the industries may be one 
of the factors for giving confidence in industries. They 
feel they can depend heavily on external borrowings. 


Senator Grosari: To what extent does the central bank, 
or the Government through an agency, guarantee these 
industrial loans in advance? Supplementary to that, may 
I ask to what extent does the central bank, or the Gov- 
ernment, in effect approve or encourage the lending of 
private banks? We often hear that this is the secret of 
Japanese financing of industrial expansion. 


Dr. Okita: There is not a procedure of official approval. 
The central bank does regulate the total flow of credit. 
These regulation measures are not so explicit, but there 
is some kind of consensus or agreement between the 
central bank, industries and commercial banks, regulat- 
ing the total supply of credit in accordance with the 
cyclical changes. 


Senaior Grosarit: Could I put it this way? Would it be 
normal for a private bank, being approached for a loan, 
to refer the matter to the central bank and perhaps, in 
certain circumstances, for the central bank to refer the 
question of the viability of the loan to the Government? 
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Dr. Okita: There are some such cases, if the cases 
involve very big loans. As I mentioned earlier, partly 
because of historical background, sometimes the Govern- 
ment exercises leadership in some of the issues. In this 
process we sometimes come across such cases as you 
have mentioned. 


Senator Grosari: I asked the question because one of 
the things we want to find out about the Japanese miracle 
is how the Government provides this leadership? In every 
country in the world there is pressure for government 
leadership, and in this the Japanese pattern seems to be 
the one that has worked best. 


Dr. Okita: In fact, we have been criticized very much 
sometimes because of government leadership, especially 
in the field of export trade. In most of the industrialized 
western countries, the private sector remains private, and 
governments usually do not intervene very much. That is 
because of the historical background of western society. 
Private enterprise developed on a private basis and gov- 
ernment was accustomed to take charge of only minimum 
responsibility in foreign affairs, apart from diplomacy 
and defence. 


As I mentioned earlier, we started as one of the late- 
comers. Our policy, I sometimes feel, may be related to 
that of some of the newly developed countries where the 
government has to take the leadership in modernizing 
and developing the economy. Now we are facing a kind of 
dilemma in such a policy. In promoting economic growth 
and increasing export trade, the result has been rather 
remarkable. For over a century since we opened the 
country to the outside world in 1868, we have been more 
or less following that policy. Because of our success, we 
have now reached a stage where we have to dismantle 
the old established policy, and to liberalize trade and 
investment, even monetary transactions, with the outside 
world. 


The government has followed a policy of liberalization 
of imports and capital transactions. We are sometimes 
criticized because this process is rather slow. However, in 
the past year or so it has been accelerated. On the other 
hand, because this was more or less established as rather 
a successful policy, it is difficult to depart from the 
traditional policy of strong government leadership, and 
close relationship between government and the private 
sector. 


Probably in the future there will arise in many indus- 
trial countries the necessity of a mixture of government 
policy and private market mechanism. With complete 
control by private market mechanism the economy might 
not work very efficiently. Limitations on the market proc- 
ess are increasing. Public control and government inter- 
vention is sometimes necessary to bring about stability in 
the economy, increase unemployment, and accelerate eco- 
nomic growth. Although our policies are more or less the 
result of historical background, we feel sometimes that 
we have this combination of market forces and public or 
government control. 


The mixed type of mechanism of our experience may 
even be recommended to more developed economies to 
combine effectively government control and the market 
mechanism. 


The Chairman: Have you completed your statement, Dr. 
Okita, or is there anything you wish to add? 


Dr. Okita: I will now answer questions. 


Senator Isnor: My question relates to Table 3 regarding 
Wholesale Price Index, Consumer Price Index and Export 
Price Index. The wholesale prices would naturally be 
based on the manufacturing costs; is that right? 


Dr. Okita: Yes. 


Senator Isnor: The consumer prices would be based on 
the wholesale, or retail, price? 


Dr. Okita: The distribution cost will be included, yes. 


Senator Isnor: Would you enlarge on your policy with 
regard to export prices? I ask that question because the 
export prices for 1966 to 1970 are lower than the whole- 
sale prices in Japan. Is that because of your policy to 
increase exports? 


Dr, Okita: Those price increases are composed of vari- 
ous items and commodities. The export prices reflect 
items exported to outside markets, which are usually 
items in which productivity is rising very quickly and in 
which the production cost is more or less reduced. We 
have a strong competitive position in the external 
market. Therefore the export price indices usually reflect 
those sectors in which productivity is rising faster than 
the economy as a whole. 


The export price index rises somewhat more slowly 
than the wholesale price index. This is because the 
export items are substantially products of the automobile 
and electronics industries, which are enjoying very rap- 
idly increasing productivity. 


Senator Isnor: Yes, but your export prices are lower 
than the domestic wholesale prices. In other words, you 
are placing export business ahead of any other. 


The Chairman: I think, Senator Isnor, that that may or 
may not be so. It is an index of prices. In other words, 
the increase in export prices has been less than the 
increase in wholesale or consumer prices. 


Senator Isnor: I wanted the doctor to explain that. 


Dr, Okita: The coverage of commodities is different in 


‘the case of wholesale price and export price. Wholesale 


price covers a whole range of goods produced and con- 
sumed domestically, whereas the export price index con- 
tains only exports. 


For example, the wholesale price index includes agri- 
cultral commodities produced in Japan, which are 
not exported. Those prices are not included in the export 
price index. Actually, the price of agricultural commodi- 
ties such as vegetable foods is rising very quickly. The 
export indices relate mostly to industries which are 
undergoing a very rapid process of modernization, which 
creates an advantage. 


Senator Isnor: Is it because of the labour situation that 
you are able to export as you do, your wages being 94 


cents per hour compared to an average in Canada of 
$2.79? 
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Dr. Okita: Table 5 relates to wages. One of our con- 
cerns is a rather accelerated wage increase in recent 
years. As you will note in this table, some 10 years ago 
the average annual increase in wages was below 10 per 
cent per annum. Last year it was 17.6 per cent. So far, 
thanks to improved productivity and efficiency, a large 
part of the wage increase has been offset by increased 
efficiency. That was why the export price or wholesale 
price has been gradually stabilized. We now have about a 
US$200 average monthly wage for 1970. We do not meas- 
ure in terms of hourly wages. 


Senator Isnor: The fact is that your average wage is 94 
cents per hour. 


Dr. Okita: The figure for 1970 was 71,000 yen, which is 
about US$200. The number of hours worked per month is 
somewhere around i70, if I remember correctly. 


Senator Isnor: I figured 190. That is $49.50 per week, 
taking it at 360 yen to the dollar. 


Dr. Okita: For which month and which year? 


Senator Isnor: I took the average. 


The Chairman: Where did you get the hours worked, 
senator? 


Senator Isnor: I took 1970, divided 360 into 71,447, to 
get the dollar value. 


The Chairman: That is $200. 
Senator Isnor: I make it $198; about $200. 


The Chairman: I was wondering where you got the 
hours worked to get the figure of 94 cents. 


Senator Isnor: I want to get the average. 


The Chairman: I think Dr. Okita said there are 170 
hours worked per month on the average. 


Senator Grosart: It is about right. 


Dr. James Gillies (Study Director): Is there any govern- 
ment policy to subsidize export prices? 


Dr. Okita: We have no government policy of that 
nature. In the past, because of the basic government 
policy to promote exports, there was sometimes a lower 
discount rate for export credit. This has been raised, and 
the difference from the ordinary discount rates has been 
greatiy narrowed in recent years. There were also export 
promotion measures, with a tax allowance for the export 


industries. This also has been reduced. The whole of the 


government machinery is somewhat geared to the promo- 
tion of the export trade. We still see here and there the 


development of the past policy, but the recent emphasis 


has been on the promotion of imports rather than the 


promotion of exports, otherwise we may accumulate a 


surplus of foreign exchange. The promotion of imports 


will be effective in reducing the price rise, especially a 


consumer price rise—that is, if we liberalize the importa- 
tion of consumer goods, not only food items but also 
some manufactured items. 
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We have seen a very sharp rise in textile imports into 
Japan from other Asian countries where they have a 
labour surplus. The total imports of manufactured tex- 
tiles into the Japanese market from other Asian countries 
increased from US$8 million in 1966 to US$68 million in 
1969, an eight-fold increase in three years. Many of our 
traditional export items, such as raw silk, cotton, yarn 
and others are now changing into import items one by 
one. 


Senator Grosart: To what extent would that increase 
in the import of textiles and other goods be the result of 
Japanese capital investment in other East Asian coun- 
tries, so that it is really money coming home? 


Dr. Okita: There are different forms of co-operation 
with Hong Kong, Taiwan, Korea, sometimes Pakistan. 
Sometimes there is co-operation through the supply of 
machinery with technical guidance being given; some- 
times there is joint enterprise; sometimes just technical 
advice services on a contract basis. There is a mixture of 
different things. The higher wages and the labour short- 
age in Japan have stimulated those labour surplus coun- 
tries to develop their industries more or less similar to 
ours some 10 or 15 years ago. 


Senator Isnor: That has only taken place in the last 
two or three years, has it not? 


Dr. Okita: Yes, this has been a rather new thing. 


Dr. Gillies; When you said exporters get a different 
discount rate, does that mean they could borrow from the 
bank at cheaper interest rates to finance their operations? 


Dr. Okita: That is the case. 


Senator McNamara: Still dealing with export subsidies, 
is it not the case that with some agricultural commodities 
it has been necessary for the Japanese government to 
heavily subsidize exports? I am thinking particularly of 
rice. Have they not heavily subsidized rice exports? 


Dr. Okita: That is true. Up until recent years we were 
one of the major rice importing countries. We now have 
accumulated more than 10 million tons of surplus rice, 
and sometimes the government exports to countries such 
as Indonesia, Pakistan and South Korea at international 
market prices. The domestic price is about twice as much 
as the international price. There is certainly an element 
of subsidy there. 


The Chairman: Following on Senator Isnor’s question, 
when talking about exports we always think of the Japa- 
nese miracle as being based on the tremendous amount of 
their production that goes into exports, yet I note from 
looking at your figures that in 1970 the estimated GNP of 
Japan is $203 billion and the total exports are $19.36 
billion. It follows, if I have interpreted those figures 
correctly, that roughly 10 per cent of the Japanese GNP 
is attributable to exports, whereas 24 per cent of the 
GNP of Canada is attributable to exports. Does that 
mean in examining the Japanese situation we are over- 
emphasizing the value of exports to the Japanese mira- 
cle, and does it mean that in fact we should be paying 
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more attention to the very large population of Japan and 
the meeting of those consumer needs in Japan? 


Dr. Okita: Yes, that is rather an important aspect, Mr. 
Chairman. Our dependency of GNP on the export rate is 
now about 10 per cent. This has been rather stable 
throughout the postwar years and it was about 20 per 
cent before the war. The tendency has been reduced by 
half since the war. This was partly because of the chang- 
ing industrial structure. Before the war we depended 
very heavily on exports of cotton textiles. In that case we 
had to import raw cotton and process the exports. Now, 
we are exporting more sophisticated production and the 
value added in the domestic economy is much higher. 
The consumers’ participating powers are also expanding 
heavily to about 15 or 16 per cent, so the domestic 
market accounts for about 90 per cent of the total par- 
ticipating powers. 

Japan will become more and more a market for the 
outside countries, including other Asian countries and the 
developing industrial countries. So far we are enforcing 
agricultural products and raw materials, but in the past 
two or three years we see an increase of manufactured 
items and this trend will continue into the future. 
According to some of our projections, by the end of this 
decade or 1980, the size of the Japanese market may be 
similar to that of the United States economy two or three 
years back. I feel Japan provides a very large market for 
outside countries and their export products. 


The Chairman: We will probably go into that later. Did 
you complete your questioning, Senator Isnor? 


Senator Isnor: Perhaps I did in regard to labour condi- 
tions and wages. There is a group in Canada which is 
opposed to foreign investment in Canada. I notice that 
Chrysler and Ford have for years been trying to become 
financially interested in Japan’s car industry. Yougare 
opposed to that, as a country, are you not? 


Dr. Okita: Foreign investments and direct investments 
in the automobile industry is under control by the Gov- 
ernment. This again is partly because of our traditional 
policy of exporting and promoting exports, and econo- 
mizing on imports by developing domestic industries. We 
do not have very much resources and we have to depend 
very much on imports. We have to encourage such a 
policy for promoting exports and economizing imports, 
especially of industrial manufactured items. Also, we 
do not have historically much direct foreign equity 
investment. Our traditional policy was to import tech- 
nology and know-how, and apply it with Japanese 
money and Japanese capital. This has been more or less 
the policy we have followed so far. Partly the Govern- 
ment forced the domestic industries until they became 
competitive. That was the reason why the direct invest- 
ments from the foreign automobile industry were not 
encouraged. Now the Government has lifted this regula- 
tion, and they will come into Japan. 


Senator Isnor: They will come into Japan? 


Dr. Okita: Yes, in the near future. 


Senator Isnor: What do you mean by “the near 


future’? 


Dr. Okita: There are two or three negotiations going on 
between foreign automobile companies and Japanese au- 
tomobile companies. Some of the negotiations are near 
conclusion. 


Senator Grosart: One was announced the other day in 
regard to Chrysler. 


Senator McGrand: You mentioned limited national re- 
sources. Now, what part do foreign products play in the 
Japanese economy? I understand that about 40 per cent 
of the Japanese land area is forest-covered, and this 
wealth is increasing. Could you give me some idea of the 
number, and the percentage of the population, employed 
in the production and manufacturing of the Japanese 
native—not imported—forest products? 


Dr. Okita; I do not remember that figure offhand, but 
roughly about one per cent of our labour force is 
employed in forestry. Several years back we were self- 
supporting in the supply of forest products, but because 
of the sharp increase of demand for the consumption of 
forest products, including paper and pulp, we became 
very much deficient in supplying those products from 
domestic resources. Now, we are practically independent 
for half of the total consumption of forest products in 
Japan. The other half of the consumption now comes 
from foreign countries. 


Senator Isnor: But, your forest industries in Japan 
have increased tremendously in the last number of years, 
have they not? 


Dr. Okita: If the forestry industry includes paper and 
pulp, then that is true. The cutting of trees in Japan is 
not increasing very much, partly because of the high cost 
of labour and because of the age of trees. Our paper and 
pulp industries feel that the cost is much higher when 
they depend on domestic forest resources. 


Senator Isnor: You can import it cheaper? 
Dr. Okita: Yes. 


Senator Isnor: I have one short question. You men- 


tioned that labour is company-oriented. Would you just 


describe briefly what is the relationship between labour 
and management, which seems to be so successful in 
Japan? 


Dr. Okita: I am not sure we have been so successful. 
One factor is that our labour unions are modest company 
unions—enterprise unions. Their negotiations are on the 
basis of company union and company management. We 
have some somewhat paternal employment practices, and 
many workers stay on with the same companies for a 
long period. There is some kind of common ground . 
between the management and the workers. They share a 
sort of responsibility, or they have some kind of affection 
for the company. Even the ordinary worker maintains- 
some kind of affection for his company. This may be one 
of the factors in not having very serious labour disputes 
in our country. 
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But this may readily change. We see more and more a 
movement of workers among industries, among compa- 
nies, in recent years. So increasingly we may face some- 
what similar problems of western countries. 


Senator Molson: This is supplementary to Senator 
Isnor’s question. I would like to ask Dr. Okita if in J apan 
they distinguish between foreign investment and foreign 
ownership or foreign control. I know he said that controls 
had been lifted recently, in speaking about negotiations 
for foreign investment. Is there any distinction held 
between a simple equity investment and an equity 
investment which carries with it control or free 
ownership? 


Dr. Okita: There is some limitation on the buying of 
equity shares, over and above 20 per cent of the total. In 
fact, we do not encourage very much the buying up of 
companies by foreign investors. The idea is to maintain 
the balance of the control of industries by the nationals. 
We also encourage foreign participation on a 50:50 basis 
of joint enterprise—50 per cent by foreigners, 50 per cent 
by local citizens. Of course, we are gradually reducing 
that part and widening the part where foreigners can 
even own 100 per cent, if they start new business. 


Our case is one of gradually liberalizing the hitherto 
very strict control over foreign investment, to more a 
state of less control over foreign investment. But the 
movement is relatively gradual. Sometimes we feel the 
harmonious operation of a foreign enterprise in a foreign 
country may demand very much the co-operative efforts 
of both sides. Sometimes the management, representing 
local citizens, may have an advantage in labour industrial 
relations; may have an advantage in negotiating with 
government and others. Foreigners may have more 
advantage in the marketing abroad, the supply of tech- 
nology, and so on. So the desirable thing may be the 
sharing of responsibility between foreigners and local 
citizens. 


Senator Grosart: Dr. Okita, you mentioned the high 
rate of Japanese productivity increase—the increase in 
productivity per capita. The latest figure I have, I think, 
is for mid-1969 to mid-1970, which is an 18 per cent 
increase. In the same period the Canadian increase was 
1.1 per cent. As indicated by an OECD survey of 19 
countries, Canada was the fourth worst. Strangely 
enough, the three countries that were worse were the 
United States, the United Kingdom and Italy. Can you 
explain this discrepancy in terms of Japanese industrial 
or trade policy? 

To put it another way, what are the factors, other than 
the psychological and social disciplines that you have 
indicated, that may have been responsible for this very 
high rate of productivity growth per worker? 


Dr. Okita: One factor is the migration or shift of 
labour from a low productivity sector to a high produc- 
tivity sector. As I mentioned earlier, we had some 40 per 
cent of our labour force in agriculture 15 years back. A 
very large number of agricultural labourers moved into 
industry. Industry has an average of about three or four 
times higher productivity than agriculture. So when the 
Surplus labour is gradually starting to be absorbed into 
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high productivity modern industries, then we have a sharp 
rise in published productivity of the economy. This is one 
of the factors which contributed to the high rate of 
productivity increase. 


There may be a number of other factors, such as the 
importation of foreign technology, applied to domestic 
industries. Especially when you undergo a period of tran- 
sition from labour surplus economy to labour shortage 
economy, usually you see a very sharp rise in productivi- 
ty. For example, when you have surplus labour you do 
not use much machinery. But as wages go up, then for 
companies the introduction of labour saving machinery 
becomes very profitable. So they start using mechanized 
equipment to save labour. 


Because of this process, for example, the United King- 
dom or Canada may have many economies but there has 
not been much room to reduce poor productivity employ- 
ment, to shift labour force from a low productivity sector 
to a high productivity sector. In our case there has been 
much room for moving labour from low productivity to 
high productivity sectors. Those are some of the reasons, 
I think. 


Senator Grosart: By looking at the middle column of 
Table 3, the consumer price index, and the righthand 
column in Table 5, the annual rate of increase, and 
taking the period 1965 to 1970—which are the only years 
in which there is an exact comparison—I see that you 
have had what is in effect a 30 per cent increase in the 
consumer price index and a total increase in monthly 
wages in manufacturing of 73 per cent. The comparative 
figures would be a 6 per cent mean rise in the consumer 
price index, and a 14.6 per cent mean annual increase 
over those five years in wages. In your international 
studies, on OECD examination teams and so on, have you 
found a causal relationship between inflation and wages? 


The Japanese experience seems to be the very opposite 
of the normal; your wage increases are a little more than 
twice your consumer price index increase, 


Dr. Okita: Yes, wages have doubled in the past five 
years while consumer prices rose by 30 per cent, That 
reflects especially improvement in the standard of living 
of workers, together with productivity. As opposed to 
this, in some industrialized countries while productivity 
increases slowly, because of inflation wages rise very 
quickly. This creates difficulties for the economy; their 
industries become less competitive in the world market, 
which encourages imports. In our case, although we have 
had a rather sharp increase in the consumer price index 
because of rising productivity, we have been able to 
stabilize our wholesale and export prices. 


We are somewhat concerned with the continuing trend 
to a wild inflationary tendency. We would very much 
like to see other economies introduce more discipline to 
stabilize prices. However, we live in a more or less 
inflationary world so we may have to consider adjusting 
ourselves to that somewhat more inflationary condition. 


The Chairman: In fact, is it not true, Dr. Okita, that 
the Japanese economy is inflating considerably faster 
than either the American or Canadian economies at this 
stage? 
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Dr. Okita: If you measure in terms of the consumer 
price index. 


The Chairman: Yes. 


Dr. Okita: If you measure in terms of the wholesale 
price index, we are much less inflationary than other 
countries. 


Senator Grosart: Or if you relate it to wage increase it 
has gone up much less. 


Dr. Okita: Yes. 
The Chairman: Or the effect of it is much less. 


Senator Grosart: Yes; it is much less in absolute terms. 
How important in the Japanese economic development 
during the postwar period has been your very low level 
of defence spending? Has this been an advantage, or a 
disadvantage, having in mind the American experience, 
in which spend-_ng has been a great spur to the economy? 


Dr. Okita: I should say it has been definitely an advan- 
tage. We spend somewhat less than one per cent of the 
GNP on defence. This has enabled our industry to 
employ the best brains for civil production, whereas in 
countries with very heavy defence expenditure the best 
brains of engineers and scientists are sometimes absorbed 
into the defence sector. I personally am of the opinion 
that our success in electronics, for example, has been 
partly due to a relatively low demand from the defence 
sector, which has allowed a large proportion of the brains 
of scientists and engineers to be employed in civil 
industries. 


The Chairman: What percentage of the gross national 
product is attributable to government expenditures? I 
refer to all government expenditures. 


Dr. Okita: Including both central and local government, 
it accounts for approximately 21 or 22 per cent of GNP. 


The Chairman: Have you ever compared that with the 
Canadian experience of approximately 36 per cent? 


Senator Grosari: Bear in mind that 36 per cent is 
hardly realistic, because 50 per cent is a federal transfer. 


The Chairman: We were speaking of all governments; 
Dr. Okita is comparing central and local government, so I 
think we are comparing the same figures. 


Dr. Okita: Excuse me; there may be some difference. 
We do not include this transfer. 


Senator Grosart: That is what I meant; there is a 
distinct difference between these two statistical series. 


The Chairman: I asked you for the figure of all govern- 
ment expenditures. 


Dr. Okita: We include exactly the same transfer on the 
basis of tax revenue, but do not include transfer in terms 
of annual contributions to social insurance and medical 
services. 


The Chairman: Nor does our 36 per cent. 


Senator Grosart: Oh, yes it does, very much so. Thirty- 
six per cent includes that. As a matter of fact, of the 


figure of $25 billion of all-government expenditures 
$123 bilion represents expenditures in health, welfare 
and education alone. Much of that is federal-provincial 
transfer. 


The Chairman: But we are discussing all governments, 
senator, so that the transfer effect is taken into consider- 
ation. In other words, we are speaking of federal, provin- 
cial and municipal governments. 


Senator Grosart: Dr. Okita, what has been your experi- 
ence with restrictive antitrust or anticombines legisla- 
tion? The trend around the world seems to be to liberal- 
ize it. 

Dr. Okita: Anti-monopoly legislation was introduced 
after the Second World War. So far our enterprises have 
experienced severe domestic competition. Some two years 
ago there was considerable controversy in connection 
with the merger of two large iron and steel companies. 
The university economists were against such a practice. 
On the other hand, there was a feeling both among 
business and government that when we liberalize our 
imports we must achieve greater output so as to enjoy 
economies of scale. Therefore, at a certain stage govern- 
ment more or less followed the policy of encouraging 
mergers. 


However, the policy has now been somewhat reversed. 
The idea is that we should encourage the maintenance of 
a competitive climate in the economy. If the monopolistic 
practice gets stronger, their competitiveness also becomes 
weaker. This is a controversial issue and public opinion 
has not been very decisive. There are some who say that 
the prices of products of large industries do not reflect 
sufficiently their productivity increase; that the share of 
profits from rising productivity should be distributed 
amongst consumers, producers and workers. There is now 
that argument in our country. On the other hand, statis- 
tics show that the price rises are mostly for the products 
of small enterprises and agriculture, and prices of prod- 
ucts of large enterprises are not rising very much, partly 
because in the larger industries the productivity rise is 
more dominant compared with the smaller industries and 
agriculture. 


Generally, our industrialists feel that we should not 
introduce a strict anti-monopolistic policy. Enterprises 
often say they have excess competition. My personal 
view is that we may need some strengthening of anti- 
monopolistic regulations, particularly because of the 
necessity of preventing consumer price rises. Monopolis- 
tic practices affecting consumer prices should be dis- 
couraged as much as possible. 


Senator Grosart: What is the present level of your 
corporation tax? 


Dr. Okita: For larger enterprises, 36 per cent; there is 
some discount for very small enterprises. To be precise, it 
is 36.75 per cent. In addition there is 16.74 per cent local 
tax. Including central and local taxes in amounts to 53.5 
per cent. This is a figure my friend Mr. Fukuda of the 
embassy supplied me with this morning. 


Senator Grosart: The chairman mentioned the figure of 
36 per cent as, in simplistic terms, the total “take” of all 
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governments out of our economy. What would the 
equivalent Japanese figure be? 


Dr. Okita: Total “take”? 


Senator Grosart: That is total government revenue as a 
percentage of GNP. Some of us call it the “take”, 


Dr. Okita: It would be around 21 per cent of our 
national income. 


Senator Grosart: Twenty-one per cent compared to 36 
per cent? 


Dr. Okita: Including local tax. 


Senator Grosart: Finally I come to the inevitable ques- 
tion, Mr. Chairman. How and when will you revalue the 
yen? 


Dr. Okita: Oh, this is a somewhat touchy question. 
Senator Grosari: Everybody wants to know. 


Dr. Okita: A week ago I was passing through Europe 
when the German mark was floating. I did not know how 
much to pay in a Swiss hotel. We are accumulating 
foreign exchange reserves. A week or so ago we passed 
the level of US $6 billion foreign exchange reserves, 
which compares with the foreign exchange reserves of 
Germany amounting to nearly US$15 billion. US$6 billion 
is still too low. Canada has around US$4.7 billion, I think. 
Our GNP is about 20 per cent larger than that of West 
Germany. The government will still develop the present 
foreign exchange reserve. 


Another consideration is that we have been somewhat 
under pressure to liberalize commodity and capital trans- 
actions, and the government is pressing forward towards 
that policy. However, there is very strong domestic 
resistance, especially respecting agricultural commodities; 
the farmers do not want liberalization, they want protec- 
tion. Some other industries take the same view. In order 
to weaken resistance against liberalization, the increase 
in foreign exchange reserves gives the government some- 
thing to use to persuade protectionists in Japan to agree 
to a general liberalization policy. The idea is to use the 
accumulating foreign exchange reserve to persuade 
politicians, industrialists and agriculturalists to become 
more liberal, to accept more readily foreign products and 
foreign capital. 


The Chairman: How would they use these reserves to 
liberalize? 


Dr. Okita: For example, if we accumulate a surplus in 
our foreign exchange transactions. So far the Ministry of 
Agriculture and Forestries has insisted that we cannot 
liberalize imports of agricultural products, that we would 
have a balance of payments crisis, and to avoid such 
foreign exchange deficit we should maintain a domestic 


_ agricultural production as much as possible, even if the 


prices are higher than imports. We now have a surplus in 


the foreign exchange account, so this argument is no 
_ longer valid, and we can exert more pressure on protec- 
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As well as trying to liberalize, including imports, the 
government is also trying to step up overseas investment 
and foreign aid to developing countries, but in spite of 
those combined efforts, if we continue to see the accumu- 
lation of foreign exchange we may have to face a pro- 
gram of liberalization, although I cannot say when. 


For example, the total flow of resources to the other 
developed world increased by 40 per cent last year—at 
least 0.93 per cent of the GNP and one per cent of GNP 
is the international commitment. We are rapidly 
approaching that level. We also expect a very sharp 
increase of private investment going out from J apan. In 
the 1960s we were mostly an importing country and in 
the 1970s Japan is probably going to be one of the major 
exporting countries. The outstanding foreign private 
investment at the end of March last year was about $2.6 
million. In the course of one year, the estimate is $1 
billion additional of foreign private investment. There 
are estimates that by the end of the decade the total 
private investment from Japan may reach around US$20 
to US$30 billion. 


Senaitcr Grosart; Your invisible or non-commodity 
trade deficit would be very low by international 
standards. 


Dr. Okita: That may be partly because of shipping. 


Senator Grosart: And because of your local level of 
foreign investment? 


Dr. Okita: Yes, that is on Table 7. 


Dr. Gillies: Do you apply the anti-trust laws or anti- 
monopoly laws equally to the export industry? 


Dr. Okita: If I remember correctly, there is some 
exemptions clause for export in the industry. 


Senator Inman: Dr. Okita, in regard to inflation, your 
consumer price index has risen by 7 per cent annually 
for the past three years, which, while a most serious 
economic and political problem for the Government, is 
not unreasonable in the face of the kind of economic 
expansion that has been achieved. How high do you 
consider the consumer price index could rise before 
becoming a very serious problem? This may be rather 
loaded. What action do you think your Government may 
take to control the consumer price index, should that 
happen? 


Dr. Okita: In fact, there is a seven per cent rise in 
consumer index. It is a rather serious political problem. 
Economically we may afford to get along with that much. 
Politically it is a rather serious problem. We had local 
elections for governors of Tokyo and Osaka and the 
opposing party, the Socialist Party, won the elections. We 
have had an opposition governor for the last four years 
and this candidate now goes up for a second term. It is 
the first time in Osaka that we have a governor from the 
opposition party. 

The consumers in the large cities are very sensitive to 
price rise which is combined with a housing shortage and 
urban problems. There is an increasing discontent in the 
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big cities. In the local cities and rural areas the conserva- 
tives are still very strong. Therefore, I feel the price rise 
is affecting politically some of the people in the big cities. 


The Government is rather serious in preventing price 
rise. The Government set up a price policy advisory 
council several years back and this council has been 
producing recommendations for various aspects of price 
stabilizing policies. One of our difficult questions is the 
distribution network, which is very outmoded and there 
are various sorts of vested interests in this sector. There 
are commodities such as vegetables, fruits and meats 
which are rising very sharply. That is my observation. 


Senator Inman: This is a question, of course, which I 
must ask. What is the difference between wages paid to 
women workers and those to men? 


Dr. Okita: The differences are very much reduced, 
especially for young men and young female workers. 
Many women leave their employment when they get 
married. In regard to the average wage of male and 
female workers, the female worker is paid much lower, 
partly because of the wage structure of workers, but for 
the age of, say, 20 years the difference is not very much. 


Senator Inman: I have a supplementary to Dr. 
McGrand’s question. I was very interested in your labour 
management. I wonder to what extent, generally, is the 
involvement of labour with management? 


Dr. Okita: There have been several articles on this 
written by foreigners. Many foreign observers of Japa- 
nese economy and society are of the opinion that labour 
management relations are rather unique compared with 
Western society. It was probably the social traditional 
background which affected the industrial relations in 
Japan. Generally, this uniqueness is diminishing as the 
people become more urbanized. Their paternalistic 
employment relations are gradually weakening, but still 
we are somewhat maintaining traditional aspects. Dr. 
Okun is predicting a relatively high rate of economic 
growth for Japan as compared with other Western indus~ 
trialized countries. He says that the Japanese society is 
still preserving work-oriented mentality over achieve- 
ment-oriented mentality as compared with other Western 
society. I agree with the point that we may gradually 
reduce this advantage in the course of ten or fifteen 
years when the younger generation gradually comes 
along. So far, maintaining the labour-management rela- 
tions is one of those cases. 


Senator Grosart: Are you undertaking some experi- 
ments in “guaranteed lifetime employment?” 


Dr. Okita: Experiments? 


Senator Grosart: Yes. I was reading an article recently 
that indicated that Japan, either in the private sector or 
in government, was encouraging guaranteed lifetime 
employment. 


Dr. Okita: In fact, this is not quite legally a guarantee 
of employment, but the practice of many enterprises is 
that they recruit the workers and their employees from 
among the fresh new graduates from the various levels 


of schooling, and many of them stay with that company 
until retirement. This has been our practice. Especially in 
the case of the white collar people, they are recruited 
from among the university graduates, and many of them 
stay with the same company until they retire. Sometimes, 
even after retirement, the company may arrange for 
some other positions in affiliated companies. 


For workers, there is growing mobility. So far, because 
in industry every enterprise could grow rather fast, there 
was not much need for dismissing employees. They could 
just move the workers from one place to another. In the 
future, we may have more problems in that respect. 


Senator McLean: My question is on the same line as 
that of Senator Grosart. The first part of his question 
was in relation to labour, and this could be considered a 
supplementary. I notice in your agricultural field that you 
are using one-third less labour than you did in 1960. Does 
this mean that that sector is highly mechanized now and 
you are producing just as much or more, or are you 
using the labour in some other area and lessening your 
production in agriculture? 


Dr. Okita: Our agriculture has been somewhat over- 
populated, compared with the arable land area. The aver- 
age cultivated area per farm household is about two 
acres. Even including the somewhat different conditions 
in the area of Hokkaido, the average of the whole coun- 
try is about 2.5 acres per agricultural farm household. I 
guess that Canada has a much larger average area of 
cultivation. So we are traditionally having very labour- 
intensive agriculture and the mechanization process was 
relatively slow. 


Only in the last four or five years have we seen very 
rapid process in the production of mechanized farming. 
Because of the size of the farms we have difficulty in 
introducing large farm machinery. Also, one solution is 
that members of a farm household are depending more 
upon local agricultural living. That is partly because of 
the size of the country. Now many industries, electronics 
and others, are moving into rural districts. The compa- 
nies are breaking up the size of the factories to, say, 100 
or 200 employees, and they are related to the mother 
factory. Those factories moving into rural areas can 
make use of surplus under-utilized labour. Because of the 


size of farms and the increasing use of machinery, the 


partially surplus labour for individuals is existing there. 
Industries are trying to take advantage of partially sur- 
plus labour for manufacturing. So our agriculturalists are 
more and more depending on non-agricultural sources of 
living income. 


Senator McLean: Production is 


agriculture? 


still going up in 


Dr. Okita: It is still going up, at the rate of 3 per cent, 
or so. We are gradually moving away from staple pro- 
duction. Recently, in the last two years the Government 
has introduced discouragement of rice production. There 
is an incentive to reduce rice production. Subsidies are 
given to those farmers who have stopped growing rice 
and switched to other crops such as vegetables and other 
agricultural products. 
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Senator Manning: Dr. Okita, does the Government of 
Japan employ arbitrary wage and price controls in any 
areas? 


Dr. Okita: Yes, this is another topic. That is an 
incomes policy, in the broader sense. Generally, we do 
not consider we have reached such a critical stage of 
necessitating direct control over wages. As I have men- 
tioned, productivity is rising rather rapidly and offsetting 
the effect of wages rises. On the other hand, there is 
growing concern about the accelerated rate of increase in 
wages. Last year there was an increase of 17.4 per cent. 
There are many talks about the eventual necessity of 
introducing an incomes policy. 


The labour unions are rather opposed to the idea, 
especially the left wing labour union. We have two major 
labour unions—one is Domei and the other is Sohyo. The 
Sohyo is more radical. They are very much opposed to 
any idea of incomes control policy. They say this is to 
control, to depress wage values. 


So long as wages and prices keep pace with the pro- 
ductivity rise, personally I do not think there is a serious 
necessity to have an incomes policy or control over wages 
as such. We may eventually reach a stage of some sort of 
control, but it will take some years. At least for the time 
being we do not think there is any need of controlling 
wages. 


Senator McLean: In regard to both wage and price 
controls, are they considered by the Government of 
Japan as an effective means of controlling inflation, if 
this trend goes on that you have already spoken of? 


Dr. Okita: This is somewhat unnecessary in the educa- 
tive sense. Responsibility for public education to bring 
about better understanding of possible repercussions of 
Wage drives on the future course of the economy falls 
upon management and unions. So far the government has 
repeatedly announced that it does not intend to introduce 
wage controls. There will be incomes policy in a some- 
what broader sense. It has undertaken to make the public 
more aware of the inter-relationship between wages and 
the market or economic situation. 


Senator Manning: You spoke earlier of the heavy 
involvement of Japanese banks in financing industry. Is 
there much actual government money invested in indus- 
try in Japan, apart from that invested by banks? 


Dr. Okita: Government investment has not been very 
substantial in the private sector. We have, for example, 
the Japan Development Bank, which is 100 per cent 
government financed. Sometimes their lending is coupled 
with private lending and gives some orientation to the 


field of priority investment. Otherwise, direct govern- 


ment investment in private industry is not very sub- 
stantial. 

We feel that in the decade of the seventies we should 
follow a more positive policy in increasing expenditure 


and investment in order to improve the environment in 
cities and step up construction of houses. In the past we 


have rather concentrated on expanding direct production 
facilities, such as factories and power stations. The gen- 


eral economic climate now is increasingly leaning to 
improving our environment and living conditions and 
spending more resources for such purposes. I personally 
feel that we have reached the level at which we can 
afford to do this. 


Senator Manning: You referred to management-labour 
relations in this regard. Is any concerted effort made to 
encourage employees to attain an equity position in the 
industries with which they are associated? You men- 
tioned profit-sharing; is there an endeavour to actually 
have them attain equity as individual employees? 


Dr. Okiia: This is done in some companies. I should 
say, however, that it is not a very widespread practice. 
Some companies encourage their employees to deposit 
personal savings in the company, which will reduce their 
dependency on bank borrowing. Usually the company 
gives a higher interest than the bank’s rate for deposits of 
their employees. However, the government considers this 
to be a somewhat dangerous practice. Should the compa- 
ny face financial difficulties, the deposits of their 
employees may also be affected. 


Senator Manning: Those deposits would not represent 
an equity position in the company? 


Dr. Okita: No, they would not. 


The Chairman: Dr. Okita, having, as you do, a consum- 
er price index which is rising at a rate of 5, 6 or 7 per 
cent per year, and the bulk of the savings of Japanese 
deposited in banks, I expect at fixed rates of return, why 
have you not had a psychology amongst Japanese savers 
that would cause them to go into equity investments in 
order to protect their savings against erosion? 


Dr. Okita: The public has had experience in buying 
securities, but they also have experienced the sharp drop 
in stock prices. The laymen, who are inexperienced 
investors, tend to lose rather than gain from the fluctua- 
tions in stock prices. The social tendency to deposit sur- 
plus savings in bank accounts is very strong. This, cou- 
pled with uncertainties with respect to stock prices, 
encourages a very strong tendency to save. 


The Chairman: So you think it is a social tendency 
rather than a means of self-protection? 


Dr. Okita: So far this has been very strong tendency. 


The Chairman: Are the banks by virtue of this in the 
classic position of borrowing short and lending long? You 
Say that 80 per cent of the funds required by business is 
supplied by bank borrowing; does that not put the banks 
in that position? 


Dr. Okita: The total of 80 per cent is not necessarily 
borrowing. There is some 10 per cent in the form of 
debentures and funds. In any event, a large proportion do 
borrow from banks. They are borrowing short and lend- 
ing long? 


The Chairman: You said earlier that part of the credit 
extended by banks was both medium and long term and 
also that if the banks support industry to that extent, 
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even short term borrowings become long term borrow- 
ings, because to pull them out would tumble the whole 
structure. 


Dr. Okita: A very large proportion of the deposits are 
in the form of time deposits for six months or one year. I 
do not know whether you would consider that to be short 
or long term. 


The Chairman: I would say that in relative terms that 
is still short. If you refer to 10 or 20 year money, you 
would have to support these industries to the extent of at 
least 10 years. 


Dr, Okita: They repeat lending, renewing their loans. 
There are not many 10-year loans from the commercial 
banks, but they continue renewal of credit. 


The Chairman: That must put the banks in tremendous 
control of Japanese industry. 


Dr. Okita: Yes, the banks are in a rather strong posi- 
tion in controlling industry. 


The Chairman: Do you think that that is a good thing? 


Dr. Okita: In the long run we do not think so basically. 
However, when we go through the period of very rapid 
expansion and arrive at the point of gradually decelerat- 
ing our rate of growth, companies will begin to accumu- 
late internal resources and the necessity to borrow from 
outside will gradually be reduced. Therefore my predic- 
tion is that when the Japanese rate of economic growth 
starts declining there will be less dependence on the part 
of industry on bank borrowing. So long as we maintain a 
rather rapid rate of expansion, industries may have to 
continue to depend upon borrowing. 

Government policy is gradually tending to encourage 
direct investment from individual savers, direct transfers 
from individual savers to industries, rather than through 
the bank. There is a well established practice. Although 
this direct investment portion is gradually increasing, 
there is still a substantial part coming from the banks. 


The Chairman: If there were a slow-down in the rate 
of expansion, or even a slow-down in the Japanese 
economy, with the amount of liquidity in fixed obliga- 
tions could not there be a disastrous result? 


Dr. Okita: Yes, this is a problem of confidence. Some- 
times the government feels obliged to take measures in 
case there is a crisis. Industries are still confident about 
future expansion. Personally, I do not think the present 
rate of expansion will continue for a very long period in 
to the future. Many of us feel that the present rate of 
expansion is probably the maximum, and that there will 
be a gradual slowing down in the tempo, in the rate of 
expansion in the future. Sometimes the banks give dis- 
cretionary treatment to their borrowers by putting off 
interest payments for a certain period. Sometimes the 
bank will send some of their staff into the management 
of the borrower enterprise when there is some financial 
difficulty. In general, compared with other industrialized 
countries, especially compared with North American 


practices, our banks have rather strong links with 


industries. 


Dr. Gillies: I should like to turn to a different subject. 
One of the engines in the growth of Japan has been the 
great amount of capital formation and reinvestment in 
capital. What is the rate of depreciation allowed for tax 
purposes on plant and equipment, roughly? 


Dr. Okita: The rate of depreciation is not very differ- 
ent from other countries. Depreciation is worked out on 
the basis of each piece of equipment, whether buildings 
or machinery. There is provision for some accelerated 
amortization for certain branches of industry, to stimu- 
late the modernization of equipment. There are three or 
four dozen legislative provisions to allow for accelerated 
amortization. 


Dr. Gillies: Would it be as much as, say, 40 per cent a 
year in certain industries? 


Dr. Okita: This acceleration? 
Dr. Gillies: Yes. 


Dr. Okita: I do not remember exactly. I have a book at 
my hotel, to which I can refer if necessary and let you 
know. 


Dr. Gillies: Thank you. 


The Chairman: One last question from me, Dr. Okita. 
How much has long term planning had to do with the 
Japanese success? 


Dr. Okita: I was directly in charge of this long-term 
planning in the government for many years, so I must 
not claim too much for the merits of planning in our 
economy. On many occasions the actual growth overtook 
the planners’ estimates. We do have five-year plans, 
which are indicative plans, shifting ahead every two or 
three years. In the process of preparing overall economic 
and social development plans we invite people from pri- 
vate business, private industries, the banking community, 
labour unions and university professors to participate. 
We consider this is a good opportunity to achieve a more 
co-operative climate for dealing with economic policy 
matters. 


Although the planning agency is a relatively weak 
organization, the finance ministry and the ministry of 
international trade and industry are powerful industries. 
The planning agency can provide a forum or a meeting 
ground of various different interests representing the 
ministeries, the private sector and labour unions. 


There is also a fairly large staff in the government who 
make current analyses and studies of policy alternatives. 
The government planning agencies produce regular 
annual economic surveys and monthly economic surveys, 
which are discussed at cabinet meetings. On the whole 
there are rather expanded activities for economic ana- 
lyses within the government, and to a certain extent 
outside the government as well. The overall co-ordination 
is provided by the planning agency, especially in the 
process of formulating medium term plans, inviting not 
only people from other ministries, but also industrialists, 
bankers and labour union people in the formulation pro- 
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cess. I think this is one of the measures for bringing 
about policy co-ordination, or planning the policies. 


The Chairman: And stabilization? 
Dr. Okita: Stabilization is more the short-term aspect. 


The Chairman: Does long-term planning contribute to 
short-term stabilization? 


Dr. Okita: Yes, because the medium term plan indi- 
cates some preferable and desirable policy measures to 
reduce cyclical effects. Monetary fiscal policies may not 
always follow the lines indicated by the plan, but often it 
is a means of bringing about the kind of consensus over 
the policies to be followed. The planning agency provides 
a current analysis, which gives some guidance for the 
necessary policy measures on a short term basis as well. 


The Chairman: Does the Government pay close atten- 
tion to the recommendations of your planning agency? In 
other words, is the rapport with the Government good? 


Dr. Okita: I should say yes and no. Compared with the 
earlier stage of planning in this area there is growing 
interest and concern with overall planning. The minis- 
tries have a somewhat increasing interest in the process 
of planning. We have a strong Minister of Finance and 
Budget Bureau. They have some independent power for 
decision-making in regard to overall plans. Sometimes 
they can disregard the overall plans. The relationship 
between the annual budget formulation and formulation 
of a medium term overall plan is getting much closer in 
recent years. 


The Chairman; Honourable senators, if there are no 
further questions I would like, on your behalf, to thank 
Dr. Okita. I can imagine, although he is extremely articu- 
late in English, how difficult it must be to deal with this 
complicated subject in another language. I think we can 
thank Dr. Okita for being extremely clear and very open 
about some of the problems he faces in Japan. He has 
made a very worthwhile contribution. 


Thank you, Dr. Okita. 


The committee adjourned until 4.00 p.m. 


—Upon resuming at 4 p.m. 


The Chairman: Honourable senators, we resume the 
hearings. We are honoured this afternoon to have as our 
witness Dr. Anthony Scott, who received his M.A. from 
_ Harvard University and his doctorate from the London 
School of Economics. He has had a very distinguished 
Career in economics. He has been on the staff of the 
Royal Commission on Canada’s Economic Prospects. He 
was the Lilly Faculty Fellow at the University of 
Chicago. 

He is the author of a number of economic treatises, 
including The Economics of Conservation, the Manual of 
Benefit-Cost Anlaysis, The Common Wealth in Ocean 
Fisheries, the Canadian edition of Dr. Samuelson’s Eco- 
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nomics, and, of course, numerous other papers and docu- 
ments on this subject. 


Dr. Scott is presently Professor of Economics at the 
University of British Columbia and is one of Canada’s 
leading economists. 


Dr. Scott, it is our mode of operation to ask you to 
make an opening statement on your brief, and following 
that to open yourself to questions from honourable 
senators. 


Dr. Anihony Dalton Scott, Department of Economics, 
University of British Columbia: Thank you, Mr. 
Chairman. 


Honourable senators, I should say at the beginning that 
the joint author, with myself, of the brief which is in 
your hands is my colleague at the University of British 
Columbia, Professor Ronald Shearer, a specialist in 
monetary affairs and banking, and, like myself, a text- 
book writer. He sends his apologies that he cannot be 
here today. I wish to acknowledge his help in preparing 
the remarks that I want to make to you. 

Professor Shearer and I, on receiving the invitation 
from the Senate committee to appear before you, felt 
that it was clear that the central issue in Canada today is 
the appropriateness of relying almost exclusively on 
monetary and fiscal policy instruments applied centrally. 
There are two baffling questions with which we are all 
concerned, stemming from this issue. First, are these two 
policy instruments sufficient to deal with both uenmploy- 
ment and inflation? Secondly, whatever the answer to 
that first question about their adequacy is, should we, for 
regional reasons, use additional regionally selective 
policy instruments? 


Our conclusions, as set forth in our brief, can be sum- 
marized as follows. Not only these two instruments, that 
is, fiscal and monetary policy, but even the three—that 
is, fiscal, monetary and exchange rate policies—are all, 
either separately or in combination, inadequate to deal 
with both unemployment and inflation. So that we do 
need another policy instrument such as an incomes 
policy, of which your committee has heard. But, as you 
have also heard, we believe that no such needed instru~ 
ment is yet known or available. 


Another conclusion to which we come is that regionally 
selective monetary and fiscal policy is not to be recom- 
mended, but, if the public or if the government feels that 
regionally selective or discriminating policies are impera- 
tive for humanitarian or political reasons, these selective 
regional policies should be fiscal rather than monetary in 
their nature. 

Mr. Chairman, to back these conclusions up, Mr. 
Shearer and I both being textbook authors, I should like 
to go back to the textbook for just a minute and remind 
senators, as they have doubtless heard from other wit- 
nesses, about the theory of what is unfortunately called 
aggregate demand or aggregate spending. The greater the 
aggregate demand or aggregate spending in our country, 
the greater is the level of employment and the greater is 
the pressure for prices to rise, especially when we are 
close to full employment. Both policies that I have men- 
tioned earlier, fiscal policy and monetary policy, through 
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manipulation of government spending, levels of taxation, 
the open market, operations of the Bank of Canada or by 
other monetary means, can effectively and with a lag, to 
be mentioned in a few minutes, influence aggregate 
demand in the third direction. 


This is something we have known for a long time. It is 
something that J. M. Keynes perhaps first told us, and it 
is part of the policy of all parties to recognize this 
possibility. But since the days of the Carter Royal Com- 
mission on Taxation and the earlier Porter Royal Com- 
mission on Monetary Policy, on Banking and Finance, 
studies have shown decisively that both monetary and 
fiscal policies work on aggregate demand but they work 
with a lag—that is, a period of months, sometimes 
lengthening into a year or more, which has the further 
disadvantage that the length of the lag, as we technically 
call it, is a variable, is unpredictable and, let us be honest 
about it, is unknown. 


That is bad enough, but at least we know the direction 
in which monetary and fiscal policy will work. These two 
commissions, as well as subsequent research, have shown 
furthermore that the effect of these policies on prices and 
wages is lagged even further, so that we have one lag 
between monetary and fiscal policy and aggregate 
demand, and then we have a further lag between the 
change in aggregate demand and wages and prices. 

The result is that with respect to the time path of 
wages and prices we are almost justified in saying that 
that path has a life of its own. It is independent, or 
nearly independent, of the events which accompany it in 
time. That path of prices and wages is a delayed reaction, 
a mysteriously complex reaction to policies and private 
and international actions which have gone on in previous 
quarters and, indeed, in previous years. 

A further complication stems from the fact that 
Canada, being an open economy, has a balance of pay- 
ments problem or an exchange rate problem which may 
itself become an objective of government monetary and 
fiscal policy. The flexible exchange rate which we had 
before the early 1960s and which we now have, has cut 
us loose from the responsibility of using our monetary 
and fiscal policy to achieve some sort of external result. 
Now we can allow the exchange rate not only to detach 
our prices from the movements of outside prices but also, 
if it be our wish, and if we give a high priority to it, to 
permit our prices to work in the opposite direction from 
outside prices. That would be an extreme objective, but 
that would be possible technically. For example, we 
could achieve that result, should we wish to, by using 
monetary policy in such a way that the yield on securi- 
ties and investments in Canada was increased so as to 
attract fluid capital from abroad, thus bidding up the 
price of the Canadian dollar in world markets vis-a-vis 
other currencies. 


Every time our dollar goes up in world markets we 
have neutralized the effect of world prices by one notch 
on our own domestic prices. So that to take a limiting 
case, which neither Mr. Shearer nor I recommend, a 
continual rise in the external value of the Canadian 
dollar can be used to neutralize continual inflation 
abroad so as to have no effect on Canadian prices via our 
imports or via our exports. 
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Now, even if we should single-mindedly, however, 
pursue such an objective, we would still have one of the 
central dilemmas of Canadian policy with us, and that is 
that much of our inflation is not imported but, as I 
suggested a few minutes ago, has a domestic life of its 
own stemming from past events and sustained by con- 
tinuing expectations in government, in business and in 
trade unions. Any amount of neutralizing foreign prices 
cannot deal with this domestic self-propelled price 
increase. 


The Chairman: In other words, what you are saying is 
that, if you have a purely domestic inflation, variation in 
the exchange rate is not adequate to deal with it. 


Dr. Scott: That is right. You can think of our annual 
price increase as being made up of two components: the 
injection of price increases through imports and exports, 
plus a self-propelled internal inflation. We can neutralize, 
by the exchange rate mechanism I outlined, the foreign 
component, but that still will not solve our self-propelled 
domestic price increases. 

I think, Mr. Chairman, at this particular stage I can 
save your time by reading directly and then come back 
to my informal remarks. I refer now to page 5 of my 
brief. 

We conclude from this analysis that government 
manipulation of aggregate demand through monetary and 
fiscal measures, even with a flexible exchange rate, is not 
sufficient to guarantee full employment without inflation. 
If we are to bring the price level under control in the 
region of full employment, we must have another domes- 
tie policy instrument—an instrument directed explicitly 
at the domestic price formation process. That is precisely 
the purpose of an incomes policy. If it is to work, such a 
policy must prevent the development of the inflationary 
expectations which contribute so much to the apparent 
short-run independent momentum of the domestic pYice 
level. 

Unfortunately, as you have heard from many wit- 
nesses, in the forms in which they have been implement- 
ed, incomes policies have not been notably successful in 
bringing the price level under control. Various new forms 
of policies have been proposed, ranging from direct con- 
trols over prices and wages to complicated taxation 


- schemes. We cannot be sanguine about any of these 


measures. Direct controls create a severe risk of long 
term distortions and impaired efficiency in the economy, 
and taxation schemes create imponderable, to put it 
mildly, administrative problems. 

Such schemes should never be implemented lightly. 
The failure of a policy measure of this type seriously 
erodes the credibility of government and hence impairs 
its ability to implement any broad range of other policy 
measures. 

We then go on to say, as I have said earlier, that we 
cannot suggest to you an alternative to the kinds of 
incomes policies which have already been suggested to 
you, but we would like to distinguish, for what lias 
worth, the absence of such a policy to which we can now 
turn from the need for such a policy. We cannot say that 
this instrument or that, or this kind of thing that is being 
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done in the United States or Japan or the United King- 
dom, is exactly what we should do. Nevertheless any 
amount of technical inspection of the monetary and fiscal 
situation in Canada indicates that we have not enough 
measures, enough tools in our armory to deal with the 
number of problems with which we are trying to cope, 
and one more policy instrument is needed, something like 
an incomes and wages policy. 


Mr. Chairman, I turn now to the question of regional 
policy. Professor Shearer and I insist, as does the Eco- 
nomic Council of Canada, that it is important to distin- 
guish between the long-run problems of the various 
regions of this country, such as the Atlantic provinces, 
the Prairie provinces or British Columbia, which are 
often called structural problems, from what in our brief 
we have called cyclic or short-run or stabilization prob- 
lems. It is clear that the main concern today in Canada as 
a whole is with what I usually call cyclic questions, that 
is short-run problems of unemployment and inflation, 
and in turning to regional matters we are also directing 
our attention to the regional manifestations of these 
short-run questions. We are not presenting a brief to you 
about what should be done about the poorer regions of 
Canada in the long run. 


Nevertheless it is obvious that any short-run proposals 
made to you must be consistent with, and must not work 
against or destroy, long-term measures and policies 
which are being implemented to deal with poverty or 
unemployment or slow economic growth in the poorer 
regions. The growth in the poorer regions is fragile, and 
short-run policies can occasionally be very power- 
ful. It is possible in dealing with short-run matters com- 
pletely to reverse the direction and damage, therefore, 
the impact of the long-term measures. 


While it is not our business to tell you what our 
long-run policy is or ought to be, we conceive of it as 
including assisted mobility from the poorest counties and 
regions of the various provinces to the more successful 
and growing regions of those provinces, and from those 
regions to central Canada. That is the positive part of the 
policy. A neutral part of the policy is to acquiesce in 
such migration and mobility when it takes place, as it 
does at a high rate in good times and bad. 

Other parts of the policy have to do with assisting 
investment, education, health and so forth in the various 
regions, not to mention public works as a part of the 
infrastructure of those regions. 

With that background, let me briefly turn to the short- 
run aspects of regional policy. Having both thought a 


_ great deal about the problems of the Atlantic provinces 


and British Columbia, and having examined at various 


} times the statistics of these regions, Professor Shearer 
and I are concerned— 


Senator Isnor: You are not putting British Columbia 
and the Maritimes on the same basis? 


Dr. Scott: No, sir. In fact, I think that much of what I 


am going to say will be more relevant to the Atlantic 


provinces than to British Columbia. In fact, in preparing 
these remarks a couple of days ago, Professor Shearer 


_ and I were afraid that you would be concerned that we, 


coming from British Columbia, were not more prepared 
to speak about its particular problems. In any case, we 
have focused our attention on the Atlantic provinces. 


We feel that for the short-run problems—only short 
run in economists’ jargon—which are problems of unem- 
ployment and inflation, although it is tempting to argue 
that these problems are felt most seriously in the Atlan- 
tic provinces and other slow-growing regions, neverthe- 
less the emphasis for policies should be on Canada as a 
whole, via the big levers of monetary and fiscal policy, 
and in particular to, as it were, sharpen the argument, 
the emphasis should be on Ontario and Quebec. 

We have several reasons for making this point. Firstly, 
there is the obvious point referred to on page 7 of the 
brief, that the number of unemployed in Canada is over- 
whelmingly dominated by the unemployed of Ontario 
and Quebec. So that any regional policy which might 
weaken the thrust of an overall national policy is going 
to hurt many more people than it will help. 


Firstly, we should keep our eyes on where the suffer- 
ing is greatest, and that is in Ontario and Quebec. How- 
ever, our basic concern is more fundamental. The regions 
are not isolated. The demand for their products stems 
from outside regions, largely in central Canada, so that 
policies which help central Canada are probably policies 
which in the long run will help the slow-growing regions 
as well. 


More profoundiy than that, or shall we say in a more 
novel way than that, much unemployment in outlying 
regions is an illustration of the principle of the lengthen- 
ing queue. The mobility of families and workers to high- 
income areas is greatest when employment in Canada as 
a whole is highest. When there are few jobs to be found 
in Ontario or Quebec, people stay at home in the Atlantic 
Provinces. They show up in the Atlantic Provinces in the 
statistics as unemployed. 


Moreover, recent research has shown that when jobs 
are scarce in Ontario more people tend to return to their 
home areas, for example in the Maritimes, partly because 
the administration of unemployment insurance makes it 
more rewarding for the unemployed to locate themselves 
in low-income areas than in the central provinces. We 
suspect this is also true of other social measures. The 
Ontario queue for jobs has simply lengthened back to 
Hahfax, Saint John and St. John’s. 


It follows that the surest way to raise the employment 
level in the regions is to raise the employment level in 
the nation as a whole. 


The Chairman: You talk about recent research. Can 
you direct this to the empirical data? 


Dr. Scoit: Yes, sir. I referred to mobility studies which 
are partly under the sponsorship of the Economic Council 
of Canada. I believe Dr. Ostry has already spoken before 
the committee. She is one of the directors of this. One of 
the chief authors of this research on mobility and its 
fluctuations over the business cycle is Dr. John Vander- 
kamp, now at British Columbia but who will soon be at 
Guelph. I can refer you to several studies of his on this 
score. He finds that in a given time, people are moving 
out of Halifax to central Canada and from central 
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Canada back to Halifax. So, when we hear about migra- 
tion from one region to another, we are really hearing 
about the net figure, the big flow minus the smaller flow 
back. 

What happens over the business cycle is that when 
there are many jobs to be had in Ontario the flow from 
Halifax to, say, Toronto is large and the return flow is 
relatively small. As the business cycle turns adverse in 
Toronto—not in Halifax, but in Toronto—the relative 
size of those two flows changes and the return of people 
who had previously migrated to Toronto becomes consid- 
erably larger, while the outward migration becomes 
smaller. Thus people who could not find, hold or retain 
jobs in Toronto find themselves better off if they go 
home, and they join the ranks of the unemployed in 
Halifax. It is that to which we refer as the lengthening 
queue. They are really lined up for jobs in Ontario, but 
they find the best place to line up is in Halifax. 

I am not pointing to any particular individual. I am 
speaking statistically of net averages. 


An hon. Senator: Is this true of British Columbia as 
well? 


Dr. Scott: No. It is true that earlier research by Mr. 
Gillies’ colleague, Professor Montague, now at York Uni- 
versity, and Dr. Vanderkamp found some of this going on 
in British Columbia in earlier business cycles, before 
1960 and in the 1950s. There is a net flow towards British 
Columbia which is quite heavy and which I can only 
ascribe to climate, which dominates that flow. It is true 
from the Prairie Provinces, either to British Columbia or 
to the central provinces. 


If people feel that a regional short-run policy is neces- 
sary in order to deal with the hardships that unemploy- 
ment and low income undoubtedly inflict on those who 
are suffering from it, the question then becomes not, 
“Should there be a policy?” But, “If there has to be a 
policy to help people out, then what should it be?” It is 
often suggested that monetary policy, or some variant of 
it, involving the Bank of Canada and its financial powers, 
should be used in a regionally differential or discriminat- 
ing way. 


Senator Isnor: Is that possible? 


Dr. Scoti: Our opinion is that it is not possible. We 
speak against this as something that, no matter how de- 
sirable, is not a starter; it would not work. 


The leakages of funds out of the region are much more 
fluid than the leakages of people. Even if funds are 
earmarked for special purposes in the region, they dis- 
place other funds which then move elsewhere, and it is 
almost impossible to use regional policies. 


There was some discussion of this in the report of the 
Porter Commission some time ago, which looked into 
these matters rather more thoroughly than I am able to 
do today. They came to this conclusion. Common sense 
and experience would lead us to that conclusion right 
away. 


That leaves fiscal policies. Of the various kinds of fiscal 
policies which can help to relieve regional hardship in 


the short run, we come back to the old favourite of 
economists, which is public works instead of tax reduc- 
tions, because public works are immediately job-creating; 
that is, they are job-creating just as fast as the public 
works can be organized. Our chief concern is that the 
lags may be very great. 

Other kinds of fiscal policy to do with social assistance 
are also to be encouraged in the short run if some policy 
is to be used. The trouble with social assistance, however, 
is that in its administration it tends to fix people in 
whatever they are doing or wherever they are living. In 
fact, they often become ineligible for continuation of this 
assistance, unless they stay in the position they were in 
when they first received it. So occupational mobility or 
inter-regional mobility becomes impossible. 


Mr. Chairman, to conclude these remarks and to give 
senators a chance to discuss them, let me say that with 
respect to national policies one of our main themes has 
been that even an ideal combination of monetary and 
fiscal policies is insufficient to maintain both full employ- 
ment and price level stability. Another policy instrument 
is needed. Unfortunately, incomes policies have been 
unsuccessful; but at the moment there seems to be no 
alternative on the horizon. As we look at the economy 
today, we see that inflation is imposing many hardships, 
but that we have no instrument to prevent it. We con- 
clude that while more effective instruments are being 
studied, there is a good case to be made for temporary 
measures to relieve the suffering of those who are on 
incomes fixed in dollar amounts. 

I have not touched on this in my verbal remarks this 
afternoon. This approach leaves the Government free to 
deal with the hardships arising from unemployment. We 
have also developed the theme that large-scale regional 
policies to deal with cyclical unemployment in the 
regions of Canada are not called for. The attack on 
unemployment must be primarily at the national and 
central level. However, if regional selective national poli- 
cies are to be adopted, special measures must use fiscal 
rather than monetary policy. 

Let me conclude by expressing our pleasure that this 
committee has undertaken the task of carefully evaluat- 
ing Canadian economic policy and exploring alternatives. 
This is a most valuable public service. 

Speaking, sir, as a former president of the Canadian 
Economic Association, of which Professor Reuber, who 
you are going to have before you tomorrow, is another 
former president, we and all economists hope that this 
valuable public service of public scrutiny of public poli- 
cies will continue and expand. 


The Chairman: Thank you very much, Dr. Scott. 


Senator Nichol: Dr. Scott, I am fascinated by what you 
did not say, or by the place where you stopped and quite 
honestly stopped. You said particularly on pages 5 and 6 
that you are very distrustful of the way in which fiscal 
and monetary policy could solve the dilemma of inflation 
versus unemployment, and that you are also distrustful 
of incomes policies as a solution to this dilemma. Then 
you said, as I say, quite honestly, that a new instrument 
is needed and that such an instrument is not available. 
You did the intellectually honest thing, I think, and 
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stopped there. In a way, this is where we are starting. Of 
what sort of directions are you thinking? This is specula- 
tion, I suppose, as opposed to logical economics, but what 
sort of new instruments have been proposed? What sort 
of directions are there in which people could look? I 
realize that if you had had them you would have includ- 
ed them, so it is a tricky question. 


Dr. Scoti: If you ask an economist a question he says 
he needs a colleague to help answer it. If you have two 
economists, they give you three answers and if you pin 
two of them down, or three, they say that more research 
is necessary. I am going to cut that short by turning to 
the last one right away: More research is necessary. 


You have heard economists, and you will hear more, 
discussing this subject. I mentioned to you, for example, 
the textbook answer. This may give you the impression 
that an awful lot of research has taken place on inflation, 
but that is not the case. We must consider the effect of 
various events on prices and especially the lags that arise 
in prices. Particularly important are the expectations 
that arise when a certain price increase is in position, for 
example in circumstances such as those referred to by 
Dr. Young. The amount of research on that subject in 
Canada is negligible and has mostly been carried out by 
Dr. Young’s colleagues or the two royal commissions I 
have mentioned. 


We all know the problems are there, but we are bur- 
dened with exchange rate questions, unemployment and 
various kinds of stabilization questions. If you ask an 
economist, for example, just how much does a price 
increase in vegetables from the United States imported 
into Canada in the winter time find its way into our 
general cost of living, he can give you an answer based 
upon the cost of living index. He can say that vegetables 
played such-and-such a part in the cost of living index, 
but that is all. Anyone can do that; you do not have to be 
an economist. The real touch research of following these 
things has a long way to go. Dr. Young’s group, to which 
Professor Reuber belongs, has done some research for the 
Economic Council of Canada, and they are almost the 
only people to work on this. 

I am sorry to labour that point, but when I say more 
research is necessary, I am not asking for another 
research grant so that I can go back and have the same 
idle life I have had for the last five years. We have not 
even started on this. People who have started on incomes 
policies in other countries such as Britain, Sweden and 
Holland, have started from scratch, with no research, and 
have gone by the seat of their pants and in most cases 
have not got very far. 

It does look to me as though the steam has gone out of 
the annual increases in the price level. We will be getting 
a breathing space. There will be a creeping, but not 
exponential or sweeping inflation in the next year or so. 
Let me urge senators, the Government of Canada and 
whoever else can take a role in this, not to let the 
research flag because the immediate emergency or crisis 
seems to be out of the way. This is the time to look into 
causes and effects and especially time lags and expecta- 
tions. “Expectations” is, of course, a technical reference, 
which economists utilize. 
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Senator Beaubien: Do you mean you do not think that 
wages will keep on increasing? 


Dr. Scott: I think the rate of increase, which has been 
going up 4 or 5 per cent per year in the frontier or 
leading wage bargains, will not become larger and larger, 
Which is a mercy in itself, and may conceivably become 
smaller. I refer to that as a breathing space. We must 
avoid a sort of South American crisis, where things are 
going ever faster. If we can live with that for a while 
and, as we say in our written remarks, by social assist- 
ance help those to whom this is a special hardship, the 
people who really suffer from inflation, those on fixed 
private incomes, then there will be time for research and 
investigation, and for brains-trusters and so forth to 
come up with ideas. 


I think, for example, the proposal that was put before 
this committee by Professor Bellan of Winnipeg has the 
virtue of being an enterprising idea. Looking into it, I do 
not think it has much percentage. 


Senator Beaubien: That is the system under which, if a 
man earns a little more, it is taken away from him fast. 


Senator Molson: The more you earn, the more you pay. 
Senator Beaubien: Well, you do not earn any more. 
Dr. Scotti: It is a new idea. 


The Chairman; I think I read in your brief that taxa- 
tion schemes create imponderable administrative 
problems. 


Dr. Scoit: Yes. 


The Chairman: And that is essentially Professor Bel- 
lan’s scheme. 


Dr. Scott; To make myself clear, I do not recommend 
the tax scheme he put forward, nor any that has been 
plugged by such publications as The Economist in Great 
Britain, which some of you may have seen. Any known 
tax scheme has so many hairs on it that it is not worth 
adapting for Canada. I was just saying that one thing 
about Professor Bellan is that he had an idea that had 
not been discussed in Canada before, or indeed in the 
United States very much, and let us hope some more 
people have brainwaves that can be tried out, not so 
much on the committee but in the laboratory, as it were, 
and see what they are good for. 


Senator McLean: Why do you think the unions will be 
easier to deal with in future over wage increases? 


Dr. Scott: In making their demands, I think unions are 
impelled by their own intestinal fortitude a bargaining 
which is what you are referring to. 


Senator McLean: Right. 


Dr. Scott: They are also impelled by their membership 
to awareness of the increase in the cost of living, and by 
the increases of other groups who are not necessarily 
unionized. In British Columbia the International Wood- 
workers Association sometimes mentions the salaries. of 
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academics as one reason why woodworkers’ wages should 
go up. It is not always the unionized sector on which 
expectations are based. As what union members perceive 
tapers off a little, especially in the cost of living, their 
demands on their own leaders to shoot, not for four, five 
or six per cent, but for eight, nine or ten per cent are 
abated, and the union leaders are empowered to use some 
of their own judgment. 


Senator McLean: The unions really set the pace, or 
have been setting the pace across Canada. If your theory 
is right, we probably could be on, as you say, plateau for 
a while. 


Dr. Scott: Whether they have been setting the pace or 
not is one question. The statement I made was that the 
union leaders have been impelled from behind at a very 
rapid rate by their own membership, who have been 
seeing the grocery bills going up at a terrific rate. This is 
what they are not going to be impelled by so much. 
Whether the absence of this push from behind by their 
anxious membership and their members’ wives will abate 
their demands is a matter of opinion. My own opinion is 
that it will. 


Senator Nichol: I would like to come back again to, 
and go a little further, if I may, into the question of, the 
new needed instrument. I gather from what you say—I 
am not attempting to paraphrase, but I am trying to 
understand—that the new needed instrument may in fact 
be a more, I was going to say, sophisticated use of 
existing instruments, particularly on the question of lags, 
and the effect of fiscal and monetary policies in the 
economy. If we really do not know the effects of fiscal 
and monetary policy, not only what they will be but how 
long and how deep they will be and the implications of 
them, the pursuit of this in itself would turn out to be 
perhaps an extremely valuable instrument. To use a spe- 
cific example, do we know the effect of, say, a change in 
interest rates, a dramatic shift from 5 per cent to 8 per 
cent or from 8 per cent to 11 per cent in bank money? 
Do we really know the effect this has on the economy 
and on specific segments of the economy, and therefore 
on employment, and so on and so forth? Do we know 
that, or does someone know that; or do we not know it? 


Dr. Scott: We know a little about its effect at the first 
stage; that is, the effect on business spending, aggregate 
demand, business borrowing, installation of new capital 
goods, raising of inventories and so forth. It is what we 
do not know from thereon that is particularly bewilder- 
ing, where we need a lot of help. If a rise in the interest 
rate from, say, 7 per cent to 11 per cent has certain 
effects, say, on the housing market and businesses, what 
goes on after the businessmen have made their decision 
to invest, with respect to employment and prices and the 
wages people involved are going to demand, is something 
we do not know nearly enough about. We just have not 
any idea of the orders of magnitude or of the time lags 
involved. 


Senator Nichol: As our tax structures change, the 
effects of all these things are quite different, are they 
not? 


Dr. Scott: That is very true. You may feel that if you 
know what happens when the interest rate moves from 5 
to 6 per cent, then you know what happens when it 
moves from 10 to 11 per cent. If you do not feel that, I 
am pleased that you do not, because it is quite clear that 
whatever it is I am talking about, is curved; that is, what 
happens between 5 and 6 per cemt is almost in a differ- 
ent world from what happens between 10 and 11 per 
cent. All research has been able to tell us is what hap- 
pened in past experiences in the 1950s, with various 
kinds of monetary policy, with the interest rate being 
jacked up or down. There are only two or three of those 
experiences; that is, there are only two or three of those 
episodes, which is a better word. Therefore, that is all we 
know about that. Modern statistical techniques—on 
which I am not personally a master—can generalize a 
little from those few episodes, but we have a long way to 
go. 

Mr. Chairman, may I just deal with the introduction to 
the question that you just asked me, when you referred 
to the need for an independent policy analogous to an 
incomes policy? 

Incomes policy and monetary policy are certainly dif- 
ferent. We know that they work in the same direction, 
and we know fiscal policy, for example, very often works 
partly through the fact that it is changing the money 
supply at the same time. These two policies are not, 
therefore, really independent of each other. Tinbergen, a 
great economist who won the Nobel Prize about four 
years ago, enunciated one great truth, which is like the 
other truth that there is no such thing as a free lunch. 
His truth was that if you have two or three objectives, 
you need two or three independent policies to deal with 
them. We really have only one policy—fiscal and mone- 
tary policy, which almost work together; they are not 
independent of each other. We therefore have two objec- 
tives, to control the price level and to control unemploy- 
ment. We need another independent policy instrument. 
Incomes policy is such a one, but it does not work. 


The Chairman: When you say they work together, you 
are not necessarily talking about working in the same 
direction. On page 5, you envisage an expansionary fiscal 
policy and a restrictive monetary policy. 


Dr. Scott; Yes, the levers can be pulled in different 
directions. 


Senator Carter: I was interested in what Dr. Scott was 
saying about the flow of workers from one area to anoth- 
er. I found it a little hard to accept that. If I understood 
you correctly, you said it was based on some studies. 
Were you talking about transients, about people with 
families? Surely, people with families do not move their 
families back and forth like this? 


Dr. Scott: Yes, sir, they do. A recent study by Cour- 
chene at the University of Western Ontario has gone into 
that a little. More important than Courchene’s research is 
the source of almost all we know about mobility in 
Canada, between census years. We have landmarks in the 
census years, but in between we lack data, except from 
one source. That source is the give-away. The way we 
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learn about interprovincial migration is from family 
allowance data. So it is families that move, because that 
is how we learn about mobility. It is not from the nation- 
al canvassers of manpower, following workers from 
place to place; it is from the family allowance people 
who, of course, are rapidly informed by family allowance 
recipients when they have moved, so we are able to keep 
quite a close tag on mobility. 

Professor Vanderkamp, whom I mentioned earlier in 
my remarks, has made outstanding use of this data in 
order to find these flows. So, in answer to your question, 
senator: Yes, the backwards movement with families is 
apparently in about the same proportion as the outward 
movement with families. 


Senator Carter: In talking about the lag, the trouble 
with the fiscal and monetary policy is the terrific lag. Is 
this lag related to geography? Is it greater in Canada 
because of our greater size, or would that be true in 
Canada if it were a more compact country? 


Dr. Scott: Senator Nichol mentioned honesty. I cannot 
understand that question. I do not think anyone knows 
whether the lag that ensues between an increase in Gov- 
ernment spending, shall we say, and the subsequent 
employment or subsequent increase in wages—whatever 
lag it is we are talking about—is longer or shorter in one 
part of the country or another, or in Canada or the 
United States. 


There are a few measurements to that last point, of 
course, but I do not think that they are significantly 
different. To the extent that they are known about, there 
are lags that occur with something called the Phillips 
curve, of which you may have been informed by other 
witnesses. Professor Reuber, who will be appearing 
before you tomorrow, can inform you especially about 
the differences between Canadian and American time 
lags. 


Senator Carter: Our problem in the Maritimes is that 
no one gets excited and everyone is quite happy as long 
as the average runs round about 3 or 4 per cent unem- 
ployment, but by that time Ontario has got down to 2 per 
cent and in the Maritimes it is up around 8 to 10 per 
cent. By the time you get to do something about the 2 
per cent in Ontario we are just beginning to recover, and 
then we are retarded again because the policy you apply 
to Ontario affects us too. We have a totally different 
problem. We have deflation when Ontario has runaway 
inflation. 


Dr. Scott: It is true that the unemployment in the 
Atlantic Provinces began to increase in the middle ’60s, 
well before it began to increase in the central provinces; 
and to that extent I agree completely with your observa- 
tion. On the other hand, it has to be pointed out—some- 
thing of which we have not made very much in our 
paper—that the percentage rate of increase in unemploy- 
ment in the central provinces in late 1968 and especially 
1969 and 1970 is two or three times greater than in the 
Atlantic Provinces. That is partly, as you say, because 
unemployment was already high in the Atlantic Prov- 
inces. I concede you that, but there are obviously more 
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reasons than that. I have already given you my explana- 
tion that it has not to do only with the unemployment 
but also with the size of the labour force itself, and the 
labour force has gone on rising in the Maritime provinces 
when at least there would have been one escape for that 
unemployed labour in good times in Ontario, and that 
was by outward migration. 


The Chairman: I have a supplementary on that. At the 
top of page 7 you take the view that: 


...in the long-run it is desirable for manpower and 
young families to move from poorer to wealthier 
regions of the country. It would be unfortunate if 
short-term stabilization policies impeded such longer- 
term adjustments. 


Then you talk later of the lengthening queue principle, 
in which you state you can employ people probably by 
moving them to the central regions, and that if demand 
falls off in the central regions then they will move out to 
the relatively poorer regions. But by following your 
policy, are you not going to effectively destroy this coun- 
try? Because if you followed the policy to any reasona- 
ble conclusion you would concentrate everybody, to start 
with, in Ontario, Quebec and British Columbia. 


Dr. Scott: I understand your point. I have not the 
numbers before me, but I can assure you that full 
implementation of the policy I have mentioned would not 
lead to that unhappy result, that is, the depeopling of 
certain regions down to zero. Far from it. To give you 
some purely hypothetical numbers—and I must stress 
that I am making these numbers up as I go along—we 
are talking about a labour force which, shall we say, is 
increasing at 5 per cent per year in a certain region 
which has consistently a 2 per cent unemployment level 
higher than the rest of the country. It follows that, if that 
2 per cent migrated to Ontario, the labour force would 
still be growing at 3 per cent a year and the regional 
population would still be increasing. So we are merely 
talking about the size of one possible flow out of the 
ranks of the unemployed out of the labour force to 
reduce the impact of unemployment. We are not talking 
at all about reducing the basic labour force itself down 
towards a zero labour force or a zero population. 


The Chairman: I would make two comments on that. 
First, it would seem to me that structurally, over a 
period of time, by following that policy you would build 
up a more efficient structure in the stronger provinces 
and you would accelerate the movement from the weaker 
to the stronger. Secondly, would it not be better social 
policy to try to build up over the long-range the econom- 
ic viability of the weaker element? 


Dr. Scott: Yes, sir, I agree with both your objectives. 
We are getting into the long-run, but I would be delight- 
ed to hold forth on these matters. 


The Chairman: I do not want you particularly to hold 
forth. I just want to know if you are in favour of the 
long-range. 
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Dr. Scott: It is a mistake to believe, and nothing in our 
economic statistics confirms the belief, that when migra- 
tion takes place, it is the best people who leave. That is 
simply not true, and I am sure the senators from the 
Atlantic Provinces can confirm it. The people who get up 
and go are, by definition, people who get up and go, and 
that is all that it means. The people who are most able 
are those who stay behind. We have very little informa- 
tion about this in Canada, but we have information on it 
for international migration, and it certainly is not true in 
international migration that the people with the highest 
1.Q.’s or the most education leave Europe and come to 
North America. I do not want to tread on anybody’s toes 
here, but it is the people who are, as it were, in the next 
cohort down who leave. It is a mistake to think that in a 
region which is growing, like Canada’s Atlantic Prov- 
inces, that all the people with enterprise and ability leave 
because there is out-migration. That is simply not true. 
None of our statistics suggests that that is the case. 


Senator Hays: Are you then intimating, doctor, that the 
foundation of North America was built on the ones who 
just could not get along in Europe? 


The Chairman: I think that is what the doctor was 
intimating, without getting himself into any political dif- 
ficulties by doing So. 


Dr. Scott: They were people who found they could do 
better by leaving. Let us put it that way. 


Senator Desruisseaux: Dr. Scott, I cannot help thinking 
back to what I have seen and read of the European 
economic situation. These conditions have existed espe- 
cially in Germany, where they now have a million and a 
half imported workers from Italy and elsewhere. I cannot 
help wondering what made a country such as Germany 
so prosperous while still respecting private enterprise, 
and what enabled it to achieve what it did and more 
consistently than has been the case in North American 
countries. What basic economic principles have they used 
to bring about this situation, and what have we been 
missing here? Have you ever studied that? 


Dr. Scott: You are pointing now, in particular, to the 
growth of the poorer regions of Europe, are you? 


Senator Desruisseaux: No, I am pointing to the more 
prosperous regions and I am wondering what economic 
principles they used to make them prosperous and to 
keep them prosperous to this day. As I say, Germany has 
a million and a half imported workers. 


Tke Chairman: I do not wish to intervene in your 
question, but it may be that Dr. Scott will want to plead 
that his particular expertise is not in that direction. 


Senator Desruisseaux: Well then, I would like him to 
say so himself. 


The Chairman; I might add that Dr. Girsch is coming 
from Germany, and he will deal with that particular 
question. 


Senator 
protection. 


Lamontagne: The witness does not need 


Dr, Scott: I do so plead, Mr. Chairman. However, refer- 
ring to the brain-drain and the international migration 
of the most educated level, together with the million and 
a half workers that you mention—if you have any ques- 
tions about them I can follow the line, but as to the 
question of the general prosperity of Europe, I must defer 
to others. 


Senator Desruisseaux: As a layman I do not know, but 
I was curious to find out if their methods are applicable 
here. They have been very successful over a decade or 
So. 


Dr. Scott: I must defer to exports other than myself. 
The Chairman: Are there any other questions? 


Senator Lamontagne: Just to follow up on this last 
question, do you not think that these three countries 
have been the most innovative societies in western 
Europe in the post-war period, that this might be one 
reason why they have developed much more than others? 


Dr. Scott; No doubt you are right. The aftermath of the 
Second World War threw down all the infiexibilities that 
had existed in the Common Market area, for example. 


Senator Lamoniagne: They are not in the Common 
Market, except Germany. Switzerland and Sweden are 
not in the Common Market. 


Dr. Scott: I thought you were referring to the low 
countries and to France. They were free to start again. 
The habits of past centuries had left them, as you say, a 
mixture of their educational policies and science policies, 
a rapid public and private investment in their industries, 
the opening of doors to capital from other countries, as in 
the Marshall Plan and also privately through the Euro- 
dollar market, and the opening of doors to migrant work- 
ers. These all changed the pattern completely. But their 
incomes are lower than those of most parts of Canada. 
They have not achieved our levels yet, except in the case 
of Sweden, but, starting from a lower level they have 
certainly moved immensely and quickly. 


Senator Lamontagne: The Swedes have told us that by 
developing new technology to fight pollution they will be 
able to finance their own national program against pollu- 
tion. I do not think there are many countries which are 
prepared to do that. The innovative capacity of these free 
countries has had much to do with their post-war 
development. 


Senator Desruisseaux: Also economics, and the stability 
of their governments. 


Senator Lamontagne: You were saying that unions 
would become more responsible in their demands, 
because of the rank and file. I have not made a survey on 
this, but my feeling is that we are moving in the opposite 
direction, that as a result of the development of the 
affluent society and the frustration which accompanies 
and which has been created by that kind of society, the 
rank and file are becoming more and more irresponsible 
in their individual demands. While a few years ago 
labour leaders were in complete control of their unions 
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and their demands, they are now losing that control. 
Labour leaders will very soon have to choose between 
being responsible or remaining leaders. 


Dr. Scott: If I may use the word “model,” your model 
and mine are the same one. There is no question about 
that. All we have to argue about is the timing, what is 
happening right now. That is the only thing that is 
between us. I have seen the same things that you have 
seen. I have with me a number of studies made in other 
countries relating to cost-of-living increases and other 
annoyances and frustrations to subsequent wage 
demands. My own observation is that while I have seen 
the same thing, the pressures which are on the member- 
ship now to demand more—I will not use your words 
“responsible or irresponsible’—are based upon their 
expectations and on what they have just experienced. 
What they are experiencing right now is not nearly as 
frightening to them in terms of their real standard of 
living as it was months and years ago. As these expecta- 
tions feed into union meetings for the next round of 
bargaining we can, in my opinion, expect that the pres- 
sure on union leaders will be more moderate. This is 
what the British are also finding. 


Senator Lamontagne: There is another aspect of this 
question that you have discussed, with which I do not 
completely agree. I had the courage to express it to a 
group of labour leaders a couple of years ago. That is 
that I think the union movement has forgotten the poor 
people, the poverty problem. They started when poverty 
was general, the membership was poor; but now it has 
become more affluent and they have continued to defend 
and support the cause of their membership. However, the 
non-unionized people have been left behind and com- 
pletely forgotten, I think, by the labour movement. 


Dr. Scoit: I agree with that, sir. Your observation 
points to the conclusion that people who have no inter- 
ested groups to look after them should be a special 
concern of the Government. If the union movement will 
not take them under its wing, then someone else must. 
Those on private or public pensions are probably most 
vulnerable in this respect. 


Senator Carier: Is that not because industry now has 
become more capital-intensive and it is much easier for 
the labour unions to put pressure on such capital-inten- 
Sive industries than on the labour-intensive industries? 


Dr. Scott: That applies to the industries you mention, 
but at the same time we have new unions in the non- 
Capital intensive sector, in the Public Service itself, in 
school teaching. It is that half of our labour force known 
as the service sector and this applies particularly in the 
Maritime Provinces. 


Senator McGrand: My question results from those of 
Senators Carter and Lamontagne with regard to wages 
and salaries, if you can distinguish between them. I 
-YTemember that when a committee of the House of Com- 
Mons and the Senate was studying prices six years ago 
we were told by several union leaders that professional 
people should set an example to labour and not ask for 
such high salaries. I think you said that the push for 
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higher wages has been to some extent due to the increase 
in salaries and the wish to keep up. University profes- 
sors, teachers, engineers and nurses have received major 
increases in recent years. This has always been justified 
as being catching up to the cost of living. But which is 
going up the faster, union wages or professional salaries? 


Dr. Scott: I am afraid I cannot help you on that. 
Senator McGrand: You have no suggestions? 
Dr. Scott: I recognize the question. I cannot help you. 


The Chairman: We will ask our researcher to look into 
that if you wish, senator. 


Senator Petten: Dr. Scott, if I understood you correctly, 
you said we have now reached a plateau, that there is 
not this great, rapid increase in demands of unions. How 
can you relate that to the construction industry which, if 
my figures are correct, accounts for about 25 per cent of 
the labour force? In my own province of Newfoundland 
just recently the plumbers and electricians gained big 
increases, all tied into construction. They were healthy 
increases. How can you say we have reached a plateau? 


Dr. Scoit: Sir, I did not say we had reached the pla- 
teau. Please! 


Senator Petten: Was there a levelling off and not such 
a rapid increase? 


Dr. Scott: I predicted a levelling off on the basis of the 
failure of the cost of living to rise at an ever faster rate, 
so that people’s expectations and their fears about their 
standard of living being squeezed by their wages, on the 
one hand, and the cost of living, on the other, are no 
longer as serious. The wage increases to which you point 
are based upon the episodes of the past that led those 
people to demand something, either to keep ahead or to 
resume a position they had had in the more remote past. 


Senator Lamontagne: But you are referring now to the 
old cycle, where at the end of a recession wages tend to 
rise less rapidly than profits, and then it is the other way 
round when they start on the road to recovery. This is 
not a new phenomenon. 


Dr. Scoit: No, sir, it is none the worse for being old. 


Senator Langlois: Dr. Scott, you made reference to the 
non-unionized labour force. What is your latest figure for 
the percentage of the labour force that is not unionized, 
organized? 


Dr. Scoit: I would have to ask your own staff to help 
me on that. Perhaps I should not even give you a guess. I 
think I had better opt out of that one. 


Senator Molson: We have had it suggested here that 
increases in wages and salaries greater than the produc- 
tivity increases have been a major factor in inflation. We 
have also been told that too much stress should not be 
laid on this, that some of the other factors are just as 
important in causing inflation. I think the preponderance 
of the views has been that increases greater than produc- 
tivity have made a contribution to inflation. I would like 
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to ask if increases which seem to be higher than an 
average, or say in keeping with productivity, in any way 
contribute to unemployment, in your view? 


Dr. Scott: To unemployment? 


Senator Molson: To unemployment, rather than infla- 
tion, which we have discussed. 


Dr. Scott: If I put the question to my students and said, 
“Show how this could be the case?” the answer they 
would have to give would be that, chiefly through cutting 
ourselves out of export markets, ever higher wages lead- 
ing to ever higher prices would diminish our export 
markets, unless the exchange rate were flexible enough 
to give that back to us. Your question asks me how 
important that phenomenon is, rather than what the 
mechanism would be. I would say that in recent years in 
Canada—that is, since the middle ‘sixties—it would be 
wrong to look to inflation as the chief cause of the 
unemployment we have. We have a mysterious phenome- 
non of these two things going on together, but we do not 
believe that one is causing the other. As I say, the 
inflation seems to have a life of its own, and the employ- 
ment is more amenable to our policy instruments. 


Senator Molson: One witness here, Mr. Chairman, 
stressed the fact that he felt very keenly and in fact, was 
convinced that the wage increases in the construction 
industry were highly undesirable—in fact, disastrous. If 
that point of view has any validity, is it possible that by 
being excessive they have reduced the amount of con- 
struction and therefore contributed to unemployment? 


Dr. Scott: Certainly, in particular industries this sort of 
thing is noticed. To put in in the terms of a very small 
industry, people can overshoot in their demands and they 
can be sorry. But we aree talking about the country as a 
whole, about the aggregation or adding together of all 
these labour markets, which makes it very difficult for 
economists to believe that this could be an important 
phenomenon. Undoubtedly, mistakes are made by those 
who demand too much, and then they have to go and lick 
their wounds, because the demands are not met. This is 
the micro situation. The other is the macro situation, and 
with that sort of thing it averages it out. 


Sentor Molson: That is what we are worrying about. 


Senator Lamontagne: I would refer to students we had 
last year at the University of Ottawa. We had a Brazilian 
student who did an M.A. thesis on growth and inflation 
in this country. They certainly are experts on inflation 
there. He showed, I think quite conclusively, that when 
there was in inflation in this country there was complete 
stagnation, so inflation coincided perfectly with the long- 
term period of growth. 


Dr. Scotti: The real question is to go on from there, 
Senator Lamontagne, and ask: Was the inflation neces- 
sary to get to growth? 


Senator Hays: Dr. Scott, in the short run, with unem- 
ployment as high as it is, do you feel that the present 
policies of Government are taking care of these people 
until we do get them into the work force, or do we have 


policies that will absorb these workers? Are we looking 
after them well enough? And if we are not: In your 
opinion, how should we look after them? 


Dr. Scott: Professor Shearer and I have asked our- 
selves this question in preparation for these hearings. 
What you are really asking for is a survey of all the 
kinds of aid and assistance that are available to people 
who are out of work temporarily or at the time they first 
entered the labour force. This is available to us. We did 
set to work to try to get a statement or answer for you 
on that question, but I am afraid it is too big for us. I 
cannot really tell you how people are making out in their 
various predicaments, in any way that would be a 
balanced statement. 


Senator Hays: You would not have any suggestions as 
to whether the Government is doing a competent job in 
so far as this is concerned? 


Dr. Scott: You are asking about unemployment insur- 
ance, manpower and so forth? 


Senator Hays: Yes. 


Dr. Scott: The people to whom we have drawn your 
attention are those who are most aware of this; that is, 
those suffering from inflation at the same time, who 
perhaps are retired and are out of the labour force 
altogether. I think they are in a pretty pickle at the 
present time and a bit more help to them would be 
useful, especially if they are not chiefly relying on Gov- 
ernment pensions but are relying on industrial pensions 
of some kind or another, from some of our bigger indus- 
tries. They are the people we have to be worried about. 
But that is not an authoritative statement. 


Senator Hays: Do you feel that this particular group 
we are not looking after well enough? That is your 
opinion? 


Dr. Scott: I think they are the next in the queue for 
special attention. 


Senator Isnor: Dr. Scott, I was wondering as to wheth- 
er you heard Mr. Douglas Peters, the chief economist of 
the Toronto Dominion Bank, who told the Pacific Basin 
Economic Co-operation Council: 

In the coming months the good news will outweigh 
the bad, where we are beginning to see the effects 
admittedly, with some lag, of the Government policy 
pursued in 1970. 


Did you happen to hear him? 


Dr. Scott: No, I did not hear him, senator. If you are 
asking whether I agree with that— 


Senator Isnor: Yes. 


Dr. Scott: Yes, I think I do. I think that is a fair 
statement. 


Senator Isnor: That is good news. 


Dr. Scott: That is part of our position. 
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Senator Isnor: I was going to ask a question, Mr. 
Chairman, but before doing so may I get the reaction to a 
statement I am going to make. Dr. Scott, British 
Columbia was perhaps the greatest villain we had in the 
country in respect to increases of wages a few years ago. 
They came to Ontario and other provinces, stole the 
skilled men, took them out there and paid them very 
high wages. Do you recall that? 


Dr. Scott: Yes, senator. I know what you are speaking 
of. 


Senator Isnor: It was a bad thing, looking back, was it 
not? 

Dr. Scott, would you be good enough to expand a little 
on the question or unpegging our dollar and the effect it 
is having on our export business? You touched on that 
earlier. 


The Chairman: Do you have a specific question in that 
regard, senator? 


Senator McLean: Mr. Chairman, you could take all the 
Marit'me products, really: fish, apples, potatoes—any of 
the Maritime products, if you want to deal with the 
Maritimes. 


Senator Isnor: Yes, the effect it is having on our export 
business in the Atlantic provinces is what concerns me. 


Dr. Scoit: Well, senator, the line that Mr. Shearer and I 
have taken on this is to say that we have one enemy, the 
whites of whose eyes we can see, and that is unemploy- 
ment. Let us use fiscal policy to deal with unemployment. 
At the same time, we have a flexible exchange rate. We 
can use the flexible exchange rate in two ways. We can 
reduce the value of the Canadian dollar by manipulation 
in the Bank of Canada and by monetary policy in such a 
way as to aid exports. That is one thing we can do. 
Alternatively, or going in the other direction, we can 
increase the value of the Canadian dollar in such a way 
as to ameliorate the inflationary impact from other coun- 
tries. Obviously, we cannot do both at the same time; we 
have to make a choice. 


Senator Isnor: If you did the latter, that would have an 
adverse effect on exports. 


Dr. Scott: If we go for cutting ourselves loose from 
foreign inflation, yes, we are going to have a bad impact 
upon exports, and vice versa. That is obviously a quand- 
ary. Our policy recommendation is to keep that lever in 
our hands at all times and to try to strike a balance 
between those things, and, as the inflationary danger is 
seen to be less serious, to push that lever in such a way 
that the exchange rate can be of as much use as possible 
to the export industries to cheapen Canadian goods in 
foreign markets. I do not need to tell you, senator, that 
Such a policy would be a “beggar-my-neighbour” policy. 
If we pull the lever hard so that our dollar becomes 
cheap quickly, we are just going to be met by retaliation 
in our markets by other countries doing the same thing, 
or we are going to be met by having our goods excluded 
by tariffs, quotas and so forth. But a little leaning on the 
lever is certainly within our power and may be a useful 


policy in the period that Mr. Peters, whom you quoted, 
said is coming. I hope that is encouraging to you, sir. 


Senator Beaubien: I should like to ask Dr. Scott about 
our fiexible floating rate, but he has already answered it 
fairly well. I would comment, however, that we would 
now give our eyeteeth to get the dollar down and we 
cannot do it. We find it hard to keep it where it is. How 
could you arrange to get it down, if you so wanted? 


Dr. Scott: Well, exporters and those employed by them 
and their suppliers would give their eyeteeth to get it 
down, but not the housewives. 


Senator Beaubien: But they do not have much say in 
getting it down. I am thinking of the mechanics of get- 
ting it down. 


Dr. Scott: They have as soon as the inflation takes off. 
There is more room then. 


Senator Nichol: I would like to come back to where we 
were a little while ago. Talking about this need for new 
instruments to solve these problems, the question which 
bothers me is this: Assuming for the moment that by 
some miracle some organizational group of people could 
come up with what appeared to be sensible and useful 
needed instruments, we have in Canada innumerable 
municipalities and ten provinces who between them 
spend about 60 per cent of the tax dollar, while the 
federal Government spends about one-third. Within the 
federal government structure itself, and here I am not 
speaking of government in the narrow sense, we have the 
Economic Council of Canada, the Department of Finance, 
the Bank of Canada and the chartered banks with some 
degree of freedom. Now the question I want to ask is 
this: How much of our problems of economic manage- 
ment do you think lie in the organizational inefficien- 
cies—and maybe it is an organizational inefficiency which 
a democracy must have, of its very nature, but how 
much of it lies in this field? If you did have a really clear 
idea of what should be done, would the system let you do 
it? 


Dr. Scott: Looking for errors and omissions? 


Senator Nichol: And conflicting policies and conflicting 
needs. 


Dr. Scott: There is no doubt about it, senator, that the 
provinces, in their fiscal policies, and the municipalities 
also have turned this problem over to Ottawa. In fact, 
they have never assumed these problems, so that within 
the total range of government there is any amount of 
conflict, and just when it would be desirable to cut down 
government spending, let us say at the peak of total 
spending in the country, private and public, that is just 
the time we find all the municipalities and provinces 
planning their swimming pools, esplanades, centennial 
projects, and so on. So very often government itself, 
taken as a whole, is perverse, and government spending 
is perverse, and when it should be counter-cyclical it 
tends to be cyclical. That is what I mean by “perverse”. 


May I refer you to one question that has been raised? 
The provinces can control the municipalities, or they 
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have some chance of doing so, but how are you going to 
get the provinces and the federal Government to move in 
step with each other? That is one of the possible errors 
or perversities that you are worried about. It is possible, 
in my opinion, to do better than we are doing. I think 
that by a little cutting in of the provincial government 
and federal fiscal timing, by “nuts and bolts” conferences, 
agreement can be reached between the various levels of 
government as to how much capital spending will go on 
this year, how much next year, and so forth. 

It means a little delegation of power in these matters 
from Ottawa to the provinces. There is no reason why 
the provinces should agree to a timing regime unless they 
have some voice in it. So far Ottawa, perhaps rightly so, 
has been unwilling to take a step in that direction, and 
the Bank of Canada and the Department of Finance have 
said, probably rightly, “We have the responsibility and 
we will have to call the timing or the tune or the 
harmony, as it were, of this whole thing.” I do not see 
how you can get the provinces to move in step to that 


tune unless they have some voice, however minor it may 
be. 


The Chairman: Are you thinking of any particular 
vehicle? 


Dr. Scotti: Yes. I referred to this before. I would refer 
you to a discussion of this very problem in the financial 
report of the Royal Commission on Banking and Finance, 
the Porter Commission, in 1963-64. It consists of only two 
or three pages. They suggested a federal-provincial coun- 
cil of premiers and finance ministers, and were particu- 
larly concerned with the timing of public works. 


The Chairman: Would you go further than that? 
Dr. Scoti: I think that is the place to start. 


The Chairman: Would you extend it into other fields of 
planning? 


Dr. Scoti: It could be, but there are many problems 
here. If we could get this in connection with public works 
we would be going way beyond what is now possible. We 
would be ahead of countries such as Australia and other 
federal countries. It would be possible to get some bait 
for this from the Bank of Canada, if they were dealing 
with this group or instrument as a whole rather than 
with particular provinces. 


Senator Lamontagne: I am sure you are aware of the 
fact that we have had a committee of finance ministers 
meeting annually for at least the last four years to dis- 
cuss fiscal policy in general, but it does not seem to have 
produced much in the way of results. 


Dr. Scott: I suggest to you that the reason it has not 
shown results is because there is no particular reason 
why the provinces should agree. There is nothing in it at 
the present time. They say to Ottawa, “Constitutionally 
the problem is Ottawa’s, and Ottawa should look after 
it.’ I presume that what has been happening is that we 
have been preaching to the provinces, and we need some- 
thing better than preaching. There has to be some quid 
pro quo in this matter. 


Senator Nichol: There does not seem to be any prob- 
lem, if the federal Government wanted to, to delegate 
power to the provinces. The problem seems to be, in a 
sense, to delegate responsibility to the provinces. The 
federal Government is involved in spending one-third of 
the national pay cheque, and the provinces and 
municipalities are spending the other two-thirds. Yet the 
provincial governments have no direct authority or 
responsibility in any sense over the value of the dollar, 
the strength of the monetary system, the rate of inflation, 
and so on. Responsibility is laid with the federal Govern- 
ment and the provinces and municipalities are perhaps in 
many ways more responsible than is the federal 
Government. 


Dr. Scott: Public works is more and more a provincial 
responsibility. Various provinces are known to be consid- 
ering hydro-electric works of various kinds through both 
private and provincial hydro-electric companies. This 
group, as a group, can say to the provinces, “Look, now 
is the time to go ahead. If you go ahead we, as a group, 
including the federal Minister of Finance, will help you 
with the financing of those works, in a way that we will 
not if you delay those works until conditions are more 
attractive. We will recommend to the Government of 
Canada and to the Bank of Canada, jointly, not separate- 
ly to you as a province, that some financial assistance or 
credit-worthiness should be given if those works are 
accelerated immediately.” 

I have taken Hydro as an example, but there could be 
many more minor works of more diverse nature than big 
dams. 


Dr. Gillies: Would you go so far as to say that the 
Bank of Canada should be the fiscal agency for the 
provinces? 


Dr. Scott: No sir; this is what I would argue against. 
The usefulness of the Bank of Canada to do what it is 
now doing would be lost if it were put into a role in 
which it had to say “Yes” or “No” to the provinces. It has 
to have one master; there cannot be 10 or 11 masters; 
and if it becomes the fiscal agency in the sense of acting 
as a trust company that, of course, is a minor role. 
However, it should not be in the position of having to say 


“Yes” or “No” to a particular province. 


Dr. Gillies: Do you think they should be willing, if 
agreement had been reached, to buy the bonds of the 
provinces as a last resort? 


Dr. Scott: Yes, in a highly structured body. I am not 
referring to some informal group, but to a highly struc- 
tured body in which the role of the provinces, the federal 
Government and the Bank of Canada would be clearly 
spelled out. This may only be part of the total public 
works effort in Canada. Start small and see where it 
goes. 


Dr. Gillies: Would this be the way to guarantee that 
you had co-operation? 


Dr. Scott: Yes, that would be a part of the body, to use 
a word that I mentioned. 
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Senator Lamontagne: Before we move into that new 
system, should we not attempt to provide a better short- 
term forecasting system? We have failed in the last 20 
years or more to forecast a recession. It is all very well to 
meet with the provinces and tell them they have to 
reduce or increase their expenditures, but if the time is 
not appropriate and they are told to increase in an 
inflationary period there is no great value in the exercise. 


Dr. Scott: I agree with you completely, senator. 


Senator Lamontagne: When you speak of lags in the 
sense of Senator Nichol’s question a moment ago, I think 
that if we could improve our short-term forecasting 
system we could win quite a number of months in fight- 
ing against the movement we wish to oppose. We have 
not done so since we started, in 1946, to establish a 
short-term forecasting system. 


Dr. Scott: I agree with you. If you interpret that also, 
Senator Lamontagne, to perfect our knowledge of the 
time lags, and so forth involved in the inflationary proc- 
ess as part of it, I would agree with you even more. 


Senator Lamontagne: At least, we could shorten the lag 
in our short-term forecasting system. 


Senator Nichol: I did not express my question very 
well; it relates to the efficiency of the present system. I 
do not know who does the forecasting today. Certainly, 
the Economic Council has been charged with some 
responsibility in this area, but not directly related to 
Government policy. The Bank of Canada has some 
responsibility; the Department of Finance has some and, 
perhaps, the primary share; the ten provinces have some. 
However, surely there must be a central economic core 
organization which pools all these diverse opinions and 
arrives at perhaps the wrong answer but at least at 
something that seems to be structurally sound? 


Dr. Scott: I think that many economists in Canada 
would even go further than you, Senator Nichol, and say 
that there is a gap, a hiatus in our institutional set-up. 


Senator Nichol: That is a good term for it, “institution- 
al set-up.” 


The Chairman: For short-term? 


Dr. Scott: Yes. Here in Ottawa the Economic Council 
of Canada, as Mr. Smith has undoubtedly told you, or 
will tell you, is concerned with something called the 
medium run, which is important; we should not take 
them away from that; that is their job. 


Senator Lamontagne: And the long-term? 
Dr. Scott: And the long-term. 


Senator Nichol: With these lags you are talking about, 
we are not sure what is long-term and what is 
medium-term. 


Dr. Scott: That is true. If the short-term has any 
meaning at all it is the length of these lags that the 
short-term runs over. It is now thrown, as you say, to the 
Department of Finance, or the Bank of Canada primarily, 


to look at these things, and there should be a lot more 
horsepower there. I have no criticism of the horsepower 
they now have, but there should be a lot more. When I 
said earlier that economists were delighted to see your 
committee in operation, I hope that either in its annual 
manifestations, if that becomes possible, or in some other 
way, its results will lead to more horsepower at this 
short-run end of things in forecasting in Ottawa. I rather 
mixed my metaphors there, but you see what I mean. 


The Chairman: Could the Bank of Canada fulfill that 
role? 


Senator Lamontagne: No. 


Dr. Scotti: Well, it is certainly doing a lot, but it has to 
go beyond the Bank of Canada. They have their own fish 
to fry. There are other problems than theirs. 


Senator Hays: Are you suggesting there is anybody 
who has enough knowledge to predict a recession, short- 
term or long-term, or prosperous periods? If you do, I 
will make a lot more money than I have, which is not all 
that much. This is what life is all about. 


Dr. Scotti: We could do better than we do. That is what 
I am saying. 


Senator Nichol: I want to ask another question, if I 
may, connected with something that has been coming up 
at all these meetings. Basically, since the New Deal we 
have been constructing a system that controls markets— 
labour markets, money markets and all other kinds of 
markets. We now have a system that is in some ways 
rather constipated. How much has this structure, which 
has a sound, sensible base in welfare and humanity, to do 
with the heavy hand that needs to be used today in fiscal 
and monetary policies without getting any results in 
terms of inflation or deflation? 


Dr. Scott: I recognize the big question you are leading 
to. Perhaps I can helpfully make the following comment. 


Senator Nichol: Maybe you can ask it better than I 
did. 


Dr. Scott: If you rely on monetary policy, your inter- 
vention into the working of the economy is minimized; 
you are changing the money market and little else, and 
people are responding to both signals and the availability 
of credit, and so forth, in their own businesses, but you 
are not intervening in taking over what you might well 
feel they ought to be doing. It is objective, it is detached, 
it works through bank managers and many decentralized 
people, and the preferences of any government are not 
necessarily biasing anything that is going on in the 
economy, except more activity or less. That is all mone- 
tary policy does for you. 

At the second stage we can talk about fiscal policy. 
Here you have the government sector itself expanding 
and contracting, which really may spoil the competitive 
structure of the economy as you were referring to it a 
minute ago, if I understood your question, Certainly, 
much of the opposition to fiscal policy in the 1930s was 
simply that it could not work unless there was big gov- 
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ernment rather than small government, and that is cer- 
tainly one of the aspects of fiscal policy. 


If you go on further and talk about incomes policy ora 
guaranteed job for people, or other sorts of radical move- 
ments which you may turn to when there is a real crisis, 
then you are really. muzzling enterprise altogether, 
because the government is in there second-guessing 
everybody all the time. It is very hard to dismantle that 
kind of thing. The British have found that they are still 
dismantling the very effective apparatus that was set up 
in the second world war. They are stuck with an effec- 
tive Board of Trade, an effective income group, and so 
on. It is very hard to dismantle it if we once put it into 
permanent operation. 

Therefore, if we are to think only of the criteria that 
you are suggesting, any economist will say that in order 
to minimize the intervention in the health of the business 
sector of the economy, stick with monetary policy, from 
that point of view alone. Secondly, if that point of view 
does not work, try fiscal policy. Then, only, thirdly, go to 
these direct intervention steps. I do not know whether 
that was the sort of thing you were talking about. 


Senator Nichol: A fascinating thing is happening now, 
for instance, in the United States. The stock market, in 
the last while, at least, has not been reacting to business 
conditions at all. It has been reacting almost entirely to 
its estimate of what the Government’s fiscal and mone- 
tary policy is going to do. So some bank in some small 
town in Pennsylvania changes its rate and the Dow Jones 
goes up 10 points, but it has nothing to do with what is 
happening in the real world. 


Dr. Scott: It works, too, on that lag. There is very little 
parallelism between what happens on the stock exchange 
and whatever else is going on in the economy. 


Dr. Gillies: Dr. Scott, in your analysis of regional 
operations, and so on, it seems to me there is an implicit 
assumption that all the institutional structures within 
which the price system and monetary system operate in 
Canada, are reasonably fair and equitable among regions; 
that is, that the banking system works as well in the 
Maritimes as it does in Ontario, when railroad rates are 
equitable, etcetera. In other words, it seems to me implic- 
it in what you are saying that if you go for fiscal policy, 
there are certain things in the region that could be 
changed, that would make that central policy better. I am 
referring to the institutional framework. Do you follow 
that? I am not wording the question very well. 


Dr. Scott: From the point of view of the impact of 
those kinds of phenomena—rail rates, social assistance, 
manpower, trade unions, banking policies, or banks to 
banks themselves, and so forth—I would think they do 
work equally well in the various provinces, when we are 


looking at these questions that we have picked out for 
discussion here—unemployment and inflation. Whether 
they muzzle enterprise from the point of view of long- 
run growth is a different question altogether, and I would 
then review and, I think, encourage investigation as to 
whether rail rates and other things are a discouragement 
to particular regions. That I classify as long run. 


Dr. Gillies: As a supplementary, do you feel that the 
banking system, for example, is not discriminating 
against regions? 


Dr. Scott: No, sir, I do not; and furthermore my col- 
league, Professor Shearer, who knows more of these mat- 
ters than I do, would agree with my answer in that 
respect. He would be very vehement and say that if you 
turn to the working of the banking system for a solution 
of any of these problems, you are barking up the wrong 
tree altogether. 


Senator Lamontagne: I do not want to put this as a 
proposal, but in this precise field there is quite a differ- 
ence between the American banking system, which is 
much more decentralized than the Canadian banking 
system, so that the American system naturally should 
favour the more remote regions, than would ours. 


Dr. Scott: I understand your point. I do not agree that 
that is what happens in the United States. I spent a year 
in Chicago five years ago, at a time when enormous 
efforts were being made by the federal, state and city 
governments to deal with urban problems in that city. 
This was done by regional efforts, by helping small 
industry, and so forth. There were provisions in the 
legislation to turn to the banks, and the banks were 
supposed to help on certain terms. In almost every case 
the banks that were turned to were not banks in that 
region. They went to the head offices of the big banks in 
New England and New York and got far more cO-opera- 
tion. I do not want to interpret a situation that I did not 
study very deeply, but you could almost say that the 
local bankers were too close to the situation, that they 
were too concerned with their depositors. They were 
playing safe on their portfolios in a way which worked 
against local investment. 


Senator McLean: Senator Nichol, when you referred to 
the new deal, were you referring to the Roosevelt “New 
Deal’? 


Senator Nichol: Yes, Senator McLean. I was searching 
for a Canadian example, and I think the Roosevelt “New 
Deal” was the psychological beginning of the whole 
thing. Of course, there was the Bennett new deal as well. 


Senator McLean: That is right. 


The Chairman: Honourable senators, if there are no 
further questions, I shall adjourn the meeting. However, 
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before doing so I wish to thank Dr. Scott. It is obvious, Dr. Scott: Thank you, Mr. Chairman. 

Dr. Scott, that the Senator’s interest could keep us here : 

all night. The hour is late, however, and it is time to J) erin Would you also thank Dr. Shearer on 
adjourn. I should like to thank you very much for your i 

articulate presentation and for answering the questions Dr. Scott: I shall. 

that have been put to you. Thank you, doctor. The committee adjourned. 


Published under authority of the Senate by the Queen’s Printer for Canada 


Available from Information Canada, Ottawa, Canada 
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Orders of Reference 


Extract from the Minutes of the Proceedings of the 
Senate, of Tuesday, March 9th, 1971: 


“With leave of the Senate, 

The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C:: 

That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 

The question being put on the motion, it was— 

Resolved in the affirmative.’ 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, March 17th, 1971: 


“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wesnesday, April 28th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 

Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
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applicable as well in respect of its examination of 


the said question of fiscal and monetary policy ‘in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


- Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 
“With leave of the Senate 
The Honourable Senator Langlois moved, seconded 
by the Honourable Martin, P.C:: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the bal- 
ance of the present session and that Rule 76(4) be 
suspended in relations thereto. 


The question being put on the motion it was—: 
Resolved in the affirmative. 


Robert Fortier, 
Clerk of the Senate. 
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Minutes of Proceedings 


Thursday, May 20th, 1971 
(10) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
10:00 a.m. to consider the question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett, (Chairman); 
Beaubien, Desruisseaux, Grosart, Isnor, Langlois, McLean 
and Nichol. (8). 


Also present but not of the Committee: The Honoura- 
ble Senators Carter, Connolly (Ottawa West), Haig, 
Inman, Kinnear, McGrand, McNamara and Smith. 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics. 


Heard as witnesses: Dr. Grant L. Reuber, Professor, 
Department of Economics, University of Western Ontario 
and Dr. R. J. Batkin, Dean of Social Science, University 
of Western Ontario. 


At 12:45 p.m. the Committee adjourned to Tuesday, 
May 25th, 1971, at 4:00 p.m. 


ANTIN BS) e 
Gérard Lemire, 


Clerk of the Committee. 
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The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Thursday, May 20, 1971. 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 10.00 a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, we will continue 
with the hearings on employment growth and price sta- 
bility. We have with us today Dr. Grant Reuber, Profes- 
sor of Economics and Dean of Social Science at the 
University of Western Ontario. Dr. Reuber received his 
doctorate from Harvard University and did research at 
Sidney Sussex College, Cambridge University. 


In the course of his career he has been with the Bank 
of Canada and the Department of Finance, a staff 
member of the Royal Commission on Banking and 
Finance, and a consultant on international trade, the 
National Council of Applied Economic Research in New 
Delhi. He is past President of the Canadian Economic 
Association. 


His publications include Britain’s Export Trade with 
Canada, The Growth and the Changing Composition of 
Trade Between Canada and the United States, The Cost 
of Capital in Canada, and a very important book entitled 
The Objectives of Monetary Policy, which was prepared 
for the Royal Commission on Banking and Finance. His 
publications also include The Takeover of Canadian 
Firms, and Capital Transfers and Economic Policy. 


Dr. Reuber is an expert on international capital move- 
ments, monetary and fiscal policies, with a specialized 
knowledge of the relationship between inflation, unem- 
ployment and international trade. 

With Dr. Reuber we are honoured to have Dr. Ronald 
Bodkin, who received his doctorate from the University 
of Pennsylvania, and is presently Professor of Economics 
at the University of Western Ontario. 

Dr. Bodkin has been a consultant to the National 
Bureau of Economic Research, the U.S. Bureau of Labor 


_ Statistics, the Economic Council of Canada, the Depart- 


ment of Manpower, and the provincial Government of 
Ontario. He is on the editorial board of the Canadian 
Journal of Economics and the International Economic 
Review. 

His publications include The Wage-Price-Productivity 
Nexus, An Analysis of the Trade-Offs Between Full 
Employment, Price Stability and Other Economic Goals, 
Price Stability and High Employment: The Options for 


Canadian Economic Policy: An Econometric Study, Real 
Wages and Cyclical Variations in Employment, and 
Wages and Price Formation in Selected Canadian 
Econometric Models. 


As senators read the very lengthy brief which has been 
filed with the committee they will quickly realize that 
the two witnesses have devoted an enormous amount of 
study and research to the problem with which we are 
dealing and which we put to them. It is indeed a very 
complete and well-written paper, for which on your 
behalf, senators, I wish to thank our witnesses. 

In accordance with our custom we will ask Dr. Reuber 
to lead off by reviewing for a few moments the paper 
that he has filed with the committee. 


Dr. Grant L. Reuber, Department of Economics, Uni- 
versity of Western Ontario: Thank you very much, Sena- 
tor Everett. Honourable senators, you have had the brief 
which we submitted. During the next 20 or 25 minutes I 
would like to review the main points and take you 
through the table of contents. Essentially it consists of 
three parts. In the first part we attempt to examine the 
principal factors that have accounted for the rapid rise in 
prices in Canada over the last five or six years. Within 
the last few years that rise in prices has been combined 
with high and rising levels of unemployment. 

In the second part of the brief we review a set of 
policy options which we believe this country might con- 
sider. We attempt to bring to light some of the implica- 
tions of each of those options. 

The final part is pot-pourri in a sense. It attempts to 
look at a number of issues related to the first two parts 
and also address itself to some of the points raised by 
your staff. 

As far as our explanation of the phenomenon of rising 
prices in combination with high and rising levels of 
unemployment is concerned, we feel that there are a 
number of factors which might be particularly 
emphasized. 


Senator Beaubien: With what kind of prices are we 
dealing? 


Dr. Reuber: The brief basically deals with consumer 
prices, but we take the view that price movements across 
the country are not that heterogenous. While there might 
be regional variations in prices, or variations between the 
wholesale prices index and the consumer prices index, by 
and large we are looking at the trend of prices over the 
period since 1965. 
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One of the factors which must be recognized right 
from the beginning when discussing unemployment is 
that during the last decade the rate of increase in the 
labour force in this country has been quite rapid. While 
that has to be welcomed in many respects, the fact 
remains that in labour markets that may not be function- 
ing perfectly a rapid increase in the supply of labour 
very easily causes the supply of unemployed to back up, 
at least in the short run. If, instead of considering the 
unemployment rate one considers the number of new 
jobs created, our economy in the past five years has 
behaved very well and better than many European 
economies. At the same time, given the heterogenous 
nature of the country and its regional characteristics, the 
imperfections in the labour market and the pressure of 
the rapid increase in labour supplies, not surprisingly in 
our view has been refiected to some degree in the unem- 
ployment rates. 


Another basic element in the examination of this 
period of history is, of course, the external price move- 
ments. I am sure you have heard all about that. The fact 
is that when we were on a fixed exchange rate during 
the period up to 1971, price movements in this country 
were linked very directly and closely to those in the 
United States. In 1971, partly because of the exchange 
appreciation, partly because of the developments in the 
food industry, partly for other reasons such as contrac- 
tionary policies that have been followed, price experience 
in this country has been substantially better than in the 
United States. However, unless there is a continuation of 
those developments, it is just unrealistic to believe that 
over the long run this country will have a price experi- 
ence which is fundamentally different from the interna- 
tional experience, especially that of the United States. 
That is a fundamental point that can hardly be over- 
stressed. It is old hat; it has been said many times, yet it 
is fundamentally important. The minute you lose sight of 
that in discussing inflation in Canada it seems to me that 
you have lost sight of the major point. 

Another element to which we point is the possibility 
that some of our product markets have not performed as 
well as they could have. One would normally expect in 
cases where a certain amount of slack develops in the 
country that some prices might go down. That has not 
been the experience in most markets, with the major 
exception of food, of course, in the last year. My own 
view is that perhaps one of the effects of monopoly 
power, or market imperfections in the product market, 
however you wish to say it, is that it is not so much that 
this monopoly power pushes prices up, but rather that it 
keeps prices from retreating when slack develops in the 
economy. I think this has been a factor and it has been of 
some significance. 


Senator Grosart: What is the nature of that monopoly 
power? 


_ Dr. Reuber: I think in the case of the service industries 
you would find some monopoly power simply in terms of 
restricted entry to some of the areas of production. In 
some cases it rests on regulations regarding imports. For 
example, the tariff clearly tends to support monopoly 


power in product markets. There are other aspects of it. I 
am not pressing very hard the notion of monopoly 
power; I am simply saying that it is not a valid view of 
the economy to view it in the light of a totally competi- 
tive system, in which whenever slack develops in the 
system prices recede and the markets are cleared. 


Senator Grosart: You are not using the expression in 
the restrictive sense, for instance, of the Combines Inves- 
tigation Act? 


Dr. Reuber: No. 


Senator Grosart: It is a generic term for the constraint 
forces? 


Dr. Reuber: That is right; there may be some element 
of that in it, but I not suggesting it is a widespread 
phenomenon that has to be attacked face on. 


The Chairman: Would you say hospitals are a monopo- 
ly power? 


Dr. Reuber: They are in a sense; the monopoly is 
usually the public health service of a province. Public 
utilities are regulated, but there is obviously not much 
competition. You are correct in your suggestion that it is 
a generic term summing up all these imperfections, 
rather than an expression intended to bring into play the 
monopolies commission. 

I am really using it as a term which suggests that when 
slack develops in the system we do not get this market 
adjustment in prices which would be expected. 


Senator McGrand: Are you including big business? 
Dr. Reuber: Yes. 
Senator Carter: And big unions? 


Senator Beaubien: With the ever-increasing labour 
costs, how could anyone reduce prices? 


Dr. Reuber: It happens in agriculture. There is a com- 
petitive model and I am suggesting the reason it does not 
happen in other sectors of the economy is that there is 
not the same kind of competition. 


Dr. Ronald G. Bodkin, University of Western Ontario: 


‘In particular, in the labur markets, with the various 


forms of labour organizations, trade unions and profes- 
sional associations, the response to slack is not to reduce 
wages and prices for a particular type of service, but 
rather to hold on and even increase. 


Senator Beaubien: That is quite true. 


Dr. Reuber: The next item to which we refer is the 
rapid growth in the size of the public sector in the period 
from 1965 to 1969. The public sector in this country was, 
of course, a large public sector, but it grew very rapidly. 
We argue in the brief that the very rapid rate of growth 
in the public sector had inflationary effects on the econo- 
my. Demand management policies can always be adapted 
to changes of this kind, but it is hard with such a big 
sector moving fast. We are really pointing out that 
during this period the public sector, which was large, 
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increased at a very rapid rate, which complicated greatly 
the problem of demand management adapting itself to 
this growth in the public sector. 


Senator Grosart: When you speak of growth in the 
public sector, have you attempted to distinguish between 
real growth in that sector and mere transfer from the 
private sector? 


Dr. Reuber: We take it as a ratio of GNP. It is true 
that some of those transfer items are included in our 
figures, but transferring a dollar from the private sector 
to the public sector is not just a simple accounting proce- 
dure. Other developments also take place. One is that the 
service sector increases in the economy, usually at some 
expense, at least, to the other sectors. The country’s pro- 
pensity to consume is probably increased. There is obvi- 
ously an accounting identity that can be considered. 
However, underlying that other things are happening 
that have to be taken into account when considering 
stabilization policy and attempting to level out the rate 
of increase in prices and the level of unemployment. 


Senator Grosart: The sort of thing I had in mind 
could be exemplified by, say, the transfer of health ser- 
vices from the private sector into the public sector, 
where you have both real growth—that is more people 
availing themselves of the health service—and also a 
transfer from the private sector. 


Dr. Reuber: We have not made that distinction, but I 
think it is a valid distinction. We would argue that both 
of those elements will need to be adjusted to by the 
aggregate demand policy devices, but they obviously are 
separable and different in some characteristics. 


Senator Grosart: I think it is a real problem, and I 
have never seen a study of it. What is the effect of this 
transfer in terms of the economy? Is it a good or a bad 
thing in terms of national economic growth? I do not 
know. 


Dr. Reuber: I think that is another issue. What we are 
arguing is that if you are talking about stabilization 
policy you are trying to keep the policy running on a 
reasonably even keel; to suddenly have this big sector 
grow at a very rapid rate means the central bank and the 
finance department and so on have to compensate. This is 
an area where everything is fairly uncertain, and just 
getting that all right is tough, so that the speed with 
which it grows is an important element in the picture. 
There are other issues involved, such as the effects on the 
rate of growth and so on. We have not really considered 
those here. There is a large discussion on that and it is 
an important aspect. From the stabilization point of view, 
I think it is adapting our demand management policies 
smoothly to this shift in the size of the public sector, 
which is not that easy. 


Dr. Bodkin: There is another aspect that is worth 
considering, which is the idea of the size of the public 
sector with demand management growth in that you 
would expect an increase in taxes. What sort of taxes are 
you going to raise? If you raise excise taxes, that is very 
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likely to be affected in the price indices, because such 
excise taxes are usually passed on in the first instance. 
Even such things as corporate income taxes and personal 
income taxes may very well be passed on, because trade 
union leaders and professional associations are not una- 
ware of the tax bite that comes out of the income their 
members nominally earn. 


Senator Grosart: These transfers from the private to 
the public sector would greatly minimize the extent to 
which normal marketplace functions would tend to be an 
automatic stabilizer. This is the point, and it does not 
seem to have been studied. 


Dr, Reuber: I think you are right. I do not think there 
has been that much study of the relationship between the 
size of the public sector and stabilization policy. I think 
you are dead right on that point, and it should be looked 
at more carefully than it has been. 


The Chairman: We will make a note of it and see if we 
can get some empirical data on it. 


Dr, Reuber: The next item to which we refer in 
accounting for this phenomenon is the lag in prices and 
wages behind the appearance of a very strong level of 
aggregate demand in the 1965-67 period. Chart 3 shows 
that prices and wages have tended to lag behind this 
development of some aggregate demand pressure. We 
think if you are going to talk about price movement in 
1969, 1970 and 1971, you have to recognize that you are 
still picking up some of the pressure that was generated 
in the earlier period—1966, 1967 and 1968. It is unrealis- 
tic, in my view, and I think in my colleague’s view, to 
believe you can sort of turn the tap off and on and 
everything will follow in very tight sequence; that is just 
not the way the world is. 


The Chairman: Do you go further and say this is a 
case for not reacting too strongly, then? 


Dr. Reuber: Yes, we do. 


Senator Nichol: Mr. Chairman, on a matter of proce- 
dure, do you want questions on this material as Dr. 
Reuber goes through it? How would you like us to pro- 
ceed? Would you like us to write down questions and 
come back, or would you like us to interrupt with ques- 
tions as we go along? 


The Chairman: The committee can proceed in which 
ever way it wants. I would think probably the easiest 
way, and the suggestion I would make, would be to allow 
Dr. Reuber to go through, but if as he goes along with 
his narrative there are areas that senators do not under- 
stand and on which they feel they need a clarification, I 
think we could have an interruption. Beyond that I 
would hope we could probably go through to the normal 
question period. Is that agreed? 


Senator Beaubien: We had better go straight through. 
Senator Grosart: A Solomon decision. 


The Chairman: I hope so. 
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Dr. Reuber: The next item to which we refer is the 
exchange depreciation in the early ’sixties. We feel that 
that was probably a mistake, that in any event going on 
the fixed rate was questionable, that if we had stayed on 
the free rate we would have had adjustment in the 
exchange rate sooner, which would have provided us 
with some relief earlier during the period of the 1960s. 


On monetary and fiscal policies, we argue that during 
the period 1965 through to the present, one can criticize 
them in terms of being out of phase, as it were, with the 
requirements of the day. We are not in any sense saying 
this was sheer wrong-headedness or mismanagement. 
There were real constraints on policy during that period; 
there were external constraints; we had a series of crises; 
there was another constraint in the form of a fixed 
exchange rate, which we have already mentioned. How- 
ever we do think that if one had to relive that period it 
seems evident that one would probably want to do it 
rather differently; that the fiscal policy followed probably 
should have been somewhat tighter during the period 
1965-68, and somewhat easier since then; that the mone- 
tary policy should have moved within a somewhat more 
limited range; that we should not have had this variation 
from one quarter of one period, increasing the money 
supply at rates exceeding 20 per cent on an annual rate 
to another period, where we were reducing it in absolute 
terms. 


That summarizes some of the factors to which we point 
as explaining the picture we have. One of the points to 
which we would like to give some emphasis is that we do 
not believe it is all that uncertain why prices have con- 
tinued to rise since 1968 at the same time as unemploy- 
ment has risen to over 6 per cent. We are not saying we 
understand it perfectly at all, but I think there a 
number of comments being made that this is just outside 
man’s past experience, that it is outside the powers of 
analysis that we have, and that we need to chuck every- 
thing we know and start out all over again. We do not 
accept that. We are not saying we understand exactly 
what happened or exactly what to do, but we are saying 
that within reasonable limits one can understand why 
since 1969 we have had high levels of unemployment and 
at the same time fairly rapidly rising prices. In the next 
section, section 3, we look at a variety of policy options. 
If you are going to talk about policy, it seems to us that 
you must have a framework of what you expect to 
happen in the world. We say there are probably going to 
be three things that will happen. 


First of all, the demographic trend is probably going to 
be such that the labour supply will continue to grow very 
rapidly up to about 1980 anyway, based on the forecasts 
of the Economic Council. 

Secondly, again using the data of the Economic Coun- 
cil, we accept the proposition that the public sector is 
likely to grow some more, perhaps not as fast as in the 
past but it still is likely to grow. 

Thirdly, we accept the proposition that external prices 
are likely to continue to grow. As you know, there are 
strong inflationary pressures in Europe and Japan. Fur- 
thermore, there will be an American election coming up 
in 1972, which will tend to provide an incentive for 


expansionary policies and that will further underwrite 
rising prices in that country. 


With that kind of background, it may be we shall see a 
continuing rapid increase in the supply of labour, con- 
tinued pressure for the public sector to grow, and con- 
tinued pressures for external prices to rise. 

I think that is the framework with which we then 
approach the question of the kind of policy options which 
are open to this country. 


I will just review these quickly. I am sure you may 
wish to come back to them in your discussion. The first 
one which we emphasize is labour market policies. It 
strikes us that there is a variety of imperfections, some 
of which we refer to here, which prevent the adjustment 
of labour supplies to labour demand at the present time. 
The kind of thing we have in mind are regional 
immobilities, seniority provisions, minimum wage laws, 
union restrictions, and so on. 

Getting these things changed we fully recognize is 
tough. We are not suggesting it is an easy job. But it is 
also true that something can be done. I think that, if we 
are really serious about the problem of trying to deal 
with unemployment and at the same time rising prices, 
we have to grasp some of these tough problems. That is 
part of the problem. We have done everything else, but 
they are really the tough nuts which remain untouched. 
That is one thing which we would emphasize. A consider- 
able amount of effort is being put into labour market 
policy, retraining programs, and so on. 

At the same time, we would argue for competition 
policy, and here we really endorse the proposals from the 
Economic Council, which you are familiar with. We think 
those proposals should be acted upon fairly quickly and 
we think they might be helpful. 

We would also argue, in this context, that there is a 
case to be made for using the tariffs in order to bring 
greater competition in certain markets where there seems 
to be some element of market power. 

Another area that we argue for—and again it is not a 
new one—is this. We feel, as I am sure many others do, 
that there is need for much closer co-ordination of public 
policy, outside the realm of monetary and fiscal policy, 
with the objectives of stabilization policy and, of course, 
further efforts for increasing efficiency in the public 
service. 

When we talk about public policy, we have more or 
less said that there are basically three or four areas. One 
is the area of food and agriculture prices. We have a 
deficiency payments scheme, which is preferable certain- 
ly to a price support scheme but even there it is tied to 
import restrictions. 

Another type of public policy we have is concerned 
with fostering development in particular areas or in 
regions. Again we would argue that that has to be inte- 
grated into a national stabilization policy, and that has 
not always happened. 

The third area is the social welfare programs. There is 
some evidence that the programs we have in fact inhibit 
labour mobility and that creates problems in stabilization 
policy. 
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We have also got the problem where we initiated 
public programs in the past, it leads to an increase in the 
demand for service but nothing much was ever done to 
provide the supply of that service.. Predictably, the price 
goes up. If you are going to initiate a large public pro- 
gram which provides services free to the community, 
then presumably the demand for that is going to go up 
and then something has to be done on the other end of 
the line to get the supply up as well, otherwise it is 
almost sure that the price is going to go up. 


Another question is the matter of efficiency—that is 
much discussed and we will not say much about that. On 
page 14, we have made three suggestions in order to try 
to improve co-ordination. We suggest that the Bank of 
Canada and the Department of Finance might review 
some of the development and welfare programs that are 
now in existence in this country, to see just what the 
implications are for stabilization policy. 

We also suggest that the functions and capabilities of 
the Treasury Board might be extended, not only to con- 
sider the questions of efficiency and expenditure and so 
on, which they do now, but to feed directly into that 
context the question of stabilization, and co-ordinating 
that objective with all those other desirable objectives. 


The third thing we suggest is that in future it might be 
a good idea, if some departments or ministries come up 
with proposals to initiate a particular program, that they 
should accompany that proposal with some documenta- 
tion as to what the implications of the proposal are, not 
only for employment and unemployment but also for 
prices. Frequently in the past, when we have had these 
proposals, everyone was saying it would create so many 
jobs, and so on; but if you take the view that it has other 
implications as well and furthermore it may have 
implications nationally, not just regionally. 


If it could be made a sort of principle that when a 
department comes up with a proposal to do this or that, 
that inherent in or as a part of that proposal, there 
would be an argued rationale or a careful assessment of 
the implications of that proposal for employment, unem- 
ployment and price stability in the country, I think that 
would have a certain sobering influence on some of the 
suggestions that arise. 


Senator Grosart: You mean, on some politicians? 
Dr. Bodkin: That is what I would like to say, sir. 


Dr. Reuber: Perhaps. Another item which we mention 
here is exchange rate policy. Basically what we are 
Saying is that we endorse the floating rate. We would 
argue we should stay on the floating rate. We would 
further argue, I think, that we should allow the rate to 
float, and that apart from day to day fluctuations, we 
should not interfere too much with the rate which is 
attained. 


Senator Isnor: What is your argument in that category? 


Dr. Reuber: The argument essentially is that if we 
depart from the floating rate it makes it very difficult to 
have an effective monetary policy in this country, as it 
Was indeed the case during the late ’60s. 
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We would argue, furthermore, that if you have a float- 
ing rate you get continuous adjustments and therefore 
probably less adjustment is required than if you have a 
fixed rate, hold it, and then, after the dam is about to 
break you suddenly shift gears and then you really get 
an adjustment. 


Dr. Bodkin: It gives you a bit more independence of 
developments outside Canada—not total independence, 
but somewhat more. 


Dr. Reuber: The next item to which we refer is general 
monetary and fiscal policy. I think we really have two 
points here, which are italicized on page 17 and secondly 
on page 18. 


The first item is: 


Given the openness of the Canadian economy to 
external and especially U.S. price developments, it 
seems evident that any attempt to achieve signifi- 
cantly greater price stability in Canada than in the 
U.S. and elsewhere over any extended period of time 
is likely to entail very high levels of unemployment 
even if various policies are adopted to improve the 
trade-off relationship. 


In other words we say, that, with the best will in the 
world, and lots of action in these areas, it is going to be 
extraordinarily difficult for this country to have a pattern 
of price behaviour which is different from that of the 
United States. 


Senator Grosart: How would you define the phrase 
“extended period’’? 


Dr. Reuber: Two or three years. The second point we 
make is that given that circumstance we feel the authori- 
ties in this country should pretty well set their sights on 
a target of about 4 per cent unemployment, averaged out 
over two or three years. When unemployment is tending 
to go below that level we would argue that there should 
be expansion, even if prices are not immediately rising 
because of this lag effect. On the other hand, if unem- 
ployment is going above that level we would argue that 
there should be contractionary policies, even though 
prices may be rising at a fairly rapid rate. We would 
argue that on the basis of historical experience, and 
assuming the kind of international environment that we 
have had, 4 per cent is a reasonable target. When we 
start pushing beyond 4 per cent we get big unemploy- 
ment and not much in terms of price stability. When we 
go below 4 per cent in terms of unemployment we get 
some real action on the price front. So 4 per cent, so far 
as we can tell from the evidence, seems to be the area to 
aim at. 


Furthermore, it seems better to aim at that kind of 
target, which I know is a modest target compared to 
what some people are saying. We would be much better 
off if we aimed at 4 per cent and sort of stayed at that, 
rather than having it grow from 3 per cent to 6 per cent 
and running that kind of a range. If we could narrow the 
range by not aiming quite so high at times I think we 
might be better off. 
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Senator Grosart: Would you regard 4 per cent as full 
employment? 


Dr. Reuber: No. I would not. I would say that given the 
structure of this country and given the markets we have 
and given our external relations with other countries, 4 
per cent is about the best we can hope to achieve in this 
country without having some really substantial domesti- 
cally inspired price inflation. Now, if we get the labour 
market policy and the competition policy and everything 
else, maybe that target is no longer quite so realistic 
and we can aim lower. But on the basis of historical 
experience up to now, since during the fifties and sixties, 
for example, whenever we go much below 4 per cent we 
have a lag; we do pretty well for a while and then 
pressure builds up and in order to meet the rising prices 
we run it up the scale well over 4 per cent. 


What we are arguing is that if we could sort of focus 
in a little more sharply on 4 per cent we might be able to 
avoid these variations. 


Senator Grosart: But can you really compare unem- 
ployment percentages over a historical series? 


Dr. Reuber: Well, that is a leading question. 


Senator Grosart: It seems to me that unemployment 
today and unemployment 20 years ago are different kinds 
of animals altogether. 


Dr. Reuber: I would agree, if you take it back far 
enough. I would argue, however, that there is some evi- 
dence to suggest that this relationship between prices and 
unemployment is not that unstable. Secondly, I would 
argue that the effect of external price movements in this 
country is such that when we get over 4 per cent and we 
try to defeat international inflation with domestic unem- 
ployment we are pushing on a String. 

I think when you get under 4 per cent, given the 
regional structure of the country and the problems in 
labour markets and so on that I have referred to, then 
bottlenecks develop and you get some domestic pressures. 


The Chairman: In short, you are not attempting to 
solve the political problem but rather the stabilization 
problem. 


Dr. Reuber: That is right. The political problems are 
interesting, though. At this point we are not arguing for 
a rigid 4 per cent day-in and day-out. We are looking at 
it over a two- or three-year period and we are saying that 
if we could focus on the 4 per cent level on unemploy- 
ment, then when it goes over that we could draw back 
and when it goes below we could push the lever forward. 
In that way we would hope to narrow the range of 
variation in unemployment. That might provide a more 
suitable sort of posture for policy than a policy which 
simply runs along until the price index starts to go up 
fast and everybody jams on the brakes and we swing in 
the other direction. 


Senator Grosarti: 
employment? 


What would you regard as full 


Dr. Reuber: In the context of this country I regard 4 
per cent as the target I would aim at. If you want to say 


full employment in an ideal sense, it is zero, but that is 
unrealistic. 


Senator Grosari: Economists have said 3 per cent. 


Dr. Bodkin: I would accept that as minimum frictional. 
There is always going to be some unemployment in our 
kind of economy just because it takes time to change 
jobs. If a person quits a job in one region and moves 
somewhere else, he is unemployed for a short period of 
time. I think 3 per cent would be what one could regard 
as the statistical counterpart of frictional unemployment. 


Senator Connolly (Ottawa West): It would appear that 
if there is such a thing as a halcyon day for employment 
in an industrial economy it will never be the absolute of 
unemployment. We will always have unemployment, and 
the question is what is the minimum that is reasonable in 
circumstances. 


Dr. Reuber: We are suggesting in our brief that it is 4 
per cent. We suggest that is a realistic target in this 
country. 


Senator Connolly (Ottawa West): The point is that 
even if unemployment is only seasonal it becomes a very 
serious matter when it goes as high as 7 per cent owing 
to all the human suffering and privation attendant upon 
it. It is a serious matter not only for the economy of the 
country but for the social fabric of the country as well. 
Ultimately, economics should contribute to the build-up 
of the social fabric of the country. That is the reason for 
economic studies, I assume. In your opinion must we 
accept a certain amount of unemployment because we 
have a growing industrial economy, that is, an economy 
that is growing in industrial development? 


Dr. Reuber: Following upon my colleague’s point 
here, I would say that in this country, with its regions 
and so on, 3 per cent frictional unemployment will be a 
very bare minimum. I would argue further that probably, 
if you are averaging out over time and given the vagaries 
of the circumstances and so on, you would need another 
1 per cent to keep a grip on the system. 

I think as the country develops there is no particular 
reason why that figure should get larger. I believe you 
are dead right in suggesting that when we get over 4 and 
5 per cent unemployment the social and political tensions 
in the country become acute, especially in view of the 
country’s regional character. I think it is a very serious 
national problem. It is an economic problem but it is also 
a political and social problem of major dimensions. 


Senator Carter: You have stressed the abnormal 
growth rate we have had in our labour force, and you 
have said that 4 per cent is geared to that rapid growth. 
If the growth of labour force were to stabilize at a 
certain point, would you still feel that the 4 per cent 
was the correct figure? 


Dr. Reuber: Such a stabilization might relieve the 
situation somewhat. We are framing these policy options 
in the context I outlined at the beginning, and one of the 
points we made had to do with the environment in which 
policy is going to be made in this country over the next 
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five to ten years. We believe that environment will, in 
fact, be one of rapid growth in the labour force. That is 
one element in it, as we see it. If indeed the labour force 
growth stabilized, it might very well be realistic to think 
of a different target. 


Senator Carter: Have you any figures or graphs to 
show when it might stabilize? 


Dr. Reuber: No, we have not. The forecasting on this 
was done by the Economic Council basically up to 1980. 
If you look at the first table of the appendix you will see 
their projections of the rate of growth. The rate of 
growth, as you can see, is tapering off, but it is still 
relatively rapid compared, for example, to the 1950-1955 
period. 


Senator Inman: What was the average of unemploy- 
ment during the years 1940 to 1956? 


Dr. Reuber: Well, during the war it would have been 
very low, possibly below 2 per cent for all I know. I am 
told it was 1.2 per cent. Then during the period 1945 to 
1950 it was still very low, possibly 3 per cent less but 
then from 1950 to 1956 it was over 3 per cent on an 
average. But in many senses during the war period the 
circumstances were very different. 

The other item which we considered, and I shall not 
say too much about it, was that of selective fiscal policies. 
It is our view that these measures which we used to use 
back in the 1940s and the 1950s have been more or less 
abandoned and are out of fashion these days. We suggest 
that perhaps the time has come to reconsider the possi- 
bility of selective fiscal policies—financial arrangements 
on certain types of purchases—there are all kinds of 
suggestions in this area—tax holidays, double taxes, if 
you need that, and so on. We also refer, and I shall not 
mention them further, to proposals to levy taxes on 
wage earners. We do not think much of that. 


We have another proposal here by Professor Weintraub 
that would in effect tax corporations additionally if they 
granted wages in addition to the guideline level. Here we 
have some difference of view, as a matter of fact. I would 
be skeptical of that, but my colleague thinks that in 
desperation he might be willing to try it. 

The important point we want to emphasize here, I 
think, is that we really advocate stand-by fiscal powers to 
be exercised within a limited range on a discretionary 
basis. We fully comprehend that you can always change 
the taxes through the budget and Parliament, and so on, 
but it does seem to us that some attention might be given 
to the idea of arming the Government with stand-by 
discretionary power to change taxes over a certain limit- 
ed range without going through the whole parliamentary 
apparatus. 

We are also suggesting implicity, and this is a point 
which is quite important, that we believe there should be 
more flexibility in fiscal policy relative to the flexibility 
we now have in monetary policy. Fiscal policy in this 
country is a fairly rigid kind of instrument while in the 
area of monetary policy if you look at the variations in 
Money supply, they go up every quarter and so on. We 
are suggesting that perhaps we have relied too heavily on 
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flexibility on the monetary side without providing more 
flexibility on the fiscal side, and if we could provide in 
one way or another for greater flexibility on the fiscal 
side, our armaments might be somewhat improved. 


Senator Connolly (Ottawa West): This is a revolution- 
ary idea. It is contrary to the whole parliamentary 
system. What you are saying in effect, I gather, is that if 
they have discretion in government on the monetary side, 
then they should at least look at the possibility of having 
discretion on the fiscal side. 


Dr. Reuber: That is exactly it. Of course I am not an 
expert on parliamentary arrangements, but I should have 
thought a law could be framed which would within a 
range provide for flexibility. We are not saying that you 
should throw it wide open and that the government could 
do anything it liked with the tax overnight; we are 
Saying that there could be opportunities provided for the 
government to impose consumer credit restrictions or to 
provide tax holidays within a limited range and perhaps 
justifying it to Parliament after the event in some way. 


Senator Connolly (Ottawa West): There is a jurisdic- 
tional problem here when you come to the question of 
prices and wages. 


Dr. Reuber: I agree that this not a simple solution, but 
the general import is in fact that we do this now through 
the monetary side. After all, we have other areas of 
discretionary policy; that is not the only one. In principle 
the precedent has been bent very badly anyway, and we 
feel that by providing greater flexibility on the fiscal side 
we could perhaps provide greater leverage to run the 
economy. Furthermore, we would argue that whatever 
leverage is provided through both monetary and fiscal 
policies should be run within a sort of orderly framework 
basically geared to long-term prospects, and we should 
not have these large variations which in some cases we 
seem to have had on the monetary side. 


The final two options we consider are direct controls, 
and we do not think much of them which probably will 
not come as much of a surprise. In large measure we 
think that that may be substituting one kind of problem 
for another. Obviously if there was a war, it might be 
necessary to do that. Secondly, if you have exhausted 
everything else and you cannot get a grip on the system 
in any other way with unemployment high and prices 
going through the roof, then you may have to do it. But 
within the range of other things we possibly could do 
and given some of the potential problems with direct 
controls, we feel it should be regarded as a third or 
fourth option and should not be at this stage considered 
too seriously. 

There may indeed be sectors of the economy which for 
one reason or another one might regard as being just 
outside normal market forces, and if you can identify 
them and if you know what to do having done so, then in 
principle, of course, you should do it. But, of course, that 
is easy to say. It is not so easy to identify what those 
sectors are, nor is it easy to say exactly what you should 
do after you have identified them. 
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A voluntary incomes policy is the last option we con- 
sider, and we are very sceptical about that. We think 
that is the worst of both worlds since it involves neither 
controls nor non-controls—it is in fact a mirage in many 
respects. If you are going to run a controls system, well, 
then, face the music and have controls. But do not delude 
yourselves that by asking people to be nice guys much is 
going to happen so far as stabilizing prices is concerned. 
This is not just our view. The experience around the 
world has been that these things are established, there is 
a lot of action for a while, and big discussions, and 
nothing much happens. I might mention here a comment 
by Eric Jacobs who was on the British Prices and 
Incomes Board and his general conclusion was that it is 
all a waste of time. I think we would argue in the light 
of the work by David Smith and others that the pros- 
pects of getting much out of that exercise are very, very 
small. 


There is another section in our brief that I would like 
to mention, namely, the question of trade-off relations. 
There is a big argument about that, as to how stable it is. 
We take the view that in the short run there is a rela- 
tionship between price stability and the level of aggre- 
gate demand in the country. We recognize that over a 
period of time you might get expectations develop, and 
that if you ran the economy continuously at 3 per cent or 
10 per cent unemployment everybody would adjust and 
you might not get much extra employment out of it. 

There is a very important point to be made in this 
connection, and we come back to the old point about 
external price level. Expectations about price changes in 
this country are as much geared to what is happening to 
price levels in the United States and in other areas of the 
world as what is happening in this country. We take the 
view that it is just hopeless to try to deal with expecta- 
tions and everything else coming in from outside, trying 
to hold the line when all this pressure is coming in. 
In some sense, if you are willing to recognize this very 
fundamental point, so far as Canada is concerned, then it 
seems fairly evident that there is a limited trade-off. On 
the other hand, there is some when you get up to fairly 
high levels of unemployment. 


The Chairman: Do you make the same point with a 
free and floating exchange rate? 


Dr. Reuber: Yes, we do. We do not believe that it 
makes that much difference in the long run whether you 
are on a free or floating rate. We argue the advantages of 
a floating rate for short-run adjustments. 

I would be willing to argue that in the long run it 
would be the same, but in the short run, when you have 
this extra flexibility, you can adjust. 

There is, however, a theoretical point that if you are 
willing and ready to take the wraps off and to really let 
the rate go all over the place, then in principle you could 
conceive of a more independent policy. There are a var- 
iety of reasons why that does not happen in this country, 
but we can talk about that later. Our case for the free 
rate is not really the case that we would argue, that we 
would have a fundamentally different price pattern in 


this country. Our case is really the short-run adjustment 
case. 

When we look back over history, back to 1923 or 
whenever was the beginning point, through that whole 
period we have had a fixed rate on a flexible rate. We 
keep bobbing in and out. The degree of similarity in 
price movements over that whole period is really very 
impressive. I argued at one point that the variations in 
price between Canada and the United States over that 
period, taken as a whole, are less than the variations 
within the United States in the rate of price change. 


Senator Beaubien: You mean in different parts of the 
United States? 


Dr. Reuber: Yes, when I compare Canada to the United 
States and the different parts of the United States to see 
whether there is much of a difference in pattern. 


Senator Beaubien: That has continued since the war. 


Dr. Reuber: I think so, yes. Regarding the regional 
question which has been raised, this is one of the really 
tough questions. It would be delusion on my part to 
suggest that we have the answer. What we argue essen- 
tially is that we can think of no regional policy that 
would be as helpful, from the standpoint of developing 
the regions and assisting the regions, as a high level of 
demand and employment nationally. If you adopt regional 
policies, which may be quite valid and satisfactory, and 
those regional policies have to push against a national 
level of demand that is inadequate, they will have a very 
hard time of it. To get the most out of your regional 
policies you need to have a generally prosperous country. 
Without that you have problems. 


Senator Grosart: Is that not the very opposite to what 
happens politically? It is when you have a depressed 
economy that you have pressure for regional incentives. 


Dr. Reuber: You are probably right. The pressure 
backs up into the regions that are having problems. Then 
the pressure mounts to require regional policies, which 
brings me to the second point. 


Although it is mysterious as to what a good regional 
policy is in this country, we would argue that the objec- 
tives of our regional policy have to be clarified. When we 
design a regional policy we have to integrate that regional 
policy into our national stabilization policies. It is not 
clear whether some regional policies are in fact in con- 
flict to a certain degree with some of our national poli- 
cies. Again that is very easy to say. We are coming back 
to the co-ordination point. 


Senator Carter: When you say “regional policy”, are 
you thinking of the policies of provincial governments or 
the regional policies of the federal Government? 


Dr. Reuber: We are thinking about both, and certainly 
the latter, which is within the federal ambit. 

Regarding regional policies of the provinces and the 
federal Government, we think that is an important area 
for co-ordination. I did not hear Professor Scott, but I 
gather that he referred to certain devices which might be 
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brought into play to integrate these, and I would endorse 
those. We have had consultative machinery, and we have 
intergovernmental transfers, and so on, which are intend- 
ed to assist. It may well be that we need some additional 
machinery such as that suggested in the Porter Report to 
integrate more tightly the policies of the provinces and 
the federal Government. 


This is an extraordinarily tough area. I can only apolo- 
gize that I cannot say more about this matter that might 
be useful to you. If I had the answer I assure you I would 
be the first to let you know. This is an area where a 
great deal of research is now going on. It represents the 
heart of our difficulties, and is an area where very sub- 
stantial additional efforts are required. 

Another area to which we referred is that of wage 
determination, which is central to this whole discussion. 
We do not think that labour markets across the country 
are working that well. Obviously labour wage rates do 
respond to aggregate demand, but there is some evidence 
that in some areas at least it is not entirely a demand 
phenomenon. There are pressures, and consequently we 
suggest that this is not only an area where you might 
want to do more research and get greater clarification, 
but is an area in which we have to come to grips with 
labour policies, to find out what these imperfections and 
power structures are. When we have discovered them, 
someone has to do something. Professor Crispo, for 
example, suggests that the union hiring halls may be a 
field for consideration. I know there are difficult prob- 
lems, but facing the question of rising prices combined 
with unemployment involves not only difficult problems, 
but difficult solutions. 

The next to final item to which we refer is the matter 
of lags. We put it forward as an explanatory point, saying 
that there are better things and information that might 
reduce lags. However, there should be no misapprehen- 
sion on the point that there will be lags in the system. 
We argue, therefore, that one should perhaps operate the 
levers over a more limited range, not jam them back and 
forward too hard, in order not to overshoot or undershoot 
the targets by too wide a margin. 


The final section is where we put our neck on the 
block a bit and discuss current policy. Again, we feel that 
in discussing policy a view of what the world is like, the 
environment for which the policy is intended, must be 
kept in mind. We accept the view that the economy is in 
an expansionary phase. Prices are likely to continue to 
rise, less sharply, but nonetheless continue. Without 
change in policy we are not likely to reduce the unem- 
ployment rate below 5 per cent in the next year or so. In 
those circumstances we argue that there is probably a 
case to be made for some moderately expansionary 
policy. We vote more or less for some reduction in per- 
sonal income tax and indirect taxes. 


Then we go on to discuss briefly some of the effects 
that might have on the exchange rate and the feed-back 
on the economy. We argue that on balance it would have 
an expansionary effect of moderate dimensions and 
would assist the economy to move towards what we feel 
is the appropriate target of around 4 per cent. 


Thank you very much, Mr. Chairman. 
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The Chairman: Dr. Bodkin, do you have anything to 
add to Dr. Reuber’s presentation? 


Dr. Bodkin: Mr. Chairman, let me be very brief, 
because I know the senators are eager to get to the 
substance of their questions. I would like to comment 
first of all that it was very nice of you to provide a 
blackboard for us. 


The Chairman: We wanted you to feel at home. 


Dr. Bodkin: We academics just do not really feel at 
home unless we have a blackboard. While I will put aside 
the temptation to cover it with equations, I cannot resist 
the temptation to at least put a graph on it and restate 
some of my colleague’s points in terms of that graph. 
This graph is substantially that on page 16 of our brief, 
and is related to the trade-off between the goals of full 
employment and stable prices. This is the rate of change 
in prices level, P dot on that vertical Axis. This is the 
rate of unemployment. That is the numbers unemployed 
as a percentage of the labour force. 


I would like to return to the question of Senator Con- 
nolly (Ottawa West), why must we accept 4 per cent 
unemployment? Basically the answer is one must accept 
something other than zero unemployment, because if we 
do not we will have a very rapid rate of inflation, which 
will also put strains on the social fabric. Indeed, the 
question as to the unemployment rate from 1940 through 
1956 should be broken into two periods. The war period 
contained a special set of circumstances, of course, with a 
wide-ranging set of controls to hold the lid on while the 
principal effort of defeating the Axis was carried for- 
ward. In the immediate post-war period, 1946 to 1956, we 
had low unemployment rates. However, we also had 
fairly rapidly rising prices once the price controls mech- 
anisms were dismantled. So we believe that this relation- 
ship exists in the economy. It is not fixed and immutable; 
it does jump about, because other factors influence it. 
Indeed, it deteriorated in 1968-69 and early 1970. Then it 
shifted upward; there is more unemployment and a more 
rapid rate of inflation at the same time. 


Then, with the depreciation of the Canadian dollar 
beginning last June, it again shifted downward tem- 
porarily, which resulted in a pretty good price perfor- 
mance, although we believe it is likely to be temporary. 
However, there has been some debate in the profession as 
to how stable this is. We take the view that it is fairly 
stable through a medium-run period, five to 10 years. 
Maybe in 20 or 30 years it will become vertical, but we 
think policy must have a somewhat shorter-run focus 
than that. That is one point. 

Indeed, if you will permit me, I might even tell a story. 
The existence of trade-off is a fact of everyday life. I 
would like to tell a personal story, which I think illus- 
trates this point to a large extent. One night after my 
wife and I had a big evening she indicated that she was 
pretty tired and would like to sleep in the next morning 
and would I kindly take charge of our three active, 
dynamic youngsters, ages 14 through to six. At 7.00 a.m. 
they bounced up enthusiastically, I somewhat less 
enthusiastically. Downstairs we went. I was mindful of 
her directive the night before: “Do not order them from 
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my door; that upsets them. Divert them and play with 
them”. I went down and gave it the old college try and 
more or less kept them away and reasonably happy for 
about an hour. At breakfast my wife congratulated me 
on my effort and somewhat incredulously asked, “How 
did you do it?” I said, “They do tend to like cookies in 
the morning and we usually say no; I gave in on that 
point”. She looked at me rather ruefully and said, ‘““Dad- 
dy is a trade-off man”. 

This is a fact of life; often our goals conflict and we 
have to decide what shortfalls in perfection in policy we 
are willing to live with. Sure, 4 per cent unemployment 
is not ideal; frictional unemployment is 3 per cent or 
maybe even 23 per cent. However, the strain on the social 
fabric of 4 per cent unemployment is not that great. You 
will find that most of the unemployed will get a job 
within four to six months. Those with more difficulties, 
such as secondary wage earners, who have other family 
income to fall back on, will be covered by our social 
income maintenance machinery. However, when there is 
6 to 7 per cent measured unemployment, the real prob- 
lem is probably a little greater than that, because there 
are involuntary short time unemployed and people who 
no longer count as unemployed because they have 
dropped out of the labour force. This indicates a tremen- 
dous social cost and a straining of the social fabric. 


I would like to comment briefly on and add to my 
colleague’s comments on incomes policies. We really do 
not think much of these. I suppose one can argue that 
perhaps Canada had to have a try at this, just as other 
countries have. We tend to be very critical of this, 
because really what are you doing with incomes policies? 
If they are to work you have to tell people with the 
power to set their own prices, or with some power to 
negotiate wage or salary increases, to refrain from using 
their power to the utmost, to shift income from them- 
selves and their families to the rest of the community in 
what is regarded as the national interest: the sort of 
community chest approach to economic policy. 


In other words, you are asking people to be nice guys 
for some vaguely defined social goal, and they have no 
assurance that the other people in the community will do 
this. In fact they can guess, on the basis of past experi- 
ence, that they probably will not do it. In this context I 
really think Leo Durocher, the baseball player-manager 
put it very aptly: “Nice guys finish last”. In that context, 
who wants to be a nice guy? In fact, that is why I would 
say if you really think there is a basis for doing this, for 
goodness sakes pass a law so that you can count on other 
people’s adhering to the social convention. Trying to 
count on general goodwill for solving economic problems 
of this sort is not realistic. 

Turning to the question of price controls, I endorse 
what my colleague says, that you may well solve some 
problems but you will make other problems. I have 
taught courses in comparative systems. I have never been 
to the Soviet bloc countries, but I am very eager to go 
some day and see some of these things first hand. The 
stories you get of such economies are fantastic. Sure 
there is full employment, but the unemployment may be 
disguised, and people may be sitting around doing noth- 


ing; they may be responding to the wrong sorts of stimu- 
li. I am critical of this. I would still say probably price 
controls would beat a situation where there is a régime 
of 8 to 10 per cent rates of unemployment. 


The Chairman: Thank you very much, Dr. Bodkin. We 
are now open for questions. 


Senator McGrand: I have two questions, and I will ask 
the second one first because we have just been discussing 
the 4 per cent rate of unemployment. If we should stabil- 
ize unemployment at 4 per cent and salaries and wages 
go up another 50 per cent, could we not end up with a 
kind of stabilizer of 6 per cent unemployment? Even if it 
went to 100 per cent, we may have 10 per cent unem- 
ployment. That is my question, but I now want to make a 
statement. 


We are aware that we have an open economy, with 
great open spaces in the Arctic and so on. We are differ- 
ent from compact countries such as Denmark. The native 
people and the white people who live along the Green- 
land coast have a higher standard of living that the 
natives and the white people who live on our Labrador 
coast, yet they fish the same waters. Denmark, Norway, 
and New Zealand are small countries with limited natu- 
ral resources, yet their unemployment rate is low and 
they have very little poverty. Is there any connection 
between my statement and my question? 


Dr. Reuber: If you are talking about Denmark, the 
Netherlands and some of the European countries you are 
talking about countries which have a totally different 
structure. After all, they are small countries, with homo- 
geneous labour markets, with mobility and so on. They 
are also countries in which the labour supply is growing 
at a much slower rate. It is not surprising that in those 
countries there is a lower level of unemployment than in 
Canada. 


As far as your question on stabilization is concerned, 
when we say we are aiming at 4 per cent unemployment 
we are really saying in the context of the curve we have 
shown that the curve becomes virtually flat at 4 per cent, 
it runs out straight. Given the international environment, 
we do not think you will get much more price stability 
by running up the unemployment rate. We would there- 
fore say that if you aim at the 4 per cent unemployment 
target, that does not necessarily imply that five years 
later you will have a 10 per cent unemployment target. 


Senator McGrand: But if wages and salaries go up 
another 50 per cent? 


Dr. Reuber: It is true that if indeed wages and salaries 
go up 50 per cent unrelated to what is going on in the 
economy, then you may be stuck with the situation my 
colleague was talking about, where you may have to go 
for controls. I guess at this stage we feel, however, that 
would really be indicative of substantial problems in the 
labour market, and that before you get around to direct 
controls, and all kinds of other things that will really 
cause trouble in other ways, the first thing to examine 
is what is the difficulty with the labour market. After 
all, if there is unemployment in one area and wages 
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are going up by 50 per cent in another area, it is not 
clear to me why a fellow cannot move from area A to 
area B and get a job. 


Senator McGrand: My question and what I had in 
mind was this. There are these small countries with 
limited natural resources, with low income, low poverty, 
as opposed to a country such as Canada where wages and 
Salaries are going up rapidly, where we have a high rate 
of unemployment of between 4 and 6 per cent, which 
‘may go up to 8 per cent. This is the point I was trying to 
clear in my own mind. What is the connection between 
rising wages and salaries and a high unemployment 
rate compared to these smaller countries with fewer 
resources, who are perhaps better organized. 


Dr. Reuber: If you are making the point that there is a 
highly imperfect market, that wages sort of march up on 
their own and that therefore creates more unemploy- 
ment, I think that is a valid point in some respects. 
However, I rather think that is the wrong focus, that 
what one needs to look at is why those wages keep up 
when there is all this unemployment. I am not talking 
here about regional unemployment particularly. Why is 
it you can get unemployment rates in Toronto over 5 and 
6 per cent at the same time as Wage increases in the 
construction industry and so on, in which some trades 
are skilled but others are not very skilled? How do you 
explain the phenomenon of these rapid increases in 
wages simultaneously with fairly extensive unemploy- 
ment? Why does not the market work? That is the ques- 
tion. If you can answer that question, maybe you can do 
something about it. 


Senator Grosart: Is not the market really working in a 
non-conventional way? In other words, when you have 
unemployment, have you not a new trend altogether, 
where, to use your term, the monopolistic element in the 
labour force is then demanding higher wages because 
they are not working all the year round? 


Dr. Bodkin: Because they are partially unemployed. 
Dr. Reuber: That is right. It is certainly true... 


Senator Grosart: There is a market force but it is not 
working the way we always assume that supply and 
demand works, but it is working and it is the market. 


Dr. Bodkin: The purely competitive mechanism is no 
longer applicable. They have considerable market power, 
because they have the power to control the supply, but 
there are lots of unemployed individuals with either 
similar skills or who could acquire them in short order, 
who would act as a check on this power to raise wages 
were the opportunity to work there open. 


Senator Grosart: But that is part of the market. That is 
one of the market forces. 


Dr. Reuber: But it is a market protected by some 
device. 


Senator Grosart: Economists seem to use this term “the 
market forces” as though the only market forces are 
laissez faire free forces. 
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Dr. Reuber: No. That is not what we are saying. We are 
saying if you have a market, and we are quite prepared 
to recognize all kinds of imperfections in that market, 
restrictions on entry into it, and so on. 


Senator Grosart: When you use the phrase “imperfec- 
tions” you are saying that anything that is not a free 
market is therefore imperfect, whereas it may not be so. 


Dr. Reuber: Perhaps it is a technical use of the words 
that I am using. If you want to use another word, well 
and good. 


Senator Grosart: It is a bad word, because there are so 
many assumptions behind it that are challengeable. When 
the word is “imperfect”, there are assumptions there. 


Dr. Bodkin: There is a certain value... 


Senator Grosart: It is not just a semantic tag to pull 
out of the air. You use that because there are certain 
assumptions you have there, that the market would be 
more perfect if there were not some of these forces. 


Dr. Reuber: Perfect in the terms of allocating labour in 
a more efficient way. In that sense, it would be more 
perfect. It is imperfect in the sense that it maladjusts the 
efficient allocation of that labour. Now, that is a defini- 
tion of it. 


Senator Grosart: Except that I would still have to 
question your use of the word “efficient”. 


Dr. Reuber: Efficient, in the sense that you absorb the 
labour supply. 


Dr. Bodkin: Or efficient in the sense that out of a given 
labour supply and other resources, you get more output. 
These things not only have inflationary implications but 
they mean there is less total product. produced out of a 
given set of resources. Do you agree that is inefficient? 


Senator Grosari: No, because I would say that effi- 
ciency in the labour market is qualitative as well as 
quantitative. 


Dr. Reuber: What is that? 


Senator Grosart: That is, in price. You are saying that 
you can employ everybody if you have this competition 
and therefore the rates come down, and you say that is 
efficiency in the market. 


Dr. Reuber: We are not saying the rates come down. 
They just do not rise as fast. 


Senator Grosart: It is the same thing. 
Dr. Reuber: No, it is not. It is different. 


Dr. Bodkin: They do not rise by 20 per cent per year 
when there is 25 per cent unemployment in that particu- 
lar sector. 


Senator Grosart: But who is to decide that 20 per cent 
is not efficient; is not perfect? 


Senator Beaubien: I would say that 25 per cent is not 
efficient or perfect in anything, in any sense. 


10:16 


Senator McLean: An economist looks at unemployment 
and inflation. They are not supposed to go together. Is not 
that right? Our past experience on inflation shows that 
higher prices came with low unemployment. This time 
we have inflation, high prices and high unemployment. Is 
this a different situation from what we had before? 
Right? 


Dr. Reuber: No, I do not think so. I think we had much 
the same experience back in the late 1950s. 


Senator McLean: In 1957 and 1958? 


Dr. Reuber: Yes. We had rising prices during part of 
that period. We are suggesting the lags in this situation 
are such. If you look at this Chart 3, on page 40, which 
we have produced here, the first line there gives you an 
idea of the level of deviation of demand from that sort of 
average. 


Then, the next is the deviation of prices from the trend 
and the next is the deviation of the labour share from 
the trend. There is about a 2 or 3 year lag. You put the 
pressure on and you get demand going, and by the time 
wages and prices adjust two or three years have gone by. 
It takes two or three years to work through the system. 
We are really arguing that one of the elements in the 
picture is this lag element. We are also arguing that a 
major element in the picture is the international price 
level. 


Senator McLean: The situation in Canada today just 
does not add up as far as business goes. We have rising 
prices, inflation, and still have very high unemployment 
—6 per cent, 7 per cent, sometimes 8 per cent. 


Dr. Bodkin: The price performance was not so bad 
over the past year. It was approximately 2 per cent, year 
to year to 1970-71. Compare that with 5 per cent in the 
United States, 7 or 8 per cent in Britain, 5 or 6 per cent 
in the Common Market areas. 


Senator Grosart: It was the best in the world. 


Senator McLean: In the last survey, it has not gone 
higher than it has in the past two years. 


Dr. Bodkin: The year to year figure is still only about 2 
per cent. It has accelerated on a quarterly basis. We are 
starting to recover now. 


Senator McLean: We all recognize the fact that if we 
have full employment, we have to have some inflation. 


Dr. Reuber: Yes. 


Senator McLean: That is recognized fairly by econo- 
mists and business. 


Dr. Reuber: Yes. 
Senator Grosari: Not all. 


Senator McLean: In this situation here, with high 
unemployment and rising prices, the businessman is... 


Dr. Bodkin: But, remember the country is not an 
island and, with an economy as open as the Canadian 
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economy—open in the sense that it is open to external 
influences where prices are rising rapidly abroad, over- 
seas and in the United States—you could just expect 
some inflationary pressure from that regard. I would 
agree that it would be puzzling if prices in the rest of 
the world were stable, but they are not. This country has 
had the best performance on inflation in the past year, 
at the expense of close to the worst performance on 
unemployment. 


Senator McLean: My understanding of inflation, over 
years in business, is that with low unemployment there 
were more dollars chasing fewer goods and, of course, we 
had inflation, and rising prices. But in this situation 
today it is not working that way. 


The Chairman: I think what the witnesses are saying is 
that in effect it is working except that due to the lags in 
external price influences it is not working quite as fast as 
we would like it to work. 


Senator McLean: In other words, they do see a cure? 


The Chairman: They say that the only possibility that 
they can see is to do such a thing as setting the norm at 
4 per cent unemployment, and that is your trade-off; that 
you accept 4 per cent unemployment, and your stabiliza- 
tion policies are built around that 4 per cent. 


Senator McLean: Then, 4 per cent is recognized as 
healthy for this country? 


The Chairman: No, they are saying that with 4 per 
cent you can get a fair trade-off; you can stabilize. 


Dr. Reuber: We are saying essentially that 4 per cent 
we think we could live with, with the price implications 
of a 4 per cent level of unemployment. That might mean 
a fairly rapid increase in prices if the United States is 
inflating at 5 per cent a year. We are sure it would. If, on 
the other hand, the United States price level is stable, 
then we think that a 4 per cent level of unemployment in 
this country would probably result in fairly stable prices 
in this country. 


Senator Nichol: Dr. Reuber, I have two questions, 
which are connected. The first one is on the question of 
lags. It seems to me to be right at the very crux of the 


‘whole problem. The debate which is going on in the 


country always is as to what our economic policy should 
be. It has its base, I suspect, in the problem of iden- 
tifying where we are. You have been very specific in 
your suggestion of 4 per cent as a means of overcoming 
this lack of knowledge, perhaps, that we have about the 
lags. In other words, you identify this as a point about 
which we can operate regardless of what may appear to 
be extraneous forces. So, the first question I wan to ask 
you is: Accepting a 4 per cent point as a base point 
about which we operate fiscal policy, and perhaps 
monetary policy, what else can we do about identifying 
these lags? How ignorant are we of these lags, and how 
they work? 


Dr. Reuber: I think we are fairly ignorant. The 4 per 
cent point, I agree, is an arbitrary point. It is not a 
number just pulled out of the air. 
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Senator Nichol: I did not mean that. 


Dr. Reuber: If you look at the evidence over the past 
that seemed to be a point where, if the rest of the world 
was stabilizing, we could stabilize, and vice versa. So far 
as the lag question is concerned, I think one needs to 
distinguish between the so-called inside lag, which is 
the lag of getting the whole policy machine unravelled, 
and the outside lag, which, once you have taken an 
action, is how long it takes for anything to happen out 
there in the bushes. 


Senator Nichol: That is right. 


Dr. Reuber: I think you have to have a separate attack 
on both ends of that. On the inside lag, as we suggest in 
the brief, this is really a matter of having better econom- 
ic information more rapidly; it is a matter of having 
improved and sharpened-up administrative procedures so 
that when information comes in it is fed in very directly, 
and somebody is there to do something with it. This ties 
in with our idea of discretionary powers for fiscal policy. 
You do not have to sit down and prepare a budget speech 
and all the rest of it as now. You can act. 

With all that you are still going to have an inside lag. 
It is just undeniable. On the outside lag, we suggest there 
are two factors. First of all we would argue that by 
setting a more predictable policy framework, that in 
itself will reduce the outside lag. If the public and every- 
body concerned knows what the target is and sort of 
knows how you operate the framework within which you 
operate more clearly, then expectations by the public are 
going to work with you. That in itself will reduce the lag. 


We would also argue that sometimes our policies are of 
a nature that they increase the lag. To the extent that 
the incomes policy had any effect it probably increased 
the lag. In other words, you slowed down price increases 
in certain sectors for a while only to find subsequently 
that you got not only the current shot on prices but you 
picked up all the past that had been more or less 
deferred. Another way in which we may increase the 
outside lag is when, for example, we restrict interest rate 
changes or exchange rate movements by sort of smooth- 
ing things out over a long period of time. Instead of 
letting the market really move we stretch things out and 
blunt the effectiveness of the market in bringing about 
the changes that are sought. Again, as with the other 
kind of lag, you are still working in a world where 
everything does not happen simultaneously. 


I think, however, that with some improvements it is 
still realistic to think in terms of a discretionary policy. 
In other words, we do not support the notion that you 
want a kind of automatic pilot, where you set the money 
supply at 5 per cent and fiscal policy at whatever per 
cent you wish, and you go on holidays and let her run. 
The basis of the automatic proposal is that with the 
discretionary proposal you are wrong as many times as 
you are right and, therefore, with the automatic system 
you could not do any worse. That is more or less the 
argument. We do not accept that argument. We argue 
that you are not going to do a perfect job with a discre- 
tionary system, but that at least there is hope that you 
will do better with the discretionary system than with 
the sort of automatic formula type of policy. 
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The Chairman: Are there any automatic stabilizers 
such as consumer credit controls which would have to 
come into play at certain levels? 


Dr. Reuber: We would not argue that those should be 
invoked automatically. 


The Chairman: Would you never have any automatic 
controls? 


Dr. Reuber: The words “automatic stabilizer” refer to 
certain built-in stabilizing factors such as unemployment 
insurance which becomes operative when people become 
uemployed. 


The Chairman: I think what we are talking about here 
is fiscal measures that would be employed automatically 
on the happening of certain events so that there will be 
no decision lag. 


Dr. Bodkin: We have something of that in the tax 
system already, where tax collection occurs automatical- 
ly. 


The Chairman: I realize we have that in different 
forms already, but I am talking of the imposition of 
policies that are strong fiscal measures. 


Dr. Reuber: We would not argue in favour of setting 
up some kind of formula according to which, if some- 
thing happens, a light goes on and consumer credit con- 
trols are suddenly applied. That is not what we are 
arguing for at all. Really, we are arguing for an inter- 
mediate position, a position between the present system 
and a really automatic system. We would like some 
limited discretionary power to be made available to the 
Government so that at the Government’s discretion it 
could invoke some fiscal measures over a limited range 
to give a little more flexibility to the fiscal lever than it 
now has. 


Senator Beaubien: But, Dr. Reuber, the Government 
has every discretionary power now. Any minister of 
Finance can get up in Parliament and say, “With effect 
from today this is the law’. There is no doubt that he 
could put on a special tax or reduce a special tax. So far 
as “fiscal” is concerned, the Government has every dis- 
cretionary power now. 


Dr. Reuber: You are quite right. They do have that 
power. What we would like to see is that power high- 
lighted so that it is visibly there. We hope that would 
provide an incentive for them to use it on occasion. 


Dr. Bodkin: On Senator Nichol’s question concerning 
lags, there are two points I should like to add to my 
colleague’s comments. One, it may well be that the lag on 
the so-called real side—that is, price level deflated output 
and unemployment—is somewhat shorter than the lag on 
the prices side, and that is going to complicate your 
problems of designing efficient policy. 

The other point I would add is by way of analogy. You 
could compare using the lag system to driving an automo- 
bile: when you press the accelerator you get a pretty 
quick response; when you step on the brake you also geta 
pretty quick response. But if you designed an automobile 
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so that for some reason when you stepped on the acceler- 
ator it took a long time for the acceleration to build up, 
and similarly when you stepped on the brake, and just to 
make life interesting the lags were not quite the 
same—and perhaps there was even a random number 
generator in there—then, if you are driving that sort of 
car you would want to drive it with rather more caution 
than you would drive your ordinary automobile. In a 
sense that is why we are saying that when you focus on 
a target rate of unemployment you may focus on some 
short fall from full employment because if you skate too 
close to getting there in the minimum possible time you 
may fall into a few ditches on the way. 


Senator Grosart: To carry your analogy through you 
should have said “skid” instead of “skate”. 


Senator Nichol: If you are collecting analogies on this 
question, I might repeat one that I heard from an econo- 
mist not long ago. He suggested the situation is like a 
man who takes a rock and ties an elastic band to it. He 
throws the rock as hard as he can and when he sees that 
it is just about to disappear from view he starts to pull 
back hard on the elastic. The rock starts moving back 
towards him and eventually he sees that the rock is 
coming extremely quickly so he starts to push on the 
elastic. It does not work, so his only alternative is to duck 
and watch the rock disappear the other way whereupon 
all he can do is start pulling on the elastic again. 


Dr. Bodkin: That is a nice analogy. I had not heard 
that one before. 


Senator Nichol: I should like to go back to the question 
of the two kinds of lags and deal first with the question 
of the inside lag. We have been told by one of our 
witnesses—I think it was Dr. Ostry—that the Canadian 
system of economic statistics was as efficient, as good and 
as up to date, as any in the world. Let us assume for the 
moment that that is so. How far are we off the mechani- 
cal and statistical systems which we need to identify our 
point in time on this question of inside lags. After that I 
want to ask you a question on outside lags. 


Dr. Reuber: I think I agree with what you have been 
told about our statistical service: I think they are doing a 
very good job. But I think they would be the first to 
agree that there is always room for improvement. I think 
the advent of the computer, and putting a lot of our data 
on the computer and being able to regurgitate it very 
quickly and in readable form, has been a very, very 
substantial change. Now I am not quite sure that we have 
exhausted all the possibilities along that line. I know, for 
example, in terms of forecasting there is a great deal of 
work going on in Ottawa developing models, trying to get 
a grip on the outlook, and I think you really have to do 
that if you are going to cut back on the lag. You cannot 
just look at what is happening today; you have to look at 
what is going to happen two days from now or two years 
from now. 

I think the other thing that has to be recognized in this 
context is that in some sense you have to gear your level 
of expectations about policy to the kind of system you 
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are in. I think anybody who expects this country to walk 
along a tightrope of 4 per cent or 34 per cent or any other 
per cent is just wasting his time. That is just not going to 
happen, and we have to allow for variations. My personal 
view is that we have made great strides forward in 
improving our statistical data and our understanding of it 
and so on, but there still remains much to be done. 


Dr. Bodkin: Indeed in one specific area where I do not 
think one could give the DBS the highest mark is in 
preliminary estimates of national income. I understand it 
takes about 13 or 14 weeks between the end of the 
quarter and the preliminary estimates while in Washing- 
ton it is done in three or four weeks. 


Senator Nichol: I remember in the fall of 1969 asking 
five automobile dealers whom I knew in different parts of 
the United States how the automobile business was, and 
they all replied that it was terrible and that they could 
not sell cars. The same day there was a major newspaper 
story which gave very good statistics about the automo- 
bile industry. This was a lag, and it is a specific instance 
of where the statistical system was away off what was 
really happening. 


Dr. Reuber: I think there is work to be done. I think by 
surveying more you would get more current information. 
I think there are a variety of things that one could do to 
improve our information, but we must keep in mind that 
it is a matter of resources. I am not referring just to 
money, but also to the question of people to do this. If we 
did more surveying of what is happening and if we had 
more highly mechanized computer systems for handling 
information and if we were willing to develop more 
models which could project forward on the basis of a 
month or two months or three months on the basis of 
very limited information I think we could cut down on 
this lag. But we could not eliminate it. 


Senator Nichol: Could I move for a moment to the 
outside lag? I want to ask more or less the same question. 
I think it was widely assumed in recent years—and you 
may correct me on this—that if, as you have been saying, 
a lot of people were out of work, the market would 
operate and wages would in extreme cases fall. It seems 
to me to be obvious that with the strength and the bar- 
gaining position in political terms and in business terms 
of the unions—and I am not being critical of this because 
that is what they were set up to do—a great number of 
people will go out of work before wages drop. What is 
the degree of sophistication of our measurement of these 
types of lags? When a monetary policy is introduced 
which, for instance, restricts the construction of housing 
and then people predict that housing starts will drop 
from D to Y, is there work being done or do we know 
what effect, if any, this will have on wages and how long 
it will take to come in? How sophisticated are we in this 
type of thing? 


Dr. Reuber: We have limited sophistication. 
Senator Nichol: It is obviously extremely complicated. 


Dr. Reuber: I think the whole area of lags—let me 
explain first of all that the way this whole business is 
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measured now, the outside lag, is really through some 
very mechanical statistical procedure in most cases, and 
while that is useful and gives some indication, it is not 
sufficient in the sense that it is mechanical and that it 
does not give you much insight into the process in many 
cases. So that in some of the work I did early in the 
1960s, the kind of lag 2 was coming up with in the 
relation between unemployment and wages—by the time 
the total thing had exhausted itself—was of the order of 
two or three years which was more or less consistent 
with this chart. There have been reports recently by, I 
believe, Arthur Smith which indicated that if you look at 
the collective bargaining agreements you see that the 
so-called front-loading arrangements on these are such as 
to indicate that the big increases in wages are at the 
beginning of the contract period and at the end they 
taper off. This suggests that unemployment in fact is 
having effects on those agreements. I would argue on the 
basis of these impressions that we are talking about two 
or three-year lags. I think, however, that this is an area 
where we have not really done that much work in terms 
of hard-nosed research at a very detailed level. 


Dr. Bodkin: Of course there have been a number of 
econometric studies that have focused on this issue and 
attempted to measure the lag, but, as my colleague says, 
they are fairly mechanical and they are sensitive to the 
choice of the statistical form in which you carry out the 
estimation. A number of people have built a number of 
econometric models in which they have tried to answer 
this. I think the general consensus is that it is of the 
order of two to four years, but there is some divergence 
of opinion. One area where the consensus is coming 
down, I think, is that in this outside lag, the lag on the 
price and wage side is longer than the lag on the employ- 
ment, real economy, real output side, and that compli- 
cates your problems enormously of demand management. 


Senator Grosari: Has anybody attempted to put time 
numbers on the different kinds of action that could be 
taken? You say two to four years. You are referring to 
controls or action in the aggregate. I am referring, for 
example, to the difference in time lag between foreign 
exchange controls, retail credit restrictions, money supply 
action, and dollar flotation. There must be different time 
lags on these things empirically. 


Dr. Reuben: I am not aware of any studies in this 
country that have attempted that. There may be some in 
the United States. 


Senator Grosari: We hear a lot about tax reduction. 
There must be some that will have a much shorter time 
lag than others, which would be an_ important 
consideration. 


Dr. Reuber: There is evidence on taxes. 


Dr. Bodkin: In some of these statistical macro-economic 
systems that one attempts to estimate empirically, you 
can run the economy. Of course, you cannot run the 
economy in a test tube, but you can run your statistical 
system in a test tube and hope that it represents an 
economy well enough to draw some lessons. In that 


regard you can measure the various lags. For the simu- 
lated system you can measure the various lags for expen- 
diture policy, tax policy and monetary policy. 

The general consensus is that tax policy works a little 
more rapidly than expenditure policy. Monetary policy is 
very sensitive to how you model the monetary side of the 
economy, although the view of the Chicago school in the 
early sixties was that monetary policy had a long and 
variable lag. Generally this does not seem to hold up in 
these econometric models, and it seems that the lag in 
monetary policy is more like the traditional view, that it 
seems to work fairly rapidly. 


Senator Nichol: In talking about the identification of 
these lag problems and the effect on policy, first, there is 
the question of where we are, secondly, the question of 
what we should do, and thirdly, how we should do it. 
The question I want to ask is basically the same one that 
I asked Dr. Scott, namely, the mechanics of putting an 
economic policy into effect in Canada. We have 
municipalities, provinces and the federal Government. 
The federal Government is responsible for overall wel- 
fare of the Canadian economy. Yet we have a federal 
Government which is spending only a third of the total 
money that is spent in Canada and the municipalities and 
provinces are spending two-thirds. 


Within the federal structure we have the Department 
of Finance, the Treasury Board, the Economic Council of 
Canada, which is a subsidiary organization, the Bank of 
Canada, and so on. How much of our problem, in all the 
things we have been discussing, lies in organizational 
inefficiency of the structure? In other words, we have all 
kinds of people studying different economic problems. We 
have heard from many people, all of whom are working 
in slightly different fields. How can we solve this problem 
unless we have some sort of efficient central economic 
organization operating in Canada? Is such a thing possi- 
ble, and, if so, what sort of structure would you 
envisage? 


Senator Isnor: Why do you say they are inefficient? 


Senator Nichol: I mean inefficiency in the sense that 
the organization is so complicated and so many people all 
across the country are working on the problems of 
Canadian economics. Even if the problems, the lags, and 
the policies could be identified properly, how could they 
be put into effect in our system? 


Dr. Reuber: You have two problems of co-ordination. 
One is within the federal Government and one is across 
governments. Within the federal Government there are, 
as we suggest in our brief, a number of steps that could 
be taken which we believe would integrate more tightly 
the objectives of stabilization policy with the other objec- 
tives that these policies are intended to serve. Whether 
that is the whole story is not clear, but if something 
along that line were done it would improve the situation. 

We have to recognize that whenever you get a govern- 
mental structure as large as it is federally and nationally 
you will inevitably have problems of co-ordination. That 
is part of the beast. Those are the steps that we would 
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suggest as a start towards closer co-ordination, within the 
federal structure between governments in the country. 


We have not been very imaginative in pursuing some 
of those lines that were suggested in the Porter Commis- 
sion and which Dr. Scott suggested in his discussion. I am 
not sure that it would work. We have relied very much 
on consultation and we have had bigger and better con- 
sultation as time has gone along. We have used inter- 
governmental transfers as part of the apparatus. If we 
could link up stabilization policies more directly with 
some special kind of structure, such as were proposed in 
the Porter Commission, it would be quite helpful. 


There are a number of other things that might be 
considered. For example, the Senate committee is proba- 
bly a very significant development, and I hope it will 
continue and develop into a forum where some of these 
things might be aired on a national basis, where you 
could hear not only academics and federal civil servants, 
but you might also want to bring in the provinces to 
have their say on how they see stabilization policy in 
this country. This could be done on a regular annual 
basis. 

This is not the first time this has happened. There have 
been other parliamentary committees. But I think this is 
a fairly new departure, as far as I know at least. It is to 
be welcomed and it might make a useful contribution in 
terms of getting ideas on the table. You may scrap 99 per 
cent of them, but one idea every year is not so bad in 
this area. 


Within provinces I suspect there will inevitably devel- 
op as we go along a more sophisticated approach to eco- 
nomic policy generally, and certainly to the question of 
stabilization. It is true to say that in the past the prov- 
inces have not felt that this was in their bailiwick. This 
has been very much on the back boiler. That was for the 
“feds” to look after, and they look after some of the 
other things. There may be a change in that view, espe- 
cially when it gets connected up with regional problems 
and with the central provinces where a lot of this unem- 
ployment occurs. There tends to be a certain amount of 
banter back and forth in which governments tends to 
blame the fellow afar for what is happening in this 
particular area. 


As provincial governments develop in sophistication 
and so on they should be brought more closely into the 
framework of discussion, at least, of stabilization policy. I 
appreciate that that is all very general, but it is how a 
very tightly co-ordinated stabilization mechanism is 
organized in such a federal system as ours. The whole 
point of being a federal country is that it allows some 
scope for regional autonomy. Obviously we are not a 
unitary state: I do not have to remind anyone in this 
room of that. However, it is also true that we could 
initially, through discussion and somewhat greater co- 
ordination, hope to develop somewhat tighter machinery 
than we now have. 


Senator Beaubien: Professor Reuber, I would like to 
take you back to the devaluation of the Canadian dollar 
in 1962. I know that the Government of the day was 
very, very reluctant and were very surprised at the 
amount of pressure on the Canadian dollar. Do you sug- 
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gest that we should have had a floating rate some time 
before that? 


Dr. Reuber: Well, we had a floating rate before that 
and went off it on to a fixed rate. From 1950 to 1960 was 
a fairly muddy period of Canadian economic history. 
There was a great deal of difficulty between the Govern- 
ment and the Central Bank. 


Senator Beaubien: But we could not keep the money 
up. 


Dr. Reuber: We did not have to go to a fixed rate in 
1962. 


Senator Beaubien: That was after the event; our 


money came down from $1.05 American. 


Dr. Reuber: It came down in a very strange way, we 
sort of talked it down. 


Senator Beaubien: I think if talking had been of any 
use it would have stayed up. You will remember all the 
remarks about the “Diefenbuck”. I do not believe the 
Government had a desire to see it go down, at least not 
that far. 


Dr. Reuber: The Government had a desire to see the 
rate come down, because it had an unemployment prob- 
lem and was interested in seeing some depreciation of 
the rate in order to stimulate employment at the time. 
That was one of the reasons to attempt to talk it down 
by making snarly noises and so on. 


Senator McLean: Why would that not work again now, 
to talk it down? 


Dr. Reuber: I do not think for one moment that we 
could run an exchange market with hot air. We obviously 
have to operate on the basis of market price. The experi- 
ence of talking the rate down in the sixties was not all 
that ominous for the effectiveness of that instrument. 
However, there was no doubt that in many ways it was 
felt desirable in view of the unemployment in the coun- 
try to have a depreciation of the exchange rate. I am not 
objecting to the exchange rate being depreciated at the 
time; I really do question going off the rate. After all, we 
could have let the rate go; that might have meant it 


‘would have gone to 90 cents for three or four months, or 


even a year. 


Senator Beaubien: Were we not really forced by our 
trading partners? They have always tried so hard to peg 
everyone’s rate. 


Dr. Reuber: They have tried, but we have shown that 
we are willing to shift quickly on our feet in response to 
that pressure. We never really have been restricted by 
the IMF rules in the matter of a fixed or free rate. 


Senator McLean: You are very strong on the point that 
the rate should not be fixed down. Why? 


Dr. Reuber: Because a free rate allows us greater 
independence in the short run to follow a somewhat 
independent policy. Secondly, it makes for smoother 
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adjustments in line with changing economic develop- 
ments over time. If we had had a free rate in the sixties I 
think there would have been a somewhat different pat- 
tern of price movement. 


The Chairman: Suppose there were a free rate, without 
any intervention to control the rate at which it moves, 
and all countries were to adopt the same policy. Have 
you given any thought to the implications of that situa- 
tion and the possibility that it might lead to international 
chaos? 


Dr. Reuber: Sure I have given thought to it, but I do 
not think that when we talk about Canadian exchange 
rate policy we necessarily have to assume that the whole 
world has to go on a free rate. We are not that impor- 
tant. Whether you wish to term it a free or fixed rate, 
one of the problems we have had in the last decade 
internationally has been to inject somewhat greater flexi- 
bility into the international monetary system. We have 
just seen an experience where, after everything else 
more or less was tried, eventually some countries have 
adopted a freer rate. If I were to make a guess, I may be 
quite wrong, I would suggest that the trend for the next 
decade is likely to be toward greater flexibility in 
exchange parties. 


Dr. Bodkin: We do not object to day-to-day stabiliza- 
tion operations to iron out daily or possibly seasonal 
fluctuations. However, we think that anything beyond 
that may postpone adjustments to the point where pres- 
sure builds up and something dramatic has to be done, 
which also involves dramatic rewards to speculators. 


Senator McLean: We are an exporting nation. There- 
fore, with the floating rate up to 99% or 994 cents, 
Canada is not competitive in the export field. Dr. Okita 
illustrated in his table that the government of Japan 
subsidizes that country’s export commodities. How are 
we to again become competitive in the export field with 
the dollar value at 99 cents? When it was down to 92 
cents it gave us 73 to 8 per cent which, of course is a 
very good profit in any business. How are we to obtain 
this 75 to 8 per cent in order to make ourselves com- 
petitive in the export field? 


Dr. Reuber: I think we are competitive in some fields. 
It is certainly true that our current account balance has 
looked pretty good, and does even now. We must recog- 
nize that if exports are increased it is inflationary and it 
draws off resources. One of the areas that will have the 
effect of helping to slow things down is a slight with- 
drawal from exports. That is not to say wipe them out. 


Senator McLean: But Canada cannot consume all she 
produces; we must export. 


Dr. Reuber: But we are discussing marginal varia- 
tions, not huge swings in export trade. We suggest that 
with modest adjustments in the exchange rate we can 
achieve modest adjustments in the international balance 
which, in turn, will help give modest adjustment in the 
level of aggregate demand. We are not speaking of wild 
Swings all over the place, but marginal adjustments. 
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Senator McLean: The economist sees one side, the 
businessman the other, but he has to do business. How 
can he when he is 8 per cent behind the eight-ball before 
he starts? 


Dr. Reuber: What he loses on the merry-go-round he 
makes up on the swings. He has to take a longer view. 


Senator McLean: That is no answer. 


Senator Inman; What influence, if any, do the wit- 
nesses consider welfare policies have on the whole area 
of unemployment? Since you gave examples, I will give 
you one that I have. For a couple of months I wanted to 
hire a housekeeper. The salary was perfectly satisfactory; 
she was delighted to come. It was an easy job, one person 
and a few guests here and there. When all the arrange- 
ments were made she asked, “Now, you keep toursts?” At 
one time the place was used as a private tourist home. I 
replied that I was sorry, but no, because I used to have 
the family from home sometimes, and that was my mis- 
take. She then told me she could not take employment 
anywhere where she could not get unemployment insur- 
ance stamps, because she did not intend to work all 
winter. That is one example. 

The other example was when I had to have repairs 
done on my house at one time and hired a carpenter. I 
was away in Ottawa for a couple of months, but when I 
got the bill it was for three men. I questioned that, of 
course, and the man I originally employed said that to 
get unemployment stamps he had to hire two people so 
there were three of them, because he did not intend to 
work in the wintertime. 


Senator Beaubien: Did you pay the bill? 


Senator Inman: There was not much else I could do 
about it really. 


Dr. Reuber: There is some evidence that the social 
welfare policies are adding to the problem of high levels 
of unemployment. This is an area that, I must say, has 
not been examined all that carefully by means of objec- 
tive research. Examples such as that are cited, and there 
is some economistic and statistical evidence to support 
them, showing, that this is a significant phenomenon in 
the country. The problem is how to design a social wel- 
fare program which does not have that effect. I do not 
know the answer to that, and I am not sure that anybody 
does. 


We suggest in our brief that that is one of the ques- 
tions that might be examined to see whether some 
modifications could be made in the social welfare pro- 
grams, to provide a somewhat greater incentive for 
people to work, even though they are still provided with 
these welfare programs. One argument in the past, which 
had some legitimacy, was that people want to work, and 
the fact they can get welfare will not deter them from 
that. I think that argument is wearing a little thin, espe- 
cially when the return on not working may in some cases 
be quite comparable with the return from working. As 
you know, in the United States a great deal of attention 
has been given by the present administration to redisign- 
ing their welfare programs to remove the disincentive to 


10: 22 


National Finance 


May 20, 1971 


work. I am not sure what has been done in this country, 
but I am not aware that it has been examined in as great 
detail, and I think it is certainly an area where there is 
some room for study, and perhaps policy changes. 


Dr. Bodkin: In the instance you cite, Senator Inman, if 
there were a sort of universal welfare program so that 
participation did not depend on working in a home ser- 
vicing tourists or requiring three men instead of one, if 
there were a sort of minimum floor so that by working 
you earned more, in the two instances you cite that 
disincentive to work would be absent. It is a real prob- 
lem, because part of the reason we need a welfare pro- 
gram is that we do not operate the economy at full 
employment, so therefore we need something to ease the 
social strains when there is unemployment. Of course, we 
may need it for people who are unable to work, such as 
the deserted mother with young children and the physi- 
cally incapacitated. 


Dr. Reuber: Another aspect is that with a universal 
welfare program we tend to get fairly standard rates of 
pay for welfare, and those emoluments may have quite a 
different purchasing powr in some parts of the country 
compared to other parts of the country, partly because of 
the way families are organized, the way they live, partly 
because the purchasing power of the dollar may differ 
from one part of the country to another. Ii Seas tarcly: 
complicated subject, and one that we really must come to 
grips with now that we have large welfare programs. 


The Chairman: What you are saying is that all those 
policies should be examined and re-re’examined on the 
basis of their effect on stabilization policies generally? 


Dr. Reuber: This has not been totally ignored; I am not 
suggesting that. I am suggesting that in the past our 
welfare programs have been designed and put together 
without too much emphasis having been given to the 
stabilization aspect. I think time may be due for taking a 
hard look at how they could be modified to make them 
somewhat more consistent with the objectives of stabili- 
zation policy. 


Senator Grosart: How valid is the assumption of this 
implicit relationship between unemployment and price 
stability? There seems to be an assumption running 
through all the discussion that wage levels are a compon- 
ent of instability in prices, yet Dr. Okita yesterday told 
us that in Japan in the five years to the end of the fiscal 
year 1969 the consumer price index had increased 7 per 
cent, whereas wages had increased by 14.6 per cent over 
the same five years. 


Dr. Bodkin: Is that on an annual basis in both cases? 


Senator Grosart: An average. 
Dr. Bodkin: An average annual basis. 


Senator Grosart: In one case it was taking the con- 
sumer price index in 1965 as 100, and in the other a 
straight percentage, and if you divided the total percent- 
age of the five years by five you got 14.6 per cent. How 
can you relate the two? 


Dr. Bodkin: That I can explain very easily. 
Senator Grosart: You are a good man if you can. 


Dr. Bodkin: Japan has had a growing economy, with 
about 7 per cent productivity growth, a 14 per cent wage 
increase gives you roughly a share in the national econo- 
my which remains stable, as it tends to, and you have 
about an expected rate of inflation of 7 per cent. What 
was the consumer price index increase? 


Senator Grosart: It went from a base of 100 in 1965 to 
134 in 1969. It averaged out at about 7 per cent. 


Dr. Reuber: Japan has had this very rapid increase in 
productivity, which has allowed wages to rise much more 
rapidly than prices. The other aspect that could be 
argued is that Japanese wages have in some sense been 
catching up; they started from a low level with high 
profits, and then they have been infringing on those 
profits over time. Even without a productivity change 
there is a wedge there that they could infringe upon. 


Senator Grosart: My question was why, if you have 
this 14 per cent average wage increase in manufacturing, 
there was not a concomitant increase in the consumer or 
price index. 


Dr. Bodkin: Primarily productivity changes. 


Senator Grosart: Well, yes, over the same period there 
was 18 per cent per labour capita productivity increase. 


Dr. Reuber: Far higher than almost any other country. 


Senator Grosart: Ours was 1.1, although not in that 
period. A year ago it was 1.1. Why is that? Why is our 
productivity so low? 


Dr. Reuber: 
question. 


That is a sixty-four thousand dollar 


Dr. Bodkin: There are a couple of answers to the 
question. It is not the level that is so low. The level of 
productivity is still higher in this country than in Japan. 


Senator Grosart: What do you mean by “level”? The 
aggregate level? I am speaking of per capita. 


Dr. Bodkin: The output per man, the amount of actual 
real physical output in this country is still higher than in 
Japan, but it is growing more rapidly than in Japan. Why 
has it been growing more rapidly in Japan? There are a 
number of factors. The proportion of national income 
devoted to investment there is the highest anywhere. 


Another phenomenon is that they started from a very 
low base and of course this source— 


Senator Grosart: That is not the point. I realize the 
reasons for the Japanese miracle, as we call it. Why is 
ours so low? Why was it that in the period from mid- 
1969 to mid-1970 the lowest countries in the OECD world 
were Canada, the United States, the United Kingdom, 
and Italy? 


Dr. Bodkin: Because those were the countries that 
were deflating at the time. When there is a short run 
phenomenon and when you step on the brakes, you do 
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not get very much productivity gain in measured terms. 
It is part of the statistical artifact that when you cut 
back on demand, real output falls; you cut back some- 
what on unemployment but not too much, at least initial- 
ly, so that output per employee does not go up very 
much, because you are holding on to some labour in 
hopes that the economy will improve. 


The long run productivity growth scale in the decade 
of the 1960s in this country was much higher than 1.1 per 
cent. It was much closer to 3 per cent. That is a short 
term phenomenon. When you restrict aggregate demand 
and step on the brakes in this way, you are going to get 
poor productivity performance in that particular year. 


Dr. Reuber: Another element in the picture, I think, is 
the growth of the service sector. There are two problems. 
One is that measuring productivity in the service sector 
is extraordinarily difficult. I am not sure we really know 
what has happened to productivity in the service sector. 


Senator Grosari: Probably none, in most cases. 


Dr. Bodkin: We would argue it may be better than 
measured. For example, we measure productivity in, let 
us say, medical services, by numbers of hours doctors 
spend, by office visits, or something like that, but really 
what you are interested in is the advocacy of the service. 
Hospital stays, for instance, have really trended down 
dramatically in the last 15 years for similar sorts of 
illnesses. 


Senator Grosart: You are back to advocacy. What 
about women’s hair dress? 


Dr. Reuben: There are two problems. One is the meas- 
urement problem in productivity. The second problem is 
that if you have a large service sector—let us assume 
that the measures we have are not too far off and that it 
is true that productivity in the service sector is low and 
rises slowly, then you would expect that to have an effect 
on the overall trends of productivity. 


In the development of the public sector, which I 
referred to, I think it is true to say—I am not necessarily 
Saying it is inefficient—that because of the service nature 
of the sector productivity growth is slower as that sector 
gets bigger in the economy, and that will have a drag on 
national productivity trends. 


Dr. Bodkin: And similarly in the universities. 


Senator Grosart: What worries me is that it is counter- 
balancing the other trends that should show—for exam- 
ple, capital investment, transfer of economic activity into 
more sophisticated technological products, and so on. 


Dr. Reuber: It is true, but in the manufacturing sec- 
tor—I am not up on the latest data—I think you have a 
cyclical phenomenon. If you just look at productivity in 
this country in the last year or so, I think you are picking 
up a large cyclical aspect of productivity, which is not 
really related to the longer term trends of productivity. 


_ Senator Grosari: But you have to look at it and find 
out why. 


Dr. Reuber: I do not deny that. 


Senator Grosart: Why did it happen, what has caused 
it, and what can be done about it? That is our whole 
operation here. It does not help the unemployed to say 
the long-term picture is not too bad. The man who is out 
of work does not buy that argument. 


Dr. Bodkin: If he is out of work, he is not directly 
concerned with productivity, anyway. 


Dr. Reuber: I think that you can have slow growth in 
productivity and full employment. Where the productivi- 
ty comes is in how much the differential can be between 
the rate of increase in wages and the rate of increase in 
prices. 


Dr. Bodkin: Yes. 


Dr. Reuber: If you get a very low rate of increase in 
productivity, then the rate of increase in wages is going 
to be restricted relevant to the increase in prices; and 
that is where the real crunch comes. 


Senator Grosart: 


How’re we gonna get them back on the farm 
After they’ve seen Paree. 


Dr. Bodkin: Exactly. 


Dr. James Gillies, Study Director: In regard to the 
question arising between the provinces and the federal 
Government, do you think that the Bank of Canada 
might try a more important role in helping the provinces 
with their fiscal policy goals; that is, that they should be 
permitted to buy the bonds of the provinces? 


Dr. Reuber: I cannot be wildly enthusiastic about that 
proposal. I guess I would have honestly to say that I 
have not examined it and cannot really discuss in any 
informed way. 

I think that injects into the political policy structure of 
this country some very major complications. I think we 
have other ways of making funds available to the prov- 
inces which are already established. I guess, without 
having examined it in detail, I would prefer to use the 
established channels in preference to imposing still 
another complex factor on the Bank of Canada, which 
already faces a very complicated task in terms of stabili- 
zation policy. 

If the Bank of Canada is going to get involved in that, 
then I think the focus becomes even broader. They then 
become concerned with regional policy and a variety of 
other things, which I should have thought would enor- 
mously complicate their task. 

I think that, perhaps in addition to using established 
channels, there may also be things which the provinces 
on their own can do, which might be preferable to trying 
to get it done through the Central Bank. For instance, it 
might be the setting up of their own financial institutions 
of one kind or another which might pool risks, and in 
that way provide somewhat greater resources to the 
community. 


Senator Beaubien: They already use the pensions funds 
a lot to absorb their bonds. 
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Dr. Bodkin: Yes. 


Dr. Reuber: I think one can impose too many tasks on 
one institution. The Bank of Canada has a very com- 
plicated task; and to ask it now, not only to be concerned 
with the exchange rate and monetary and fiscal policies 
generally, but also to involve itself in some sense into 
financing the provinces—I would myself very much 
prefer to explore alternative ways of achieving that with- 
out getting the central bank into that act. 


Dr. Gillies: Of course, one could argue that they could 
remove part of the problem of the Bank of Canada by 
removing some of the discretion which they have in 
changing the money supply. 


The Chairman: Would you repeat the question, doctor? 


Dr, Gillies: I notice that you say in your brief that one 
of the problems with inflation and one of the causes of 
inflation is a rapid increase in the money supply—which 
I think is an implicit assumption that the Bank of 
Canada does not act as effectively as it might. But then 
you reject the Friedman approach, I wonder why you 
reject Friedman so out of hand. 


Dr. Reuber: Well, because there is obviously a differ- 
ence, it seems to me, between arguing that you want to 
put the bank more or less on a formula basis on the one 
hand and, on the other hand, arguing that it is desirable 
to really move the money supply over a very wide range. 
But all we are really arguing is that in our judgment the 
bank should manceuvre the money supply over a more 
limited range of variation and in that way establish a 
more stable policy framework. 


Dr. Bodkin: Instead of zero to 20 we would like to see 
four to eight, or four to nine; something like that. 


Dr. Gillies: Would you pass a law requiring that? 


Dr. Reuber: No, I do not think so. That would not be 
possible or desirable in my opinion. On the other hand, to 
implicitly or explicitly ask the bank to increase the 
money supply come what may at 5 per cent per annum, 
or whatever figure you want, is just not acceptable. I 
cannot accept that as a reasonable thing to do. 


The Chairman: If you use 4 per cent unemployment as 
the norm around which your stabilization policy turns, it 
would seem to me that you are going to run into a 
creeping inflation situation, or you are going to have an 
ever-increasing price level. Taking into account that one 
province’s inflation may be higher than another’s, that 
the overheating may be higher in some provinces than in 
others, do you not create an inflation psychology which 
then distorts your curve even more and indicates that 
the stabilization has to take place at 6 or 8 per cent 
unemployment? 


Dr. Reuber: You can argue that at two levels. One is a 
sort of theoretical level and I think there the argument is 
at the moment uncertain. I think that in the short-run it 
is generally felt that there is this trade-off, but there is a 
great dispute whether, if you continued this for 20 years, 
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you would not just end up with a line straight up and 
down. That is in general. If you are talking about 
Canada, then that argument is different. If you are talk- 
ing about Canada, then you are talking about a country 
which is going to have a price pattern which probably 
conforms fairly closely to the international price pattern, 
and in that context I do not think it is valid to say that 
we necessarily would have developed an inflation psy- 
chology in this country. Even suppose that by some mira- 
cle the United States and the rest of the world managed 
to stabilize prices, I don’t think we would have any 
problem running the system at 4 per cent. 


The Chairman: Even with the built-in protections for 
those who cannot protect themselves against inflation? 


Dr, Reuber: We would have problems. I am not saying 
that we would be in Utopia. We would have problems, 
but the problem of inflation psychology would not be, in 
my opinion, nearly the problem it is. On the other hand, 
if you have the rest of the world inflating at 5 per cent 
per annum... 


The Chairman: You would be stuck with it anyway. 


Dr, Reuber: You would be stuck with most of it. If you 
are really willing to run the thing up the pole and have 
large unemployment and really jam on the brakes, you 
might be able to moderate it somewhat. If the rest of the 
world is inflating at 5 per cent, you might be able to get 
it down to 4 or 3% per cent, but you are paying a very 
heavy penalty in terms of output, employment and all 
the rest of these things, to get a fairly marginal change 
in the price level from what it would otherwise be. 

I read a speech the other day that was delivered by 
John Young in which he talks about precisely the ques- 
tion you have raised. Nowhere in that speech is there any 
mention of the international price level, and I think that 
just leaves out the main actor. 


The Chairman: We will ask Dr. Young about that 
when he appears before us. 


Honourable senators, are there any further questions? 


Dr. Reuber: Mr. Chairman, I should like to make two 


‘more comments, if I may. First of all, I should like to say 


on behalf of my colleague and myself that we appreciate 
very much the opportunity of appearing before this com- 
mittee. We believe this is a very useful forum. We hope 
it develops as you go along. 

Secondly, I should like to suggest that as past president 
of the Canadian Economic Association I would hope you, 
Mr. Chairman, or some member of your committee might 
have some discussion with the present chairman, John 
Graham, who, I understand, will be appearing before 
your committee. I can assure you that the association 
would be delighted to co-operate in any way possible to 
facilitate hearings of this kind. 


Thank you very much. 


The Chairman: Thank you very much for that sugges- 
tion. When Dr. Graham appears before us, and subse- 
quent to that, we will discuss this matter with him. 
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On behalf of the committee I should like to thank you, 
Dr. Reuber and Dr. Bodkin, for appearing here this 
morning. Your brief is extremely complicated, but you 
have presented it without falling into the trap that so 
many economists fall into, that of resorting to jargon asa 
means of obfuscating your remarks. You have made your 
points very clearly. One committee member who read 


your brief said it was so good that we could put covers 
on it, and make it our final report. We do not intend to 
do that. I can assure you, however, that it will have great 
influence on our findings. 

Thank you very much. 


The committee adjourned. 


Published under authority of the Senate by the Queen’s Printer for Canada 


Available from Information Canada, Ottawa, Canada. 
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Orders of reference 


Extract from the Minutes of the Proceedings of the 
Senate, of Tuesday, March 9th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, March 17th, 1971: 


“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wesnesday, April 28th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 

That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 

Notwithstanding Rule 983A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
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ment for the fiscal year ending 31st March, 1972, be 
applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 


“With leave of the Senate 

The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 

That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
ballance of the present session and that Rule 76(4) be 
suspended in relation thereto. 

The question being put on the motion it was— 

Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 
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Minutes of Proceedings 


Tuesday, May 25, 1971. 
(11) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
4.00 p.m. to consider the Question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Croll, Flynn, Grosart, Hays, Isnor, Laird, 
Methot, Molson and Nichol. (11) 


Also present but not of the Committee: The Honoura- 
ble Senators Casgrain, Kinnear, Kickham and McGrand. 


(4) 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. W. Neville, Editorial Writer; 
Mr. E. J. Brower of the Parliamentary Library, Division 
of Economics. 


Witnesses heard: 
Dr. John H. Young, Chairman, 
Prices and Incomes Commission. 
Mr. Georgé E: Freeman, Commissioner. 
Mr. George V. Haythorne, Commissioner. 


At 6.20 p.m. the Committee adjourned to Wednesday, 
May 26, 1971, at 10.00 a.m. 


ATTEST: 


Gerard Lemire, 
Clerk of the Committee. 
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The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Tuesday, May 25, 1971. 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 4 p.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, we have with us 
today a man who is well known to us, Dr. John H. 
Young, the Chairman of the Prices and Incomes 
Commission. 


Dr. Young received his bachelor and master degrees 
from Queen’s University and his doctorate from Cam- 
bridge University. He has been associated with the 
Defence Research Board, the Faculty of Yale University 
and the University of British Columbia, first as a profes- 
sor, then as head of the Department of Economics and 
Political Science, and later as Dean of Arts. 


Dr. Young has been engaged in studies for the Royal 
Commission on Canada’s Economic Prospects, and was 
Assistant Director of Research for the Royal Commission 
on Banking and Finance in 1962 and 1963. He brings 
with him two of his commissioners, Mr. George E. Free- 
man and Dr. George V. Haythorne. 


As you know, honourable senators, much of our tes- 
timony so far has been directed to the viability of 
incomes policies, their application and workability. It is 
therefore germane that at this time we hear from Dr. 
Young who, as Chairman of the Prices and Incomes 
Commission, probably has as much experience in this 
Subject as anyone in the Dominion of Canada. 


In a moment I will ask Dr. Young to make a short 
introductory statement on the subject of his brief, copies 
of which you have in your possession. May we agree that 
as far as possible Dr. Young be permitted to make his 
introductory remarks without interruption, following 
which we will proceed with questions? 


Hon. Senators: Agreed. 


Dr. John H. Young, Chairman, Prices and Incomes 
Commission: Honourable senators, I think I can make my 
introductory remarks short enough that no one will be 
impatient. 

As honourable senators know, the Prices and Incomes 
Commission was appointed June 19, 1969, with terms of 
-Teference extending to Dec. 31, 1971, “to inquire into and 
Teport upon the causes, processes and consequences of 
inflation and to inform those making current price and 
‘Income decisions, the general public and the Govern- 
ment on how price stability may best be achieved”. 


_ During the two years in which the Commission has 
been in operation much of what we have had to say in 
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public on these matters has been directed to those 
making current price and income decisions. We now are 
in the process of drawing on our operating experience 
and the results of our research program in putting 
together a report to the general public and the Govern- 
ment on the subject of inflation and on the part which 
might be played by a prices and incomes policy in the 
Management of the economy. 


This work is still going forward and we are not yet in 
a position to offer your Committee a set of firm conclu- 
sions. The Committee may, however, find it useful to 
know what we regard as the central issues which need to 
be resolved, and might also be interested in having some 
preliminary observations on prices and incomes policy 
based on our experience to date in this area. 


As we see it, the central problem is how this country 
can achieve and maintain an acceptable level of employ- 
ment without the kind of cost and price increases which 
prevent this level being sustained. That, as we see it, is 
the problem—how to get and hold an acceptable level of 
employment without cost and price increases occurring 
which prevent that level being sustained. We have failed 
twice, if you like. On two occasions since the early ’fif- 
ties, we have come out of a period of recession and have 
tried to get on a sustainable path of economic expansion: 
first, in the period 1954 to 1957; and, again, in the mid- 
1960s. On both occasions we over-reached ourselves and 
generated cost and price increases, which then called for 
remedial action that involved a prolonged and painful 
detour. 


If you have a problem like that—how to get an accept- 
able level of employment without cost and price 
increases, and it looks as though there is a dilemma 
between employment and price stability—one way to 
escape that is to say, “Let us forego one of those objec- 
tives.” I notice that some of the witnesses who have 
appeared before this committee have adopted that solu- 
tion. They have said, “If you cannot reconcile a low level 
of unemployment with price stability, then why not give 
up price stability and accept a level of cost and price 
increases higher than we have been accustomed to 
having in non-inflationary years in the past?” 


That is the question to which we address ourselves in 
the first several pages of this brief. We argue that while 
that appears to be a simple solution, it is really no 
solution. Temporarily it is possible to push demand on 
the system and accept cost and price increases, and 
thereby achieve a somewhat improved employment per- 
formance. However, that only lasts as long as the general 
public and those making price and income decisons do 
not grasp what is happening. As soon as they do and 
anticipate a continuation of that kind of cost and price 
increase, then it will no longer be possible to sustain that 
gain in employment. 
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Those who have made the case for inflation as a way 
of avoiding this dilemma do not argue, I think, that there 
are theoretical grounds for believing you can do that, 
because it is obvious in theory that if you accept a higher 
rate of inflation and the public anticipate that, then all 
the decisions are just marked up by that anticipated rate 
of inflation and the situation is no better; you are no 
better off in terms of the possibility of gain in employ- 
ment than you would be under conditions of reasonable 
price stability, and you have the consequences that 
follow from allowing the rate of inflation to ratchet up in 
that fashion. What those who argue that you should 
follow this course of action must mean is, not that these 
are theoretical grounds for accepting that this is a good 
way to run the economy, but that it is possible that the 
public will not catch on to what is happening and there 
will be an inadequate adjustment to it, and it may be 
possible to achieve a somewhat higher level of employ- 
ment without the consequences to which I have referred. 


They have some basis for arguing that in the earlier 
post-war years we had some bouts of inflation. There was 
a bout in the immediate post-war period and another 
around the time of Korea, and there were no obvious 
signs that people were anticpating a continuation of that 
inflation. Why was that? I think because they were both 
temporary; they were war-induced; moreover, the 
shadow of the great Depression was still on people’s 
minds, and they thought that though prices might be 
going up, remembering their experience of earlier years, 
they thought they might well come down again. 


It really was not until as late as 1958, 13 years into the 
post-war period, that the first sign appeared that people 
were anticipating the possibility of future inflation, and 
long-term interest rates began to reflect that, as did other 
indicators of expectations. That, as you know, rather 
frightened authorities, both in this country and in the 
United States, and rather vigorous action was taken to 
suppress that inflation—in retrospect I think most people 
would say excessively vigorous action—and for a while 
the inflationary expectations were laid to rest. 


However, while, when we went into the early ’sixties, 


not many people were anticipating a rapid rate of Drices 


increase; that earlier experience had left its imprint on 
people’s minds. 


When, therefore, inflation broke out again in the mid- 
sixties it did not take people very long to react rather 
sharply and to show evidence that they were anticipating 
future price increases. How else, as early as 1968, can we 
explain these high level of long-term interest rates, or 
the fact that even with those long-term interest rates 
some borrowers found it necessary to attach equity par- 
ticipation or extendable or retractable features to bonds 
in order to sell them? How else explain how people could 
accept the level of wage and salary increases of that 
period without anticipating that those increases would be 
floated off by future price increases? I think as early as 
1968 it was becoming quite evident again, that people 
were catching on very quickly and were anticipating 
inflation. 
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The question then is: Did it make sense for the govern- 
ments of Canada and the United States to act fairly 
decisively in 1968? I think the answer is that even in 
retrospect it is hard to see what else could have been 
done. To have allowed that expansion to go on unchecked 
would have meant an acceleration of inflation. While 
there are some who are prepared to advocate an upward 
ratcheting of price increases and to tolerate that, there 
are not very many who have the nerve to say, “Let us go 
from 2 to 5 to 7 to 9 to 15 per cent.” Yet that might well 
have been the consequence of continuing that expansion. 
Alternatively, you might have attempted to suppress that 
inflation more gently. You would still have required quite 
substantial demand restraints and significant levels of 
unemployment, and would have had the upward ratchet- 
ing of the price increase anyway. 


It seems to us that it was right for the governments of 
Canada and the United States to take the stand they did 
regarding the problem that had to be dealt with. We are 
all aware of the kinds of difficulties that have arisen as a 
consequence of that, and I will refer to them in the 
course of the discussion. 


What we have concluded, however, is that, as far as we 
can see, it would be a very risky course of action to base 
policy on the assumption that the public do not have the 
ability to learn from experience. If you then give them 5 
per cent inflation for, I would think now, a very short 
period, it will not take them long to catch on to what you 
are doing and to respond to it, and thus prevent your 
achieving any long-run gains in employment as a conse- 
quence. Our conclusion, therefore, is that if you have a 
dilemma between achieving an acceptable level of unem- 
ployment and a reasonable level of price stability, and 
not having cost and price increases that prevent your 
sustaining that level of employment, you cannot escape 
from that dilemma satisfactorily by accepting inflation. 
Many of your witnesses have argued that you could. That 
is a point on which there is room for difference of 
opinion. Our opinion has come down quite firmly on the 
side that that is a very risky policy to follow. 


If you cannot do that, one other possibility is to forego 
the employment objective. I do not think I need discuss 
that at any length. We have discussed it at great length 
in the paper. I do not recall any of your witnesses having 
urged that there should be a reduction in the level of 
employment, or that there should be a high and sustained 
level of unemployment. We do not advocate that either. It 
is our view that it is quite right for Canadians to expect 
a better performance than we have enjoyed in the past 
couple of decades on the level of employment. 


We do point out in the course of the brief that our 
experience so far is not too encouraging; that on both 
occasions to which I referred earlier, in which we recov- 
ered from a recession and entered a period of expansion, 
we ran into cost and price increases rather early in the 
game, quite uncomfortably early, while the level of 
unemployment was uncomfortably high. ; 


We explain in the paper why there are some reasons to 
expect the Canadian performance to be less satisfactory 
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than that of some other countries. We have serious sea- 
sonal problems; we have serious regional problems. Inci- 
dentally, we also have quite serious problems of the age 
distribution of unemployment. We point out that in 1970 
the age group 14 to 24 accounted for 45 per cent of 
unemployment, while it constituted only 26 per cent of 
the labour force. We have not been able to find a way 
which leads to such low unemployment rates of leading 
young people into the labour force as have many Euro- 
pean countries. As we see it, you cannot escape the 
dilemma by accepting inflation, and no one is in favour 
of solving the problem by tolerating a high level of 
unemployment. 


So the question is: where do you turn? One place you 
can turn is the long-term policies of the kind that have 
been discussed before your committee and which have 
received a fair amount of attention from varius agencies 
of the Government. These include policies designed to 
bring about a more ready adaptation of supply to match 
the pattern of effective demand: manpower policy, for 
example, through training, counselling. and placement, 
improving mobility; regional economic expansion, which 
seeks to move things in the other direction—that is, if 
the people will not move to the jobs, then move the jobs 
to the people. 


There are also competition, tariff and other policies, 
designed to lower the level of prices in particular indus- 
tries. We had an example of that with the advancement 
of the Kennedy Round tariff cuts. There are also selec- 
tive demand policies, intended to reduce demand in areas 
where it is excessive and to increase it in areas where it 
is less buoyant. We have had some examples of that: the 
measures taken to discourage commercial construction in 
major urban centres of Ontario, Alberta and British 
Columbia. There are also other policies, concerning con- 
sumer affairs, things to encourage productivity growth, 
all of which can make a contribution. What they often 
cannot do is offer significant and early results that will 
deal with the problem. 


You have a dilemma. You try to escape it by moving 
one way and say, “Let us accept inflation”. That does not 
seem to work, so you think of the possibility of going the 
other way, but in a country that normally has as high a 
level of unemployment as this country does, the unem- 
ployment route is not an acceptable one. You may say, 
“Perhaps we can improve the working of the economy.” 
That is true, but that is a slow and painstaking process, 
as we have learned in a variety of areas, and there are 
limits to how quickly that can be expected to work. 


I think it is because the area of choice is so narrow— 
there are so few directions in which to move—that 


_ people look at prices and incomes policy as a possibility 


to help in solving this problem. What do we mean by 


_ prices and incomes policy? 


We put a narrow definition on it. We think of that as 
an attempt to use some form of direct public pressure to 
influence decisions on prices and incomes so that they 
will conform more closely with national economic objec- 


_ tives. That is what we see in a prices and incomes policy, 
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in the narrow definition, as meaning: an attempt to use 
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some form of direct public pressure. That pressure can 
vary all the way from persuasion of the most gentle kind, 
from voluntary agreement, with surveillance and 
reviews, to the use of tax measures or to the use of a 
mandatory system. All these are forms of direct pressure, 
to influence decisions on prices and incomes so that they 
will conform more closely with national economic 
objectives. 


As you know, we have had some experience in work- 
ing with prices and incomes policy. We thought there 
was a good case for trying something, in the period 
1969-70. You will recall what the situation was. The 
general measures of demand restraint had been applied, 
but we and the Governement knew that this inflation had 
developed enough momentum, enough forward move- 
ment, that it was going to be very hard to unravel. It was 
the knowledge that it was going to be difficult that led us 
to feel that it was important that we should make an 
effort currently to try to assist in the bringing of the 
economy out of that inflation. So, as you know, we made 
an attempt to get a general agreement, a form of prices 
and incomes policy, a general agreement which would 
help to scale down price and income increases directly, 
rather than wait for the long and indirect process of the 
grinding down of price and income increases through 
market forces alone. 


Many people have misunderstood what we were trying 
to do and have thought that we were concerned with a 
scheme which would be voluntary in its operation as well 
as in reaching for the technique of agreement. That was 
never our idea. We were never naive enough to believe 
that merely asking people to do something would neces- 
sarily lead to all being prepared to follow the criteria 
that were established. So we were quite clear, when we 
discussed this with the parties involved, that we were 
interested in agreement but we were also interested in a 
form of surveillance and review, so that, once we had a 
consensus about how price and income behaviour should 
conform to national economic objectives, techniques 
would be found to ensure that that was generally 
applied. So we have never been of the view that the 
appropriate way to deal with this problem was simply by 
persuasion. 


As you know, we were able to achieve only partial 
agreement, but that partial agreement had those charac- 
teristics. We obtained the agreement of a portion of the 
business community, that if the business community were 
called upon to follow a set of rules on prices, they 
thought the business community would respond. We got 
that appeal endorsed by the first ministers, we put it to 
the business community as a whole, and we administered 
that price restraint program on, if you like, a non-volun- 
tary basis. 


It is true that it would not have got anywhere had we 
not had voluntary agreement. But we did not operate on 
the assumption that those who wanted to pay the volun- 
tary tax could pay it, and that those who did not want to, 
need not to. That has never been our conception, and it is 
not our conception now. We do not think you can accom- 
plish much down that particular route. 
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We also have not been able to see clearly the logic for 
the selective versus the general approach. Our experience 
has led us to believe that the problem is widespread, and 
that it is not localized in a handful of large enterprises or 
large unions. As a result, we have not seen the economic 
basis for having a selective system. We have thought that 
any system of price and income restraint or price and 
income control should be general in principle. 


It is true that in administration, as in the case of a 
number of other governmental schemes, more attention 
can be accorded large enterprises and large units than 
can be accorded every small unit in the economy. Indeed, 
the accounting practices of some of the smaller units 
make it very difficult to do this. Nevertheless, in princi- 
ple, we think of any effective price and income control 
scheme as being general in application. 


There are many problems and limitations in prices and 
incomes policy. Relative price or wage changes perform 
an important function. There are many prices and wages 
that do not lend themselves very directly to forms of 
control. 


As we were putting together the agreement of 1969 we 
found that we had to make use of a variety of other 
techniques, including the coercive powers of government, 
to round out the arrangement, because it was impossible 
to expect meaningful commitments on the part of some 
parts of the economy. So we were aware of a variety of 
limitations on the operation of prices and incomes policy. 


At the same time, we keep coming back to the point 
that this is a highly intractable problem, one that is 
general throughout the world. I think it could be said 
without exaggeration that in its fundamental nature the 
problem of inflation is more serious today than at any 
time in the modern history of the world. It is a very 
serious problem that we are encountering. 


Various suggestions have been made as to how we can 
get out of it. The difficulty is that those suggestions either 
will not work, as in the case of accepting inflation, or are 
unacceptable, as in the case of higher unemployment, or 
are very long-run and not entirely certain in their results 
in terms of some of the longer-run policies; and so you 
are just driven to the point of asking what to do. Can we 
forego an instrument of policy such as a prices and 
incomes policy, which is by no means costless in econom- 
ie terms? Is it not possible that such a policy could serve 
as a useful supplement to other policies? It should not be 
impossible to devise such a policy, and further effort and 
innovation in that direction would be justified. 


Thank you very much, Mr.Chairman. 


The Chairman: Thank you, Dr. Young. Doctor, in the 
penultimate paragraph of your paper you Say that: 
_.the introduction of a prices and incomes policy 
should be supplemented by appropriate use of gov- 
ernmental fiscal or regulatory powers to ensure a 
fair sharing of the burden of restraint. 


And then in the final paragraph you Say: 
the Commission is of the view that an effective 
and acceptable form of prices and incomes policy in 
Canada, though by no means costless in economic 


terms, could serve as a useful supplement to other 
policies, . 


It seems to me that there is a contradiction in terms 
there. I wonder if you could resolve it for me. 


Dr. Young: We think of prices and incomes policy as a 
supplement to the policies of monetary and fiscal 
restraint. We think of monetary and fiscal policies, the 
management of demand, as being the principal instru- 
ments in this business of managing economic activity in 
an economy. 


We think, therefore, of an incomes policy as coming 
along to play a role in company with these policies. 
However, we also find that as you apply incomes policy 
there are some areas of the economy that do not lend 
themselves to the application of either a controlled 
system or a voluntary agreement. There are auction 
areas of the economy, for instance, where prices are 
moving regularly, which makes it difficult for the auc- 
tioneer to sell something if somebody has established a 
floor or a ceiling on what he has been doing. 


There are other prices in this economy that are deter- 
mined outside the country. For example, no one has 
enthusiasm for holding down export prices. We would be 
inclined to want export prices to reflect world supply and 
demand. If they go up, that is a welcome source of 
revenue. But can one then stand back and say, “Well, 
export prices have gone up but they are determined 
elsewhere and have nothing to do with domestic econom- 
ie restraint”? I do not think you can say that, because 
they are a very important part of the economy, and 
certain consequences follow from that. So one needs to 
use, or finds the need to use, therefore, government fiscal 
or regulatory powers to help round out an agreement or 
an arrangement. That is the sense in which it is used in 
the penultimate paragraph. 


Senator Nichol: Dr. Young, you say on page 1 that the 
work is still going forward, but that you are not yet ina 
position to offer the committee a firm set of conclusions. 
Then on page 27 you Say: 


_..the Commission is of the view that an effective 
and acceptable form of prices and incomes policy in 
Canada, though by no means costless in economic 
terms, could serve as a useful supplement to other 
policies, that it should not be impossible to devise 
such a policy, and that further effort and innovation 
in this direction would be justified. 


What is the progression of severity that you see within 
the wide framework of prices to incomes policy? Let us 
take what you have been doing up to now and go from 
there to a complete wartime price and wage control 
system, with foreign exchange controls, rationing and 
everything else that goes along with it. What is the 
progression through that system? 


Secondly, you referred to the “slippery slope” of infla- 
tion—a very apt phrase which brings me to my second 
question. Is there not a slippery slope here on which we 
might find ourselves? 
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Dr. Young: Let me talk a little about the progression 
through various forms of prices and incomes policy. I 
suppose the weakest thing you could do would be just 
publish analyses of what is happening in the economy in 
general, by saying, “You will observe that wage levels 
are going up like this, and it should not surprise you that 
price levels are going up like that, and these are two 
related things. And the profits share is moving like this?” 
and so on. So you can make some general observations. 
Then you can put a little more point to those observa- 
tions by relating them and saying, “This is what is 
happening in the economy.” Then you can move on from 
that, to say what is happening in the economy is not 
entirely satisfactory and people should show more 
restraint and there should be lower price and wage 
increases. Then you can move on from that, to say rather 
more precisely what that should be, and you still have 
not done very much except talk about what should 
happen. There are some people around the world who 
have some confidence that that will yield some results. I 
think that people who have not tried that have more 
optimism than those who have. We never thought there 
was very much to that. 


The next thing to do is say, “All right. Now we are 
going to try to put it together. We are not just going to 
talk about what should happen and call upon people to 
follow certain rules. Let us try to get a consensus in the 
community that that set of rules should be followed.” 


That is what we set out to do in 1969. We tried to 
gather together some of the major decision-makers in the 
area of prices and incomes and ask them what kind of 
combination of commitments would make sense; what 
kind of price restraint policies would have to be followed 
in order to encourage organized labour to provide some 
leadership in wage restraint; or what amount of wage 
restraint would lead businessmen to accept certain forms 
of price restraint; what actions in the private community 
would lead governments to make certain commitments; 
and where there would be uncontrolled elements that 
would upset that, where the powers of government would 
need to be brought in to round it out. 


As we developed that arrangement, we found it neces- 
sary to draw upon rather wide coercive powers in order 
to round it out. To those who are concerned about the 
slippery slope of intervention in the economy, even a 
voluntary agreement, if it is going to be a workable one, 
gets you quite deeply into direct intervention. 


That can give you as comprehensive a system as any, 
but it is still a system which is being implemented 
through the use of informal powers of government, 
because you do not have legislation. If that kind of 
arrangement is put in place with legislation, I guess that 
is the progression to the next stage. Then there are a 
variety of ways in which that can be done. As you know, 
some people have urged the use of a tax device as a form 
of penalty; others that the system should be mandatory. 
However, there are varying degrees of detail and 
_ Strength in a mandatory system. Some mandatory sys- 
‘tems can be more flexible and bear on the economy less 
heavily than others. You used as an example the War- 


time Prices and Trade Board’s experience with accom- 
panying foreign exchange control and rationing, and that 
is, of course an extreme example of the application of 
this kind of policy, and perhaps not a very appropri- 
ate one since the circumstances in which that was imple- 
mented were so different from those existing today. What 
it is doing is implementing a price and incomes policy 
because one senses that the economy is not performing in 
the way it should relative to the existing level of 
demand. One is looking at it and saying, “At that level of 
demand, it is true that this may result from expectations 
as to what is going to happen in the future, but there is 
no excess demand in the system.” Here is an economy 
which does not seem to be under demand pressure and 
yet prices and wages are rising very rapidly, just as 
though the system were under demand pressure. What 
can be done to deal with that? The question of rationing 
really does not come up because there is not a shortage 
of goods and services, but there is a type of economic 
behaviour which is inappropriate to the market condi- 
tions. So rationing would seem to be a form of policy 
that would not really be required under those conditions 
because that is not where the difficulty lies. The difficulty 
is not a shortage of supply relative to demand. In any 
event, a rigid, overall ceiling supported by subsidies on a 
variety of products, backed up by foreign exchange con- 
trols, and so on, would be a very extreme example of a 
prices and incomes policy pushed to its extreme. 


Dr. James Gillies, Study Director: I have a supplemen- 
tary question on that. From your studies, Dr. Young, are 
you able to quantify this at all? For example, given 
existing demand conditions in Canada today, would you 
state that if prices were rising at an annual rate of 5 per 
cent we should have price and wage controls? 


Dr. Young: I do not think there is a mechanical way 
you can look at this. I think it is quite clear that this is a 
very serious decision to take. In our view it is not an 
irreversible decision; it is not even a permanent decision: 
it is a decision to intervene temporarily, decisively and 
effectively to deal with a problem. As I say, there is a 
variety of ways of doing that. Ideally it is done by 
agreement, by consensus, by discussion, and is imple- 
mented rather informally. That is the most appropriate 
way to do it and that is the way it works most success- 
fully. But if that is not possible and you feel that this 
situation is serious enough, then you may elect this other 
route. 


Dr. Gillies: I do not want to press this unduly, but I am 
very interested in this problem. What would be the 
indicators that the problem was serious? 


Dr. Young: I think you are quite right in attaching 
importance to the rate of price increase and to the rate of 
cost increase in particular. As you know, for example, in 
the Consumer Price Index we had a very impressive 
performance in 1970 which arose from a variety of fac- 
tors: the exchange rate, the slack in the economic and 
market conditions—hopefully, to some extent by our 
efforts—but towards the end of the year very much 
dominated by a fall in food prices. However, it would 
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have been unwise to get too excited about that or to have 
made too much fuss about it. When we were asked at the 
end of the year as to how impressive we found that, we 
went to some trouble to point out that there were some 
rather special factors there which, when they reversed, 
would lead to some rather significant results. We have 
already seen that. We have seen a very sharp upward 
movement of food prices. That is related to market con- 
ditions, but there are many other special factors in there. 
So you would want to be very careful in basing anything 
on a mechanical reading of something like the Consumer 
Price Index. You need to look behind it and ask: What is 
food? What is non-food? What are the cost increases? 
What is the movement of profit shares and farm prices? 
How is this thing shaping up? So you would want to look 
rather deeply at both the cost and price indicators to 
make sure that you are dealing with the fundamental 
problem. That is what you would be looking at. 


Dr. Gillies: I know that is what I would be looking at, 
but I would not know when or where. 


Dr. Young: Well, the “when” is not going to be a 
decision on the part of the Commission. This is going to 
be a difficult decision for government, if the occasion 
arises, and a judgment will have to be applied. 


Let me be a little more specific. I suppose that one 
important factor would be the way in which the public 
viewed this. can one conceive of taking a serious step 
like this without widespread public support? I do not 
think so. So, if the public and, indeed, other governments 
were quite calm about what was happening, I would be 
inclined to think it would be a little difficult for a gov- 
ernment here in Ottawa to be very forehanded on it 
because you need public support to make this a workable 
proposition. 


The Chairman: On what conditions, though, would the 
Commission advise the government to intervene? 


Dr. Young: Well, we would be inclined to look ahead 
and to be concerned about the way things were going. 


The Chairman: But the government might even ask 
you for your opinion. 


Dr. Young: Well, we give advice now, and we will be 
giving advice. But, as I say, this is not our decision; this 
is a decision which I think will be to a great extent in 
the hands of the public too, because if the public show 
very considerable concern with the problem and agree 
there is not an easy alternative, then I think that the 
march of events will have its influence on everybody’s 
thinking. 


The Chairman: But is there any point at which you, as 
a Commission, would make the recommendation? 


Dr. Young: We do not approach our task mechanically. 
I would not give you a number. We are looking at the 
situation currently, and will continue to look at it, and 
will continue to express our concern about it until things 
look more encouraging. But let me make no bones about 
the fact that we believe that the goal of reasonable price 
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stability which has been accepted in this country for 
some time now, namely, that in general we should be 
aiming for price increases of a rather marginal kind, 2 
per cent or less. We are of the view that that is the 
appropriate way to run this country. If you look at the 
United Kingdom economic activity over the years you see 
the upward ratcheting of price increases in that econo- 
my; and the same applies in a number of other European 
economies. We are not in favour of getting on to that 
slippery slope of watching a gradual upward ratcheting, 
which then leads to the anticipation of further upward 
ratcheting. Therefore, we think that there is some sense, 
if you are close to your starting-point, to try to stay close 
to your starting-point. This means that we are not pre- 
pared to be very calm about any rate of price increase 
over a modest one. 


The Chairman: Just 2 per cent? 


Dr. Young: In the area of 2 per cent. We have pointed 
out in the paper the unfortunate fact that this country 
does run into cost and price increases at rather high 
levels of unemployment. We have before. We point that 
out not as something to be welcomed but as something to 
be deplored and to be acted upon. 


Senator Croll: Perhaps part of my question was 
answered. I understood you to talk about inappropriate 
behaviour of market conditions and rising prices being 
artificial. You said you had to look behind it. You came 
up with the answer that about 2 per cent was the sort of 
recommendation that you would make or go along with. 
Is that correct? 


Dr. Young: People often say that the Economic Council 
recommended one-half to 2 per cent as a price objective 
for this economy. They were not the first ones to do that. 
The Porter Commission and the Carter Commission were 
of the view that in an economy such as that in Canada 
some degree of flexibility on the price side is required in 
order to adapt the economy so that a marginal increase 
of that kind, given the imprecise measures, is nothing to 
get unduly concerned about. We do not see any reason 
for altering that objective. 


Senator Croll: As you were answering the question you 
spoke about some unused capacity and unemployment. 
You then referred back to the time immediately after the 
war, 1958 and other times when to some extent we solved 
our problems of inflation by having some unused capaci- 
ty or unemployment. That was the substance of your 
statement. I follow this up by saying that now we have 
considerable inflation and considerable unemployment. 
How did we get into that jam? 


Dr. Young: My brief answer would be to say, by 
inflating in 1965 and 1966, and by taking very modest 
measures in 1966 and 1967 which proved to be inade- 
quate and therefore, having a long period of inflation in 
which generated a very substantial momentum, extricat- 
ing yourself from that kind of inflation does leave you in 
a period such as this in which you are getting the worst — 
of both worlds, in which you get unemployment and you 
are still concerned about inflation. 
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| Senator Croll: How do you get out of it? 


._ Dr. Young: Many people hope that we are going to get 
out of it without the necessity of direct intervention in 
the form of a prices and incomes policy; that this degree 
of slack in the economy is going to lead to a sufficient 
moderation of cost increases which is going to go far 
enough and be soon enough to be consistent with reason- 
able price stability; and that we are going to press for- 
ward with this economic expansion under conditions of 
reasonable price stability. 


We think that is an optimistic assumption—not 
impossible, but optimistic. We fear that the degree of 
moderation of cost increases, and particularly wage and 
salary increases, will not go far enough and soon enough 
to make that possible. If that is the case, we fear that we 
are going to encounter cost and price pressures in the 
course of this economic expansion which will call for 
remedial action. 

What, in effect, we are saying here is that if it comes 
to remedial action in those circumstances, if it does not 
make any sense to tolerate that inflation, and if it is 
unacceptable to go the unemployment route to deal with 
it, then what do you do? What is there left to do, except 
some form of direct pressure on price and income 
increases? 


Senator Croll: Would reduction in personal taxes help 
the situation? 


Dr. Young: I would not have thought so. That will help 
to stimulate the economy. I am pointing out the pessimis- 
tic outcome, and I am inviting you to consider what you 
are going to do under those circumstances. It will not 
make sense for you to tolerate inflation. That will not get 
you anywhere for very long, and you will slide down the 
slope that we have discussed before. You will take the 
first step from the two to the nine by going to five or 
four. That will be the first step, and the public may well 
anticipate that that is not the last step you are going to 
take. If you cannot do that and you do not want to go for 
unemployment, what do you do? It is under those cir- 
cumstances that one is prepared to take some risk on the 
slippery slope of prices and incomes policy. 


Senator Croll: That is why we hired you. That is why 
you have come here today. You have the experience and 
knowledge. Give us at least some inkling of what we 
might expect. I have suggested tax cuts, but you say, 
NOL” 


Dr. Young: I do not want to discuss general economic 
policy. You ask whether I think a personal tax cut would 
deal with the situation that I am describing, which is that 
you are in an economic expansion and cost and price 
pressures are developing which you are not prepared to 
tolerate because you can see where they will lead, and 
you have to take some action. If you suggest that 
a cut in personal income tax will solve the problem, I 
would not think so. I was not discussing the general 

--question there should be a general cut in personal income 
wax now. The Minister of Finance will be here later to 
discuss that problem. 
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Senator Nichol: Let us accept all these assumptions, 
with which I agree—the ones you have made about infla- 
tion, employment and the escalation of expectations. 
What I would like to do then is to go back to the 
congression of policies which might be used under these 
emergency situations which you envisage. The first four 
or five suggestions you made were basically in the realm 
of psychology—attempt to find consensus, attempt to find 
agreement on the type of thing with which you have 
been struggling so hard since your Commission began. 
We then are led to the final system which is complete 
price and wage control, with or without everything that I 
described—and perhaps I went too far. This leads us over 
a scale of ten, with the area between, let us say for the 
sake of argument, seven and nine, and this is the area in 
which we are operating now for the purposes of this 
discussion. I think most people would not disagree that 
something in the area of seven and nine would be very 
useful. The problem is that no one really knows what 
they are. I would like to ask what you think they are. 


The Chairman: That is the area between voluntary 
agreement— 


Senator Nichol: Yes, assuming that the public has often 
said in public opinion polls that it will accept price and 
wage controls. It is a widely accepted fact that people 
will, but whether they will or not is quite another ques- 
tion. If you put the total price and wage control package 
during wartime aside, what type of policies will work on 
that slope without sliding all the way into the other 
thing? 


Dr. Young: It is easy to envisage a mandatory price 
and wage control system which is not very different from 
a voluntary agreement with a proper review and surveil- 
lance system. In 1969 we were looking for a very compre- 
hensive deal, which would have involved a wage 
restraint program placing a ceiling on wage and salary 
increases. 


Senator Nichol: Do you mean enforced by law? 


Dr. Young: No, it would have been interesting how 
that would all have turned out had we included the total 
system—all governments, businesses and _ organized 
labour. This has happened in other countries, where the 
labour movement has made commitments to hold salary 
and wage increases below a certain figure provided a 
whole range of other regulation is applied. This includes 
price and rent restraints, various tax arrangements in 
relation to firms which would escape the price restraints 
scheme, and independent professional people who might 
well escape its full rigors. Negotiation of a set of 
arrangements such as that becomes very comprehensive. 
It is made evident that there is no use in discussing 
voluntary application; too much is at stake. People make 
commitments and will lose their heads if those commit- 
ments are not honoured by others. Therefore, they insist 
on safeguards and gradually the coercive elements 
become an important part of the so-called voluntary 
agreement. A consensus of that nature, reinforced by the 
coercive forces of the state in a variety of areas, comes 


close to.a mandatory wage and price control system. That 
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is nothing more than that type of arrangement incor- 
porated in law, rather than a voluntary agreement. We 
can conceive of a mandatory price and wage control 
system which is not very different from that at which we 
were aiming in the summer and fall of 1969, only now 
formally embodied in legislation. 


Senator Grosart: In what countries have there been 
voluntary labour agreements by organized labour? 


Dr. Young: Sir Stafford Cripps achieved that in the 
early post-war years in the United Kingdom. 


Senator Grosart: But in the current picture? 


Dr. Young: It has been done in Austria, Finland and 
Holland. Some Scandinavian countries have done it from 
time to time and have got into lots of trouble later. 


Senator Grosart: But they have all had a much higher 
rate of consumer price increase than we had in 1969 and 
1970. 


Dr. Young: They have had much more inflation over a 
much more extended period than have we. In a sense, 
this is one excuse that is easy to make in this country. 
We have run our affairs in such a way that we are not 
very far away from the experience of reasonable price 
stability. It is very easy to say, “We are doing better than 
others. Why should we bother?” However, one of the 
reasons they are in trouble and have so many intractable 
problems is that they have gone so far that now to win 
their way back to something that looks like reasonable 
price stability is so hard that they can hardly contem- 
plate it. In our case, we are so close to where we want to 
be that it would be most unfortunate to take the first 
step away from it. At the same time, it is not always easy 
to get the public to see that. 


Senator Beaubien: Would you not say that in the price 
stability we have we are lucky in many cases, in view of 
the way such things as nickel, copper, lead and zinc came 
down last year because business was so bad? 


Dr. Young: That was where the luck came in, if you 
like. 


Senator Beaubien: So we should get very few marks. 
Our wages have steadily gone up for four years at just 
about 8 per cent per year. 


Dr. Young: We do not get very many marks for what 
has happened on the cost side. On the price side we did 
get a general moderation over quite a wide range of the 
economy. 


Senator Beaubien: It was simply because business was 
bad. 


Dr. Young: That was a major factor, together with the 
appreciation of the exchange rate and the fact that we 
were in there messing around with the price restraint 
program, carrying out investigations and_ reviews. 
However, one reason for the spectacular performance of 
1.5 per cent, which was very unusual, was the rapid 
run-down of food prices at the end of the year. 
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Senator Beaubien: Could we possibly have any kind of 
controlled wages, if the United States did not? In other 
words, if the steelworkers obtain a large settlement this 
year, could we ever control the fast growing Steel Com- 
pany of Canada and Algoma Steel? Are we discussing 
something that is really at all feasible? 


Dr. Young: I would say so, yes. 


Senator Beaubien: Even though the United States did 
not follow? 


Dr. Young: Mind you, senator, Canada is a country; we 
have a central bank and a currency. If we elect to follow 
a different course of policy than our neighbours, we can 
do so. 


Senator Isnor: What is that course? 


Dr. Young: We may be unprepared to accept the rate 
of inflation generated in the United States, for example. 
After all, in the last hundred years we have looked at the 
performance of the United States economy. We have not 
seen, apparently, sufficient reason to diverge substantially 
from them over an extended period. However, in the 
event it became our conviction that the rate of wage and 
price increase in the United States was one which was 
inappropriate for us, then it would be possible for us to 
take action in this country to deal with our own problem. 


Senator Laird: Consider the wage problem in the 
automobile industry. 


Dr. Young: All of these constitute problems, but they 
are not insurmountable. Had there been a wage and price 
control policy, then there would have been a divergence 
in the results of settlement in the United States and 
Canada. It would have been illegal to grant increases in 
Canada at the American level, and that is that. 


Senator Laird: But that makes your ultimate sanction 
mandatory. 


Dr. Young: Or if there were agreement. Why does one 
want large wage increases? It is to offset large price 
increases. Are you any better off with an 8 per cent wage 
increase and a 5 per cent cost increase than with a 5 per 
cent wage increase and a 2 per cent price increase? You 
are not; they are the same thing. 


Senator Molson: Many people think they are getting a 
bigger cut. 


Senator Beaubien: We already have the big wage 
increases. 


Dr. Young: Temporarily, yes; at the cost of a very 
substantial profits and farm prices squeeze, which is not 
sustainable. 


Senator Hays: Why do you want to cut the farm prices 
all the time? Food is going down. 


Dr. Young: That did occur. 


Dr. Gillies: In the trade-off, in comparison with other 
countries our performance was better in prices, but in 
employment it was not very good. 
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Dr. Young: It generally is not. We have our own spe- 
cial problems with the seasonal and regional components 
of unemployment rates. However, even with the correct- 
ed European figures, which we all know need correc- 
tion, it is a little uncertain and we ordinarily do not have 
a very satisfactory performance. 


Dr. Gillies: This is not the critical issue in comparison 
with other countries. We can have slow increases in 
prices and still do not have to have high unemployment. 
What is your opinion of that trade-off? 


Dr. Young: It has occurred to me that I have colleagues 
whom I have not asked to speak. When they pass me 
notes, I know they wish to say something. 


Mr. George E. Freeman, Commissioner, Prices and 
Incomes Commission: It is very hard, when one looks 
around the world, to see any systematic pattern of associ- 
ation between average rates of unemployment and price 
increases. There is the case of the Germans to explain, 
who win on both counts. They have more price stability 
and lower unemployment than anyone else, and both at 
the same time. There is the Canadian case, aS you men- 
tioned, which is very much like the American, as I think 
you will agree, where over time, by European standards, 
there appear to be relatively high average rates of unem- 
ployment associated with relatively moderate rates of 
price increase. There are many other varieties of that 
association too, of which I think you will be aware. In 
Europe there are countries like Belgium and Switzerland 
next door to a country like France, which is their big 
partner, and over the past twenty years the internal price 
level in those two countries has risen a great deal less 
than it has in France, yet which of those three countries 
has been most successful in keeping its economy reasona- 
bly fully employed most of the time is hard to say. 


The Chairman: Honourable senators, we started with a 
question from Senator Nichol and supplementaries were 
asked. 


Senator Nichol: I think I have asked supplementaries 
to my own question. 


The Chairman: Probably you have by now. I have a 
note that Senator Kinnear has a supplementary question. 
I assume that is on Senator Nichol’s original question. 


_ Senator Kinnear: I think it has strayed a little. Mine is 

‘a short question. On page 11 of the brief you say: 
persons aged 14 to 24 accounted for 45 per cent of 
unemployment, though they constituted only 26 per 
cent of the labour force. 


I am wondering why on earth you count 14- and 15-year 
olds in the labour force, because I do not know from my 
experience that there are very many people working at 
the ages of 14 and 15. 


Dr. Young: That is the way the statistics come out. 


Senator Kinnear: What percentage of 14- and 15-year 
olds are in the labour force? 
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Dr. George V. Haythorne, Commissioner, Prices and 
Incomes Commission: In these statistics there would be 
relatively few in either the unemployed or the labour 
force. You are quite right. There are relatively few 
today, particularly because the school-leaving age is now 
15 and 16 in most provinces, who would be either in the 
labour force or unemployed. 


Senator Kinnear: I think it would be more accurate to 
take the ages from 16 to 24. 


Dr. Haythorne: I think you are right on that. This is 
just a category that happens to be the convenient period 
of ten years that they take right through the labour 
force. 


Senator Nichol: If I may, I should like to come back 
again on this question. It is not clear in my mind. To me, 
the term “price and wage controls” perhaps implies a 
body of law in the broad sense, which does not permit 
increases in prices, wages and salaries, rents or anything 
else, without the permission of the government or some 
government body. When you move from voluntary con- 
trols to involuntary controls, how can there be a middle 
ground? I think, Dr. Young, you were describing some 
sort of middle ground. I do not quite see how that 
works. I do not see how you prevent people raising their 
position in the economy without forcing them to do it. 
Are we talking about forcing them to do it or are we 
not? 


Dr. Young: You are talking about forcing them to do it, 
but there are ways and means of forcing them. 


Senator Nichol: That is my question. 


Dr. Young: All I am saying is that if you area protect- 
ed manufacturer and you have raised prices beyond the 
appropriate level—there does not have to be a freeze; 
there can be permission to raise prices and wages but 
within a restrained level; there can be a rate of 
increase—as a protected manufacturer you are part of a 
general agreement on wages, prices and rents. 


Senator Nichol: Which all people of the country pre- 
sumably have signed? 


Dr. Young: On which consensus has been reached. It is 
less important that they sign than that they indicate their 
willingness to follow it. The government implements it, 
and they are called upon to follow this set of rules. 
Suppose, as a protected manufacturer, you do not follow 
this set of rules and you charge too high a price for your 
product. You are reviewed and are found to have 
charged too high a price. You are brought in and are 
invited to reduce the price but you say you will not 
reduce it. The government tells you that in that case they 
will reduce your tariff, and then you will reduce the 
price. The general experience is that such a manufactur- 
er will reduce the price before that action is taken. That 
is force. That is not a formal form of price control, but 
that is the use of government power to enforce an agree- 
ment. That is the kind of commitment that governments 
in this country made to support the price restraint pro- 
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gram. They said they did not want to have to use sanc- 
tions, but if occasion arose they would in fact take steps 
of that kind, and when the occasion arose they did take 
steps of that kind. 


Senator Nichol: Then this would be on a continuous 
basis, presumably for companies and unions. 


Dr. Young: No, you decide what the period is. 
The Chairman: What is the period? 


Dr. Young: We were going for 1970 at that time. When 
we were trying to get the 1969 agreement it was for one 
year. 


Senator Nichol: This could presumably operate only on 
a temporary basis? 


Dr. Young: That was certainly our thought, of going in 
temporarily, because we were trying to extricate our- 
selves from a particular inflation. We did not rule out the 
possibility that during the course of that year we might 
seek an extension of that agreement, were it working 
effectively and that we would get that kind of support 
and carry forward the agreement long enough to get 
ourselves back to reasonable price stability at less cost in 
terms of unemployment. 


The Chairman: Using what means? 


Dr. Young: Using the techniques I have just described, 
of having an agreement— 


The Chairman: No, no, to bring us back, as you 
described. 


Dr. Young: Having scaled down wage and salary 
increases to a moderate level—and we were talking in 
terms of 5 per cent... 


Senator Molson: How? 

Dr. Young: We were seeking an agreement. 
The Chairman: By the agreement, senator. 
Dr. Young: We were seeking a consensus. 


Senator Molson: We were dealing a moment ago with 
a tariff on prices. Now we have switched to wages and 
salaries, which is not the same. 


Dr. Young: That is right. That is much more difficult 
now. 


Senator Molson: How? 


Senator Nichol: Do you think it would be possible to 
get such an agreement without there being a law saying 
there had to be such a one? 


Dr. Young: It has been in other countries. In this 
country people have said it is not possible to get an 
agreement, that the business community is too frag- 
mented, that the governmental apparatus is too frag- 
mented, that the labour movement is too fragmented. It 
is our experience that it was not a structural problem that 
stood in the way. We found that we could get the busi- 
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ness community to act together, and that we could get 
governments to act together during that period when we 
were seeking a general agreement. We did not think it 
was a structural problem that prevented organized labour 
acting. It was not simply because there was a federation 
or two federations and sets of affiliates, and so on. It is 
true that in some countries there is a more tightly organ- 
ized system of organized labour, but those countries run 
into difficulties because attempts are made to dictate from 
on top to a variety of unions, so they have run into great 
local difficulties. It is therefore not obvious to us that it 
was the structure of the labour movement in this country 
that made such agreement inpossible; it was the lack of 
conviction on the part of those involved that this was a 
useful approach to the problem. 


Senator Molson: Has the international control of most 
of the unions any bearing on it? 


Dr. Young: I think it would be fair to say that was not 
our impression. 


Dr. Haythorne: I would say, very little bearing. That 
element played a very small part. 


The Chairman: Is it not a fact, though, that you are 
dealing with the history of the matter and that, on the 
basis of that history, if you tried today you would not 
even get an agreement from business or government? 


Dr. Young: You certainly would not, unless you could 
make it comprehensive. 


The Chairman: That is right. 


Dr. Young: There are different views on how likely it 
is that a voluntary agreement could be reached now. 


The Chairman: What is your view? 


Dr. Young: I would have thought that it was not obvi- 
ous that it could easily be reached. 


Senator Nichol: Of course, I agree with you, Dr. Young, 
that if this could be done it would be fine, but on the 
basis of the experience during the critical period in 
prices a few years ago, it was found to be impossible. It 
seemed to be equally difficult. I do not quite see how it 


‘ean be done without real law and real enforcement, in 


which case I do not see how you can avoid going the rest 
of the way. You see it the other way round? 


Dr. Young: No. I hope I am not misunderstood. I point- 
ed out that if one could get the consensus, there is one 
answer. 


Senator Nichol: Say one cannot? 


Dr. Young: If you cannot, then the only route available 
is the other one. Then the question is: What does that 
scheme have to look like? There is a variety of ways of 
approaching price and wage controls. It seemed to me 
that the proposition you put was an extreme one, that it 
is not necessary that prices or wages be frozen, or that 
there be rules under which prices are increased and rules 
under which wage and salary increases occur. The thin 
could have a measure of flexibility. £463 
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Senator Nichol: Control does not imply fixation. 
Dr. Young: No. Controlled restraint. 


Senator Nichol: Controlled restraint, operated by a 
government body of some kind which says that you may 
or may not do this. 


Dr. Young: Exactly. 


Senator Nichol: So we are really almost right down to 
the under ten, or very close to it? 


Dr. Young: As I say, some people exaggerate the 
nature of the scheme that might be necessary to deal 
with this type of problem. 


The Chairman: Would it be true to say, doctor, that if 
you impose the kind of restraint you are talking about, 
the longer you hold that restraint in operation the closer 
you move to the old wartime prices and trade board 
restraint? Each year or each month you would be forced 
toa greater and greater initiative. 


Dr. Young: I think that is not unlikely. I think that a 
system like this would sit very uneasily. That is why I 
guess I am not as concerned as Senator Nichol with the 
slippery slope. If you are under conditions of peacetime, 
when it is a serious problem that people are prepared to 
have dealt with in a serious way, it nevertheless would 
not take very much experience with that to realize how 
uncomfortable even a flexible straitjacket of that kind 
was for the economy. 


Therefore, it seems to me unlikely that one would be 
piling on more and more restrictions. It seems likely that 
there would be anxiety on the part of the public to have 
done with it in as rapid a way as possible; that it would 
be necessary to hold in for a significant period in order 
to accomplish what one wished to accomplish. 


Senator Nichol: Then it becomes a psychological 


weapon. 


Dr. Young: As I say, I think there would be a good deal 
of opposition to its continuation. Let me say that the 
decision on how far such a system would need to be 
continued depends on your analysis of the problem. I said 
we cannot give you final solutions today, but we do not 
think that the facts are inconsistent with the view that 
we have a problem, and a serious problem, in this coun- 
try in extricating ourselves, in avoiding the renewal of 
inflation, if you like, or exitricating ourselves from this 
continual cost inflation that we have experienced. But it 
was, after all, only five or six years ago that this econo- 
my was running quite satisfactorily. It is true that we 
have come through a period of quite high unemployment, 
but we were getting back to satisfactory levels of 
employment and we did not have a permanent, serious, 
deep-seated problem. We ran into a temporary problem. 
‘It is quite possible that a temporary solution can be 
found to deal with a temporary problem and that one can 
emerge, at the end of a control period, into a system 
where demand and supply are in reasonable equilibrium, 
without the kind of unfortunate experience many coun- 


tries had when they attempted to put a control system on 
in the face of excess demand. When they take off the 
controls, away she goes. That is not the way you could 
possibly do it, but it is not impossible that it would work 
that way. 


Suppose that that is too optimistic a view, then there is 
no question: we are into a very serious problem indeed. 
If we are not able to extricate ourselves safely from that 
kind of situation, then our problem is indeed a rather 
deep and fundamental one, and we really have to worry 
how to get out of it. 


Senator Hays: You were speaking about percentages. 
Would you say an increase in wages of 4 or 5 per cent a 
year would be satisfactory, if that were the ceiling? 


Dr. Young: Yes, that is the rate of increase we have 
had during the years when we have had reasonable price 
stability. Increases of the order of 4 or 5 per cent are 
consistent with price increases of 2 and under—as we 
had in the ‘fifties and ’sixties. 


Senator Hays: So you would live within ceilings, under 
a sort of control? 


Dr. Young: That is one way of approaching the prob- 
lem. That is the way we tried to deal with it in the 1969 
agreement, and that is the way we approached the prob- 
lem in 1970. There are other ways of doing it, but that 
was one way. 


Senator Hays: I think that your restraints were very 
effective, probably much more effective than you think 
they were. People did observe these guidelines and they 
did try to live within them—or many people did. What 
would have been the situation if we had 10 per cent more 
inflation during this period? What would have been the 
result? Would we have had full employment? 


Dr. Young: It depends on what you define as “full 
employment.” 


Senator Hays: If you had been going for the holding 
back? You say you cannot have both, so we have unem- 
ployment and we have curbed inflation. If we had had 10 
per cent inflation, would we have had full employment? 
Was that the real reason? 


Dr. Young: As I say, if you had said in 1968, “Let it 
roll, let it run. You can steal a bit from the future”—that 
is why we are in the difficulty we are in now, because 
people tried to steal from the future, four, five or six 
years ago. We are paying the price of economic policy 
decisions that were taken back in 1964, 1965. 1966. It 
might be possible to seize a short-term gain, by letting it 
go, instead of allowing it to accelerate. The extent to 
which the public had become sensitive to that in 1968, 
1969, suggests you would not have got away with it for 
very long. They would have anticipated it very quickly. 
So your gains would have been very short lived. You 
might have got away with something for a year or two, 
but it is not much of a way to run economic policy. 


Senator Hays: Let us say that from 1962 to 1970 we 
doubled our Gross National Product. If you remember, 
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part of it was done on a policy of, “Let’s get the economy 
moving again!” 


Dr. Young: Exactly. 


Senator Hays: So the money was poured in, and it was 
effective. 


Dr. Young: I guess it would be our view—and my 
colleagues can differ from me if they like—that if we had 
handled that thing a little more carefully we might have 
been able to find our way through this whole decade, 
when you look back at it and think of the foregone 
opportunities to have sustained economic expansion, by 
allowing that thing to get away in the mid ’sixties. It was 
very hard to avoid, because the Americans had their war 
and their special circumstances, and it was difficult to 
forecast the situation. It is easy in retrospect to say these 
things. 


The Chairman: What would you have done, Dr. 
Young? 


Dr. Young: If there had been more caution shown in 
approaching the level of employment—we are all guilty 
of saying, “We have had enough unemployment, let’s get 
the thing rolling and let’s not pay much attention to 
where the danger points are.’”’ Many people were guilty 
of that, and some of us were guilty of it, too. We all got 
impatient during those early 1960s. Too bad, because if 
we had been more patient and had played that a little 
more carefully, in those years 1963, 1964 and 1965, con- 
ceivably we just might have found our way through this 
whole period. 

It would have required a change in the exchange rate 
earlier, if the American performance had been what it 
was. But it would have been really quite something if 
this country could have found its way, in a substantially 
non-inflationary way, right up to the present, through 
rather more careful demand management in the middle 
period. That is water over the dam now, but I think we 
could have had substantially as good an economic per- 
formance and ended up just as well without it as with it. 
It may be my colleagues would like to add something. 


Dr. Haythorne: I should like to make one comment, 
coming back to Senator Nichol’s question about progres- 
sion. We are saying in the document that incomes policies 
are supplement to fiscal and monetary policies. You have 
to keep that in mind when you are thinking about the 
progression. Coming back to Senator Hays’ question 
about the mid-1960s, had we again the sort of situation 
we faced in 1963, 1964 and 1965, with appropriate fiscal 
and monetary policies, that might have been enough. We 
would not have needed to call upon an incomes policy at 
that stage. 


Much depends upon existing circumstances, and par- 
ticularly the use that you make of your fiscal and mone- 
tary tools, as to how you bring in an incomes policy, if 
you do. 


Senator Isnor: Going back to the 1967-69 period, which 
came first and which was the more important of the two 
factors that entered into that period of price increases 
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and unemployment? Was the main factor unemployment, 
or was it price increases? 


Dr. Young: I am not quite sure I understand the 
question. 


Senator Isnor: Then let me enlarge upon it. From a 
business point of view, retail prices are governed by the 
prices one has to pay for the goods one is going to sell. 
The prices that one is charged are those brought about 
by the manufacturers because of employment. Now, 
which is the bigger factor? 


Dr. Young: Bear in mind that we had had a burst of 
price increases in 1965-66. In the latter part of 1966 and 
into 1967 you might say that an attempt was made to 
bring the economy around in a rather careful, gentle 
kind of way, in order to avoid any serious run-up of 
unemployment. What I suppose we learned from that 
episode was that if you have as much push in the econo- 
my as we developed in 1965-66, as much momentum in 
the inflation, then that kind of gentle easing out of it will 
not work. It will not work because what happened was 
that we went right through that period with some moder- 
ation, but very, very slight, and when it picked up again 
in 1968 we were still in the inflation and on our way 
again. That is what I think was the principal lesson of 
that particular period. 


Senator Hays: We did achieve full employment, and 
that was one of the great problems at that time. 


Dr. Young: Yes, we had high employment during that 
period, but remember that unemployment was creeping 
up a little in the early part of 1968. 


Senator Isnor: Rates of employment went up, but that 
factor affected the prices to the consumer. 


Dr. Young: It certainly did in 1965 and 1966 and it 
continued to do so in 1967, yes. The degree of restraint 
was rather modest. 


Senator Isnor: Now, having said that, which do you 
consider the more important factor at the present time, 


_price increases or wage increases? 


Dr. Young: I find it very difficult to answer a question 
like that. The other day I was quoted as saying, “Inflation 
remains Canada’s No. 1 problem”. I did not happen to 
put it that way. I spent most of the interview arguing 
about the nature of the inflationary problem. I pointed 
out how deep-seated it was, how widespread throughout 
the world, and how it was the outstanding problem of 
this era of history. That could well be interpreted as 
meaning it was our No. 1 problem, but I do not see a way 
of saying that, “This is No. 1 and this is No. 2.” I think 
we all agree that we have a high level of unemployment 
and that it is desirable that steps be taken to deal with 
that. Steps have been and are in the process of being 
taken. 


Senator Isnor: There is a base for both of them, and I 
am asking which is the more important. 
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Dr. Young: What we keep reminding people is that 
while they are dealing with the unemployment problem 
they had better remember that there is another problem 
here. It does not mean calling it No. 1. They had better 
remember there is a problem. They had better remember 
that that spectacular price performance in 1970 was 
rather ephemeral and some of the underlying stuff is 
more serious. Then, looking carefully at that, people 
wonder how things are going to turn out and how quick- 
ly they are going to be faced with a situation in which 
what they want to do on the economic expansion side is 
going to be frustrated by cost and price increases. Our 
task is really to remind people of that. If that means 
saying that inflation remains a problem, then that is what 
we are doing. It is really to remind people that they had 
better keep their eye on that side. 

I hope that that is an answer. I am afraid I cannot do it 
SOLCeOL Ma 1 co ee 


Senator Molson: Mr. Chairman, I should like to ask Dr. 
Young and his associates if there is a possibility or a 
probability, with the march of time, business having 
become bigger business, labour having become bigger 
labour and big government very definitely having 
become bigger government, that this has caused condi- 
tions which apply to change so much that many of the 
points of view that used to apply are no longer really 
valid; in other words, that so much inflexibility has been 
created by this relationship that ideas have to be changed 
in thinking through the potentials, possibilities and 
options for action that are open. 


Dr. Young: We are spending a lot of time analysing 
that problem, so I think it is fair to say I cannot yet give 
a definitive answer to it. I can give this kind of tenative 
answer, that apparently the structural changes in the 
economy of the kind to which you are referring did not 
make this economy unmanageable six or seven years ago. 
I am not aware that the changes have been so dramatic 
in the last little while. We were able to run this economy 
as we came out of the recession in the ‘sixties without 
encountering special problems, and that is a point that 
everybody who argues that we are in an entirely new 
world needs to remember. They have to remember how 
recently this economy operated fairly effectively before 
we developed inflationary expectations which led to the 
consequences we are seeing now. 

All I can say is that we approach that hypothesis with 
a good deal of caution, and that we consider that one has 
to be very careful in saying that we are in a new world, 
because of the structural changes, because you have to 
ask yourself how many of these structural changes have 
really occurred. 


At one time I had a colleague who was put by his 
professor to the task of studying the question of whether 
the monopoly has increased in the United States. It was 
a common talk in the 1930s and the 1940s in the United 
States that the American economy was gradually becom- 
Ing monopolized; that there were more and more 
monopolies everywhere and all the analyses of the previ- 
Ous periods did not apply. His professor had done some 
work on the back of an envelope and thought that he 
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could see that trend, so he put this fellow to work for 
two years on the subject. His answer was that there was 
as much of a monopoly in the United States in 1901 as 
there was in 1937 or thereabouts. Then one of his stu- 
dents continued to work through to 1954-55 and he, too, 
could not find an obvious change in the structure of the 
economy. They were relatively big firms, relative to the 
size of all firms back in 1900, and they are now. There 
are just a lot of small organizations in this economy as 
well as large ones. But I can assure you that this is a 
matter which will receive a great deal of attention from 
the research staff of the Commission, because it is obvi- 
ously something that many people think is crucial, and it 
cannot be dealt with simply by giving a casual reply. 


Senator Molson: We can see certain signs that govern- 
ment is becoming bigger. 


Dr. Young: There is no question about the size of 
government. 


Senator Laird: Dr. Young, as I understand it, you seem 
reconciled to a modest amount of wage increases and a 
modest amount of price increases. If that is so, what are 
you going to do or suggest about that very important 
segment of our population which is on a fixed income? 
Here I do not mean those who are on old age pensions; I 
mean people who have been thrifty and who have saved 
money and figured that they could live out the rest of 
their days on what they had saved. What would you 
suggest doing about them? 


Dr. Young: I think it is fair to say that long-term 
interest rates have adapted to a considerable degree to 
very modest changes in prices. Indeed, if you look at 
many of the long-term interest rates, it is fairly apparent 
that they have adjusted to an even more than modest 
increase. So, if somebody has been thrifty and can get 
the Government of Canada to pry 8 per cent for it, and 
we can hold the level of price increases at 2 per cent, 
then I do not think we should worry unduly because they 
are getting 6 per cent real interest on their money. That 
is no small amount. 


Senator Molson: But that is 20-year money. 


Dr. Young: Demand money in Canada Savings Bonds. 
We are not concerned, senator, with those people who 
have so much money that the limits on holdings of 
Canada Savings Bonds are unduly restrictive to them. 


The Chairman: You are talking of real returns. 


Dr. Young: That is right. These rates of 7 or 8 per cent 
for demand money are really very favourable rates; that 
is, if you have reasonable price stability. But they do not 
look like much if you have 5 or 6 per ‘cent price 
increases. However, I think I am safe in saying that 
various pension schemes and other things have -been 
gradually adjusting to the notion that it is not entirely 
likely that the rate of price increase will be zero. There 
will be a modest increase. 


Senator Nichol: If the inflation rate were settled in this 
country to public satisfaction at 2 per cent and people 
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believed that it would remain there, do you think that 
pensioners would be getting interest rates such as you 
have suggested on their securities? 


Dr. Young: That is right. That would be reflected in 
the bond markets. But, senator, what is our experience 
for the last 18 years? We have had 2.1 per cent on the 
Consumer Price Index. Some people would wish it had 
been zero while other people would wish it had been 
minus five, but a 2.1 per cent average for the last 18 
years is an impressive performance, even by internation- 
al standards, and I do not think it is realistic to ask for 
anything better. 


Senator Hays: Can we live with a 10- or 12-year pay- 
out on investment? Is this possible when you are talking 
about 8 or 9 per cent? 


Dr. Young: On long-term interest rates? 
Senator Hays: Yes. 


Dr. Young: Again, it is like the income price business 
because long-term interest rates in an inflationary envi- 
ronment can be quite high, and if you can assume you 
are going to get price increases to float them off, then you 
ean live with them. But our preference would be for 
lower long-term interest rates and lower prices. 


Senator McGrand: On page 12 you say: 
Most of those becoming unemployed do not remain 
unemployed for more than three months—and for 
many it is as short as one month. Many enter the 
ranks of the unemployed by joining the labor force, 
or by leaving their present jobs, not by losing their 
jobs. 


After reading that, I get the impression that unemploy- 
ment is not as severe as the unemployment figures indi- 
cate at the present time. 


Mr. Freeman: I think what the paragraph is meant to 
remind people of is that this is substantially changing 
group of people, and many people do not realize that 
there is a very high turn-over. 


Senator McGrand: You mean that a person could 
become unemployed two or three times in the course of a 
year? 


Dr. Young: I remember an amusing incident when I 
was in Toronto on a panel with some union leaders and 
there was a vigorous, bearded young gentleman in the 
audience who called for a militant organization of the 
unemployed. The union leader had to point out to him 
that that had been tried frequently before in this country 
and that one of the difficulties was that the executive of 
the organization of the unemployed kept becoming 
employed and it was so hard to hold the outfit together. 
That I think is something that people need to keep in 
mind. 


Senator Beaubien: Dr. Young, is it true that in many 
cases where people are afraid they are going to lose their 
jobs the wife goes out and applies for a job and this 


creates the impression of greater unemployment; and 
then, of course, if the man loses his job, the wife will be 
looking even harder. So, because one person loses a job, 
you have two persons looking for work. Have you seen 
any evidence of that? 


Mr. Freeman: The unemployment rate for women is 
typically lower, on the average, than it is for men. 


Senator Beaubien: Has it gone up much lately? 


Mr. Freeman: It has gone up along with the men’s rate. 
But, typically, the rate for women is lower than that for 
men. This is because sometimes if a woman loses her job, 
she will say, “Well, I might as well go back to the house,” 
There is more part-time work and a looser attachment to 
the labour force. 


Senator McGrand: Then on page 24 you ask if we 
should aim at freezing the existing pattern of income 
distribution for a limited period, or whether we should 
aim deliberately at effecting certain changes which are 
regarded as socially desirable. You have already dis- 
cussed that for quite a while this afternoon, but I would 
like to know what would happen when the freeze period 
iS over. 


Dr. Young: Let me say that that particular freeze we 
are talking about there might be quite consistent with a 
flexible mandatory price and wage control system, but 
you have to ask yourself: What is the level of wage and 
salary increase allowed? What is the level of price 
increase allowed? And what are the other components of 
the system? In the course of the period of restraint will 
that lead to a change in the shares, or should it be aimed 
to lead to a change in the shares? You will be trying to 
make that as consistent with underlying economic condi- 
tions as you can, so that you will be moving with the 
economic forces. In other words, it is a freeze of the 
shares but not necessarily a freeze of individual prices 
and wages. 


The Chairman: Dr. Lipsey made the claim that an 
incomes policy of that nature was actually inflationary by 
virtue of the fact that most productive sectors of the 
economy achieved a high wage rate and the less produc- 


‘tive sectors, especially those that were the subject of high 


demand, demanded the same wage rate; and that you 
created a situation in which you invited people to raise 
their wages to that level—that you are constantly making 
those adjustments. 


Dr. Young: I am not sure that I follow the logic of that. 
One of the problems with any form of wage restraint is 
that you set a limit on it. Some people have argued that 
the consequence of setting a limit is that it becomes a 
floor. If that limit is set too high, you can be 
counter-productive. 


The Chairman: That is the same reasoning that existed 
during the war, that rationing in its initial stages caused 
greater consumption than had occurred before rationing. 


Dr. Young: This is a common problem. Everyone has 
recognized that there are situations in which the exis- 


May 25, 1971 


tence of a ceiling is interpreted by many people as an 
appropriate floor. That is one kind of problem that you 
encounter. 


Senator Casgrain: Perhaps my question is not ortho- 
dox, but you say that we accept a 2 per cent raise in 
wages and in prices. But do they ever put a ceiling on 
profits? It seems that the consumer is always paying at 
the end of the line. 


Dr. Young: In 1969 there was a limit on prices; then a 
much higher limit on wages. There was a provision for 
increase in productivity to yield increases in real wages, 
and then the price restraint program, which was going 
to achieve this low level of price restraint, was operating 
on the margin between costs and revenues. It was oper- 
ating on the profits of firms. In that sense, it was coming 
under control. It is true that there were situations in 
which there were limits as to how far a control system 
of that kind would operate, and we then found the need 
for other devices to deal with those problems. 


Senator Casgrain: Each time you buy something and it 
is more expensive, they say, “Yes, but it is because of 
higher wages.” 


Dr. Young: Yes, and higher profits and higher incomes 
and higher everything, once the thing gets rolling. We 
found, when we first looked at the problem, that people 
said, “Go out and seize the culprits and tell them that 
they are doing evil things.” We said, “Where shall we 
go?” They said, “Take the banks and the doctors and the 
this-and-that.” We said, “But what about this-and-this? 
They are just as bad.” And they said, “Make an example 
of some.” The reason we did not approach the problem 
that way was that we did not find it very easy to identify. 

There are certain sectors of the economy which are 
more serious than others. The way we tackled the prob- 
lem was that we could see that the consequences of the 
step that had been taken were going to lead to a high 
level of unemployment. We thought, and we think now, 
that if we could have intervened at that stage with a 
form of direct price and income restraint brought about 
by consultation and co-operation, we could have avoided 
some of the unemployment from which we are now 
suffering. 

Some of you may recall that when I was before the 
House Committee not long ago I was accused of helping 
to generate unemployment. I tried to make clear at that 
time that the whole purpose of our exercise had been the 
very opposite, to accomplish the anti-inflationary objec- 
tive which we thought then and we still think is right, 
but to do that at less cost in terms of unemployment. 
Whenever this Commission gets branded as a commission 
that is in favour of generating higher unemployment, 
understandably we get a little crusty on the subject 
because that is the whole purpose of our exercise, just as 
it would be if occasion arose to intervene during this 
expansion with a form of prices and incomes policy. The 
Yeason for doing so would be to avoid the kind of policies 
that would generate unemployment. That would be the 
purpose of it. If the Government took the line that it 
Was not going to tolerate inflation and was going to deal 
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with it, then there would be only two choices, unemploy- 
ment or a prices and incomes policy. Those ar the short- 
run choices. 


Dr. Gillies: If I understood you correctly, you said that 
you would put in prices and incomes policies, or let us 
Say price and wage controls, on a temporary basis. Is it 
your feeling that this is to buy time so that other things 
can be done, or can and do price and wage controls by 
themselves prevent inflation? 


Dr. Young: If the problem is temporary, a temporary 
solution will deal with it and you may not have to seek 
permanent changes. But if the point that Senator Molson 
made is valid, that you have fundamental structural 
changes in the economy, I think that point of view has to 
be approached with considerable caution. If that were the 
case, you have really to look very seriously at those 
during the control period. 


Dr. Gillies: What is the purpose of having controls? I 
presume it is to stop the prices and costs rising. But it 
does not do anything about the fundamental forces that 
are causing those costs to rise. 


Dr. Young: It may be that the fundamental forces are 
past price and wage increases which have developed 
expectations of a continuation. If you do not continue, 
you do not have the expectations. 


Dr. Gillies: Your argument is that you do not have to 
change the anti-trust policies but rather to stop the 
expectations? 


Dr. Young: I do not want to commit myself to a firm 
view on that. It is quite clear that we have to deal with 
the problem of expectations, and the extent to which 
there are more fundamental problems which make the 
economy unmanageable is something that we are study- 
ing very carefully. We will continue to study it and will 
reach some conclusions shortly. All I am saying now is 
that the view that there are some permanent characteris- 
tics of this economy which make it unmanageable must 
confront the fact that this economy was not unmanagea- 
ble a scarce half dozen years ago, so that it needs to be 
looked at with considerable care. 


The Chairman: I would like to continue to pursue that 
point with you. As I understand it, you do not see much 
hope in selective controls? 


Dr. Young: It is not a matter of hope. It is a question of 
whom do you select? Who has the magic formula for 
saying, “It is these fellows, but not those fellows?” 


The Chairman: You have answered the question by 
asking a question, so I will ask the question again. If you 
answer your question you must come to the conclusion 
that there is not much hope in selective controls, because 
you are going to run into a process of misalignment of 
investment resources. 


Dr. Young: One would say, “What is the economic 
logic?” Why control steel workers and not professors? 
Professors have done better than steel workers. Why 
should the non-unionized, although faculty-association 
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professors, be allowed to run free and steel workers be 
controlled? 


The Chairman: So, we can dismiss selective controls? 


Dr. Young: We certainly do, in principle. We do not see 
the basis for it. 


The Chairman: Coming back to Senator Nichol’s point, 
that you go from the suasion, the first four or five on this 
scale, and then move forward to the almost mandatory 
Wartime Prices and Trade Board approach, you went on 
to say that there would be a tremendous pressure to 
remove any sort of controls imposed at the upper end of 
the scale, where any imposed would be. It seems to 
follow from that that this is a temporary measure. 


You point out there probably is no structural difference 
in the economy from ten years ago, nothing that would 
indicate that these measures should be permanent. 


Dr. Young: Please do not over-state that, senator. Our 
present view is that that should be looked at carefully; 
we are in the process of examining the data. 


The Chairman: Obviously, you have to interpose some 
forces during this temporary control period. You do not 
see such controls being the permanent answer. We are 
interested in knowing what stabilizing forces you want to 
see interposed at this point. 


Why do you think that what was done in the last six 
or eight years created the situation? 


Dr. Young: I will answer first with respect to what 
happened in the last sixi or seven years. We generated 
the worst peace-time inflation in our modern history, 
certainly since before the First World War. Anyone who 
tought it would be easy to get out of that was living ina 
fool’s paradise. That was going to be a hard inflation 
from which to extricate ourselves, and we have therefore 
encountered serious problems in so doing. People who 
have seen the number of years of substantial wage and 
price increases are inclined to think that they will see 
their continuation and base their actions on that assump- 
tion. Market conditions are then changed and quite 
strong pressure is brought to bear on business enterprise 
substantially to reduce the rate of price increase for a 
variety of reasons. That removes one important element 
in generating cost increases, namely, it achieves a lower 
level of price increase. However, that so far, plus unem- 
ployment and the whole situation, has had only a very 
modest effect on cost increases. 


Now, is that because the world has changed from 
1963-64, or because we have had quite an extended period 
of inflation? If we overcame inflation for a period, would 
we then return to a reasonable level of cost-price 
increases? If we then proceeded cautiously with demand 
management to avoid over-heating the economy, at the 
same time endeavouring to arrive at as low a level of 
unemployment as possible, could we not then run the 
economy under conditions of reasonable price stability? 
Would it not be much better to do that than to start 
down the path of accelerating price and wage increases? 
If we took the first step now to 5 per cent price increase 


and 8 per cent or 9 per cent wage increases, and the next 
time we got into trouble took the next step, would we 
find ourselves somewhere down the track having finally 
to dig in and deal with the problem, being faced with the 
same situation as the United Kingdom, where they have 
9 per cent price increase and the highest rate of unem- 
ployment since the war? That is the kind of objective to 
which you have to look in following that path. 


Senator Nichol: That is the slippery slope. 


Dr. Young: That is right. So, to think that anyone 
enthusiastically advocates this type of direct intervention 
in the economy is quite wrong. There is no reason to 
suppose that direct price and wage controls are anything 
but very uncomfortable indeed. 


The Chairman: So you would avoid at all costs, then, 
suggesting these be imposed on a continuing basis as a 
structural part of our economy? 


Dr. Young: We do not see that as a need on a continual 
basis. We consider it to be a very serious decision to 
accept them at all, and we are only prepared to contem- 
plate them because of the narrowness of the alternatives. 
The only thing I sometimes have to criticize in the view 
taken by some other people on this is how relaxed they 
are, how easy they think the choices are, how they think 
they can brush aside this form of direct intervention 
without realizing how few alternatives there are. 


There you are. You are in an expansion, cost and price 
increases are rising at a level which promises further 
acceleration. What are you to do? Unemployment or 
direct intervention? What else is there? There are some 
long-term policies, but they take time to operate. Some- 
one raised the question of anti-trust policies. There are 
competition policies which are in the process of chang- 
ing; there will be a new set of arrangements, presuma- 
bly, a new board and new efforts, but how long can one 
expect to have? That will take some time to have effect. 
That will not happen overnight. If you are faced with 
this problem in the near future there are not very many 
places to turn. 


Senator Nichol: Dr. Young, I wonder if we could go 


-one step backwards, behind what we are talking about. 


We have spent a lot of time talking about prices and 
incomes policies, how they should be used and how they 
should work. What about fiscal and monetary manage- 
ment? I do not want you to think I am asking for 
comment on the quality of fiscal and monetary manage- 
ment in this country or any other country. The reason we 
are talking about prices and incomes policies at all is 
because the fiscal and monetary management system has, 
I suppose, failed to do its job properly. Throughout these 
hearings of the last few weeks there has been one recur- 
ring theme, which has been the question of lags. It has 
come up over and over again. It is a problem not only of 
knowing what to do but of knowing where we stand so 
that we can look at what to do. How big a problem is 
this question of lags in the application of fiscal and 
monetary policy? How close are we to knowing the 
effects of what we do and the time frame in which they 
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will happen? And what can we do to improve it? How 
many questions is that? 


Dr. Young: I can give a short answer. The problem of 
lags is a very serious one. Lags do not remain fixed. I am 
now talking of some work that some of us were involved 
in some years ago when we studied this. On the mone- 
tary policy side it is easy enough to see why the lags will 
alter. It depends where the monetary policy strikes. If it 
is effective on housing, the lag will be a short one; if it 
affects utilities the lags will be very long. You can have 
lag effects on monetary policy five years down the track 
if you affect electrical utility planning. If you study and 
learn the lags that apply to a particular episode of mone- 
tary policy, for example, that may not be a very accurate 
guide to the next episode. 


Senator Nichol: Even on the same segment of the 
economy? 


Dr. Young: It is likely to strike in different ways. You 
may have changed the institutions, as we did in this 
country. You get one sort of reading of the lags, then you 
alter the institutions and get another one. Mind you, I do 
not want to suggest that all this is unknown. I am just 
saying it is a serious problem, and it is very hard to get 
hold of it accurately and get a reading, which first of all 
_is clear enough, and which will remain fixed through 
time. There is variability here. This does not mean you 
should not learn as much as you can and then apply, in 
as knowledgeable a way as you can, the experience 
gained from the past in dealing with the next episode. 


Senator Nichol: Is this in part a statistical problem? 
Perhaps that is a silly question, because obviously it is, 
but how much is it a statistical problem? 


Dr. Young: Yes, it is, and it is structural. The nature of 
the economy does not remain stable. You have a very 
strong effect on monetary policy on housing because 
there is a fixed NHA rate; you change that institution 
and have that move with other rates, then you have a 
different result, and monetary policy has a different 
impact. Sometimes it depends on what foreign exchange 
rates you have. The monetary policy will have one effect 
if you have a fixed rate, and will have another effect if 
you have a flexible rate. You can learn all sorts of things 
about that process and then you can apply them, in as 
intelligent a way as you can. It is just that it requires a 
fair amount of artistry as well as science to do so. One 
should not over-estimate the degree of precision with 
which it could be done. I think you will find that the 
practitioners of the art take that view themselves, that 
one should not over-estimate the degree of precision that 
can be applied. Perhaps someone might like to supple- 
ment that. 


Senator Nichol: This is a real problem. The crux of the 
thing is, how do you approach a more efficient or respon- 
Sive system?. This has come up several times in the 
hearings here. There have been accusations made here 
that we have always been shooting away behind the 
duck, . overshooting | or undershooting, or whatever 
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phraseology you want to use. Do you think our pattern of 
performance is getting better over the years? 


Dr. Young: Perhaps those who practise this art have 
more humility than those who make comments. It is a 
comparatively short experience we have had in managing 
the economy in this way, when you think of it. We have 
been at it for only about ten to fifteen years. 


Remember the intervention in monetary policy in the 
1950s, 1956? It was pretty well the first time that the 
instrument had been used very aggressively. There have 
not been very many times that fiscal policy has been 
used. We are pretty early in the game, as most countries 
are. I would say people are learning things about it. They 
are also learning about the difficulties. There are lots of 
people who thought it would be very easy to forecast, 
that it was just a small thing. i 


If you want to forecast Canadian economic perform- 
ance, it is just as well that you know what is going on in 
Ho-Chi-Minh’s mind six or seven years ago. You can see 
how widespread the effects can be. The whole world 
bears upon an open economy and there are many things 
to be taken into account if you are going to forecast 
accurately. 


Dr. Haythorne: I think that one of the important things 
is to try to put a finger on the indicators of excess 
demand, in the economy generally and in those parts of 
the economy where it could have some serious conse-~ 
quences. One area here is our broad investment policy, in 
the country generally. It comes back to construction. We 
have these ups and downs in the construction industry, 
which has given a great deal of pressure, at certain times 
and in certain places, which still has really serious spill- 
over effects. What you do about this is not easy to lay 
out always in advance. At least, perhaps we need to have 
more forewarning about it, more ability to beforewarned 
about these things coming up. 


Senator Hays: How do you co-ordinate these problems? 
I am thinking of the spill-over you were speaking about, 
over-building and vacancy factors, in the construction 
industry? 


Dr. Haythorne: These are the things hopefully you are 
able to work out with them—a carefully developed fiscal 
and monetary policy, your fiscal policy, related to more 
knowledge about what is brewing, what is ahead of us. 
We need much more information on a lot of the signs, 
This is not always easily acquired. 


Senator Nichol: I was not suggesting it was easily 
acquired. I was wondering what the standard of the art 
was. 


Senator Hays: I have another question, which is not 
related to this. How far out are we in our inflation 
problem with our trading partners? How far away can 
we get, if we are going to sell and they have to buy, and 
so on? 


Dr. Young: If we are erring on the side of being better 
than they are, then we are going to bring, down costs. It 
is easy enough to err on that side. If you err on the other 
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side and you have a fixed rate, then you are brought 
back by balance-of-payments problems. We have often 
said in this country that if you are going to err, then do 
better than your neighbours. Do better and have smaller 
cost increases than your neighbours. 


Senator Hays: Dr. Young, in that regard we were 
speaking earlier about agriculture in terms of keeping 
the cost down. In my opinion, the situation is that we 
have done rather a good job of keeping costs down. That 
is borne out by the fact that the demand for imports in 
other countries has increased just in the last few months, 
and I would cite as examples Red China, Russia and 
Europe, where the price of meat is double what it isshene; 
and Japan, where it is three times as much as it is here. 
This could readily cause a shortage here, because con- 
sumption and production are just about even at) this 
point. 


Dr. Young: In other words, you can see problems of 
foreign demand dragging up our prices in particular 
areas? 


Senator Hays: Yes. Is this as a result of our not having 
enough inflation or did we keep the reins a little too 
tightly? 


Dr. Young: It is certainly true that the rate of price 
increases in a wide variety of countries exceeds the rate 
of increases of prices in this country, but that is not to 
say that we have to follow them. We do have an 
exchange rate, and that can adapt through time to 
changes in the price performance. 

When people say that one country is necessarily tied to 
another, they sometimes forget that at one time there 
was a Belgian franc, a Swiss franc and a French franc all 
worth roughly the same price before the First war. In the 
mid-1950s their ratio of value was 1 to 10 to 100. One 
Swiss franc would buy ten Belgian francs, and 100 
French francs. That is how far three neighbours had 
managed to diverge from each other over that period, 
which had meant successive French devaluations and 
successive Belgian devaluations as against the Swiss 
franc. 


Senator Hays: How did it affect the standard of living 
in the three countries? 


Dr. Young: It was by no means obvious that France 
did any better than Belgium or Switzerland. Indeed, in 
looking across their border the Swiss would say that it 
was fairly obvious that they had done better than the 
French. 


Senator Molson: Mr. Chairman, perhaps not enough 
emphasis has been placed on government participation in 
our business problems of prices, wages and costs. In the 
course of various hearings here we have seen a fair 
amount of comparison between the government slice in 
this country and the government slices in other countries. 
The Canadian Government is taking more from every 
dollar the consumer spends and more from every dollar’s 
worth of production that comes out of a plant than is the 
case in many of’ the countries we consider neighbours 
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and friends. Nevertheless, that fact is hardly ever men- 
tioned. It seems to me, if we have a problem of getting 
public understanding and support, then this is something 
that should be mentioned. I should like to have Dr. 
Young’s comment on that. First of all, am I right in 
making that statement? 


Dr. Young: It is fair to say that in this country today 
governments take a large slice, and have been taking a 
substantially increasing slice in recent years. Part of that, 
of course, is a flow-through of funds, a diversion of funds 
which are used for one purpose in the private sector and 
are just being passed through governments, which is 
much less important than a government taking over the 
real resources and making use of them. But there has 
been a substantial growth of government activity in this 
country over an extended period of time. 


Senator Molson: They take more out of a great many 
businesses than the shareholders do—most businesses, 
almost all businesses. When all the questions of costs or 
profits are raised, however, it is very seldom that that 
phase is mentioned. 


Another thing I should like to comment on is that in all 
these discussions today on inflation, unemployment and 
our economic problems, we keep referring to cost 
increases, but we never seem to think of the millennium 
as being cost reductions. We rarely mention that at all. 
We speak of small increases, but in fact both prices and 
costs should in many cases be reducing in a country such 
as ours and in an economy such as ours. We seem to 
accept the fact that small increases are inevitable and 
that, even if we double or triple the size of our plants, 
there will never be a day when we can produce an 
article at a lower cost. 


Dr. Young: Fortunately, there are some examples of 
that still in our economy. When new products come in we 
do see occasional examples of that. But it has been true 
that one consequence of inflation as vigorous as the ones 
we have had is that all sorts of durable goods, that are 
manufactured, which would ordinarily at least be ex- 
pected to remain stable, have been rising in price signifi- 
cantly, and that is where the reflection of the virulence 
of this particular inflation is seen. There have been all 


sorts of goods for which productivity increases are very 


rapid, but nevertheless we have to have price increases. 


Dr. Gillies; Dr. Young, you have pointed out our 
unhappy dilemma in having to take unemployment or 
controls, but every witness who has been here has said 
that socially we will not take unemployment, and practi- 
cally every witness who has been here has said that 
controls will not work, that in an open economy such as 
Canada’s, and with its relationship to the United States, 
and so on and so forth, you simply cannot make them 
stick in peacetime. I am sure you must have been looking 
at that problem, because it is a huge question, but what 
do you feel about it? Dr. Reuber’s evidence last week 
was that we depend so much on imports from the United 
States; and there was Mr. Gibson’s testimony that even 
in wartime, at the end of the war, they had a hard time 
making these things work. Many of the witnesses have 
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said flatly that price and wage controls will not work. 
John Crispo said that there was no way the labour force 
would accept this, even if the leaders did agree. What do 
you feel about these observations? 


Dr. Young: First, I feel that if they were true, it would 
be very unpleasant. Look where it would leave us. We 
would have no solution. But we are not prepared to 
accept that this is a no-solution situation. The public of 
this country are going to have to understand how narrow 
the choices are and how difficult the problem is. Then 
you are going to have to ask the question whether, if the 
public can understand that, they are going to take the 
view that it is impossible to deal with the problem in this 
way. If we get that degree of public support, then we can 
do it. 


Then, if you succeed in doing it, one consequence will 
be that having your own currency, there will be some 
Passive response on that side. So the view that we are 
inextricably tied to the American price level is not true. 
We have just made a very substantial divorce of our 
price level from the American price level by a movement 

of the exchange rate, and one of the consequences of a 
different price level over an extended period of time is 
that adaptations do occur such as I have just talked 
about in connection with Switzerland, Belgium and 
France. That is not to say that they occur instantaneously 
or entirely smoothly, so that these consequences do 
follow. Remember, there were people who said we could 
not do better than the Americans last year. Yet we had 
1.5 in one country and 5.5 in the other. It was rather 


apparent that over the short run you cannot diverge, but 
we could have diverged even with a fixed rate. In fact, 
we were still diverging even while we had a fixed rate. 
So, over the short run it is possible with a fixed rate; and 
over the longer run, whether you have a fixed rate or 
not, there are revaluations and alterations in the ex- 
change rate to reflect a difference in the cost and price 
performances of the two economies. 


So our answer is that while it is not easy and while, in 
fact, it is extremely difficult, it reminds me of the World 
War I cartoon, “Do you know a better ’ole?” We are 
stuck with rather narrow-range choices. 


The Chairman: Are there any further questions? Do 
you or your colleagues have anything to add, Dr. Young? 


Dr. Young: No, thank you, Mr. Chairman. 


The Chairman: Dr. Young, on behalf of the committee 
I should like to thank you very much for your forthright 
testimony. It is testimony that clearly will be the subject 
of much discussion during the remainder of these hear- 
ings, probably starting tomorrow with Dr. Harry John- 
son. To say that it will be the subject of much controver- 
sy is probably to understate the point. You have been 
most helpful to us. We thank you for the trouble that you 
have taken in preparing your excellent brief and for 
coming here today and giving us your very open testimo- 
ny. I should like also to thank Mr. Freeman and Dr. 
Haythorne for joining us. Thank you. 


The committee adjourned. 


Published under authority of the Senate by the Queen’s Printer for Canada 
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STANDING SENATE COMMITTEE 
ON NATIONAL FINANCE 


The Honourable Douglas D. Everett, Chairman 


The Honourable Senators: 


Aird 
Beaubien 
Benidickson 
Bourget 
Bourque 
Croll 
Desruisseaux 
Everett 
*Flynn 
Fournier 


(Madawaska- 
Restigouche) 


Gélinas 
Grosart 
Hays 


(Quorum 7) 


*Ex officio Member 


Isnor 
Kinley 
Laird 
Langlois 
Manning 
*Martin 
McDonald 
McLean 
Méthot 
Molson 
Nichol 
O’Leary 
Paterson 
Phillips 
Sparrow 
Walker— (27). 


Orders of Reference 


Extract from the Minutes of the Proceedings of the 
Senate, of Tuesday, March Shia UAE 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 

That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, March With, A197Ae 


“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, April 28th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 

Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
applicable as well in respect of its examination of 
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the said question of fiscal and monetary policy in 
Canada. 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 


“With leave of the Senate 

The Honourable Senator Langlois moved, seconded 
by the Honourable Martin, P.C:: 

That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relations thereto. 

The question being put on the motion it was— 

Resolved in the affirmative. 


Robert Fortier, 
Clerk of the Senate. 


I IPQ*- 


Minutes of Proceedings 


Wednesday, May 26, 1971. 
(12) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
‘10.00 a.m. to consider the Question of Growth, Employ- 
ment and Price Stability. 

Present: The Honourable Senators Everett (Chairman), 
Beaubien, Benidickson, Croll, Grosart, Hays, Laird, Lan- 
glois, Manning, McLean, Molson and Nichol. (12) 


Also present but not of the Committee: The Honour- 
able Senators Cameron and McGrand. (2) 


In attendance: Dr. James Gillies, Director; Mr. A. Be 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics; Mr. W. Neville, 
Editorial Writer. 

Witnesses heard: 

Dr. Keith Acheson, 
Professor of Economics, 
Carleton University. 


Dr. John F. Chant, 
Assistant Professor of Economics, 
Carleton University. 


At 12.45 p.m. the Committee adjourned to 4.00 p.m. 
today. 


At 4.00 p.m. the Committee resumed. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Benidickson, Desruisseaux, Grosart, Hays, 
Laird, Langlois, Manning, Martin, McLean, Molson and 
Nichol. (13) 


Also present but not of the Committee: The Honour- 


able Senators Burchill, Cameron, Haig, Kickham, Lang, 
McGrand and Molgat. (7) 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics; Mr. W. Neville, 
Editorial Writer. 


Witness heard: 
Dr. Harry G. Johnson, Professor, 
Department of Economics, 
University of Chicago, and 


‘12:4 


Professor of Economics, 
London School of Economics and 
Political Science. 


At 6.30 p.m. the Committee adjourned to Thursday, 
May 27, 1971, at 10.00 a.m. 


ATTEST: 


Gérard Lemire, 
Clerk of the Committee. 


The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Wednesday, May 26, 1971. 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 10 a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, we have with us 
today Dr. Keith Acheson and Dr. John Chant, who have 
filed an extremely comprehensive brief with appendices 
entitled, “Monetary Instruments and Objectives.” 


Dr. Acheson, who is now Professor of Economics at 
Carleton and was formerly at Queen’s University, 
obtained his doctorate from the University of Toronto. 
He has been with the Economics Department of Queen’s 
University; has worked in Uganda for the East African 
Development Board of Control under a CIDA contract; 
and has published articles on international monetary 
theory in the Canadian Journal of Economics and the 
Journal of Political Economy. Especially well received 
has been his paper to the Canadian Learned Societies on 
“The Bank of Canada—A Study in Bureaucracy.” 


Dr. Acheson, along with Dr. Chant, has carried out 
intensive studies on the manner in which the Bank of 
Canada operates, and has put forward many interesting 
suggestions for improvement. His work on public policy, 
monetary theory and international monetary theory pro- 
vides invaluable insight into the issue of inflation and 
unemployment currently challenging our policymakers. 


Dr. John Chant is Assistant Professor of Economics at 
Queen’s University. He received his doctorate from Duke 
University, and has taught at Edinburgh University, 
Duke University and Queen’s University. Additionally, he 
has spent one year with CIDA in Tanzania. 


It is with great pleasure, that I welcome Dr. Chant and 
Dr. Acheson, and I will ask Dr. Acheson to proceed to 
outlined in a brief statement the subject that is before us. 


Dr. Keith Acheson, Professor, Economics Depariment, 
Carleton University: Thank you very much. Both Dr. 
Chant and I are honoured to be here, and I hope we can 
be of some help. 


The brief we have prepared reflects the result of a 
couple of years’ work which started with a paper we 
gave last year, as the Chairman mentioned, at the 
Canadian Learned Societies. We have appended to the 
brief the detailed results of our research and have made 
a summary of those results in the brief itself. I would 


* 


like to go through that summary and try to clarify some 
of the points we have made in there, as well as I can. 


The method we have used to approach the behaviour 
of the Bank of Canada has been one to try to set up a 
simple theory of what might motivate the behaviour of 
that institution. We have felt that the institution may 
have objectives of its own, and we have summarized. 
these as reflecting the prestige of that institution and its 
desire to preserve itself over time, both because the 
people involved in the institution feel that its functions 
are important ones and ones that should be continued to 
be served over a period of time, and also because of the 
self-interest of the members of organization. 


We used this approach, not that it explains all aspects 
of the behaviour of the Bank of Canada, but because it 
explains aspects of that behaviour that we were unable 
to explain using more traditional approaches. So we see 
this approach a augmenting other approaches, which I 
am sure will be reflected in other people’s briefs to this 
standing committee. 


The approach was used on the Bank of Canada not 
because that institution is more Machiavellian than other 
institutions—indeed, I think it probably is not—but 
because we have a teaching interest in the Bank of 
Canada, and questions put to us by students directed us 
to looking at this institution in detail. We feel that the 
same approach would throw light on university adminis- 
tration, departments in universities and departments of 
Government. 


The areas that we were able, I think, to throw some 
light on were: the choice of instruments by the Bank of 
Canada; the choice of policy objectives; and the priorities 
that the Bank of Canada gave to various policy objec- 
tives that it has responsibility for. For the purposes of 
this committee we have also used this approach to try to 
determine whether it would be a good idea to give the 
Bank of Canada responsibility for ameliorating the 
regional impact of national economic policies. 


Considering the instruments of monetary policy, the 
types of questions we could not answer using traditional 
approaches to monetary policy were: Why do central 
banks maintain a battery of instruments, many of which 
have technically similar effects? And was: Why is there 
an operational emphasis on covert instruments... 

Senator Beaubien: What kind of instruments? 

Dr. Acheson: Covert instruments. By “covert instru- 
ments” we mean instruments that do not leave a statisti- 
cal trail, instruments which it is difficult, unless the Bank: 
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of Canada acknowledges their use, for the outside 
observer to know in fact are being used. 


As an example of a convert instrument... 


The Chairman: Excuse me. Were you having a problem 
with that thought at all, senator? 


Senator Beaubien: No, I think I understand what the 
witness is saying. 


Dr, Acheson: Concerning the characteristics of the dif- 
ferent instruments that were available to the central 
bank, we felt that the central bank would view as desira- 
ble some characteristics that perhaps society and groups 
to which the central bank is responsible would not view 
as desirable. 


We felt that at times the central bank would like to 
make it more difficult for other people to know what in 
fact it was doing, and both the use of a multiplicity of 
instruments and the emphasis on covert instruments, we 
think, make it more difficult to know what the central 
bank, as an agency of Government, is in fact doing at 
various times. As we mentioned in the brief, by combin- 
ing instruments in different degrees, and sometimes in 
different directions, the central bank can make it more 
difficult to assess its performance. You have to be techni- 
cally more proficient really to know what is happening in 
monetary policy. 


We feel that at times there is no real justification, no 
real need, for the use of so many instruments. As an 
example of that, at times the central bank affects the 
cash reserves of the chartered banks by moving Govern- 
ment deposits back and forth between the bank and the 
chartered banks, At the same time it may be performing 
open market operations where it affects cash reserves of 
the chartered banks through buying or selling bonds. It 
may be changing secondary reserve ratio and it may be 
exerting moral suasion. With all these instruments occur- 
ring at the same time. some of them in fact pointing in 
different directions, it confuses the outside observer and 
is often unnecessary. 


Senator Beaubien: Who are the outside observers who 
understand anything about it now? Who are the people 
who would be affected or misled? I do not know what 
you are aiming at? 


Dr. Acheson: I take it that with the hearings here 
people are interested in making these institutions per- 
form as well as possible, and I would think there are 
people who interpret the behaviour, the economic policy 
of the Bank of Canada and the Government. It is impor- 
tant that they have information which allows them to 
interpret that behaviour as accurately as possible. 


Senator Beaubien: Would it not be important for the 
bank to have them not know what it is really up to? 


The Chairman: I do not want to preclude discussion, 
but I wonder if we could let Dr. Acheson complete his 
entire thought and then come back to questions. 


Dr. Acheson: The second thing we would predict from 
using this approach is that there would be in the opera- 


tion of the central bank an emphasis on the more covert 
instruments available to it, of which moral suasion is in 
our opinion the most covert; and there would be more of 
an emphasis than the bank usually reveals in its publica- 
tions and speeches by the governor or in the annual 
report of the governor, or in speeches by higher officials 
of the Bank of Canada. 


We looked at moral suasion. We felt that this would be 
so. We tried to document the use of moral suasion by the 
central bank. We did that an Appendix A of our brief. 
The table that we present in Appendix A is not an 
exhaustive list but it is as exhaustive as we could make 
of the use of what we would call formal moral suasion. 


Formal moral suasion would be moral suasion which 
the bank after the fact has revealed in one of its annual 
reports or in speeches by the officials of the bank, and in 
our opinion it has been used very frequently. At least 
every two years there is an act of moral suasion. And 
some of these have been lifted. Some of them have been 
in effect for a considerable period of time. So we feel 
that by the bank’s own after-the-fact admission it does 
use this instrument quite often. One of the problems with 
moral suasion is that one is not sure how often it is used 
and not revealed. That is a problem for the people who 
are trying to make an institution responsible for its 
behaviour. 


As well as formal moral suasion there is continuous 
interaction between the Bank of Canada and the financial 
work. The Bank of Canada, through its security opera- 
tions, is constantly in touch with the market and there is, 
as we have documented in the appendix, a continuous 
flow of information in both directions. There is evidence 
that the Bank of Canada continuously tries to influence 
the behaviour of financial institutions. Again this is not 
necessarily a bad thing. There is evidence that it occurs 
quite frequently. 


For instance, one act of moral suasion that has not 
been disclosed by the Bank of Canada, that we were able 
to apply by the portfolio behaviour of certain financial 
entities, the money market dealers, was that the Bank of 
Canada seemed to be putting pressure on dealers to limit 
their holdings of bankers’ acceptances. 


These dealers have access to lines of credit at the 
central bank and that access allows them to borrow at a 
very low rate from the chartered banks day-to-day loans. 
They can use these day-to-day loans to either finance 
holdings of treasury bills or bankers’ acceptances. Since 
bankers’ acceptances have very little risk to them and 
have a high rate of return, it was hard to for us to 
understand why the money market dealers did not hold 
more bankers’ acceptances. 


We implied from this that there was moral suasion 
being exerted in this area. After we had done that anal- 
ysis we received information that moral suasion had been 
exerted over a period of time and it had culminated in a 
directive to certain money market dealers to limit their 
holdings of bankers’ acceptances. 


We have tried to imply that within this set of opera- 
tional choices that the Bank of Canada has, it will move 
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in the direction of choosing what we call covert instru- 
ments. We also feel that over time an agency of this sort 
would be in favour of an institutional environment which 
would allow it to choose fairly secretive methods of 
operating because we feel that would be in that agency’s 
interest. 


As a result of that kind of analysis we would predict 
that the Bank of Canada would have a certain attitude to 
the type of system in which it operated. Moral suasion, we 
feel, is a very attractive instrument from the Bank of 
Canada’s point of view and therefore we feel that an 
institutional environment that was amenable to the use 
of moral suasion would be the type of institution and 
environment that the bank would want. 


This view is backed up by the attitude of the Bank of 
Canada towards concentration in the banking system, 
that moral suasion works when there are very few enti- 
ties to influence. The greater the number of different 
institutions you are trying to influence with moral sua- 
sion the less the renegade can be identified and the less 
he can be punished for not acting in the social good as 
viewed by the Bank of Canada. 


So that we feel that the Bank of Canada would not 
actively support the view that entry into the banking 
system should be easier than in fact it is now—it requires 
an act of Parliament—and that the bank would not advo- 
cate suggestions such as that made by the Porter Com- 
mission, that entry into the clearing system for the banks 
be allowed for every situation accepting liquid deposits. 
We also feel that this explains the attitude of the Bank of 
Canada and other central banks towards the present 
international montaery ararngements. 


After analysing the Bank of Canada’s attitudes, and its 
means of operating, the question is what are the policy 
implications of this analysis? We feel that visibility and 
simplicity of operation, where it does not penalize the 
institution, is a desirable thing from society’s point 
of view. If you are a manager and you are setting up 
somebody to do a particular job, you like to have infor- 
mation flows that allow you to judge whether or not that 
job is being performed. However, the same attributes are 
not desirable from the point of view of the central bank, 
and we feel that policy should then take this predic'able 
bias in behaviour into account, and the options of Operat- 
ing available to the central bank should be limited so 
that the central bank cannot use covert instruments 
unless there is an explicit reason for their using them. 


We conclude in that section that general monetary 
policy should be carried out in as simple and open a 
Manner as possible. 


We applied the same type of approach to the objectives 
of the Bank of Canada. Here is an organization which is 
set up to achieve a number of different objectives. Now, 
Society probably has a view as to which are the most 
important objectives in that set of objectives of economic 
growth, full employment, price stability, balance of pay- 
ments, equilibrium, et cetera, that are the objectives of 
the Bank of Canada. We feel that the operational priori- 
ties of the central bank may sometimes not reflect the 
priorities of the society at large, and we feel that in cases 
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such as that there should be policy changes considered at 
least. We found that we could not get very much mile- 
age from our approach in distinguishing the main objec- 
tives of the Bank of Canada and we could not make 
predictions about those. But we did find that we could 
make predictions about two subsidiary objectives of the 
Bank of Canada. 


The Chairman: Excuse me, doctor. I do not wish to 
start a line of questioning, but I need some clarification. 


Dr. Acheson: Certainly. 


The Chairman: I could not understand this in the brief. 
You say that no light was shed on the relative running of 
the main objectives of monetary policy in this approach 
because of their similarity with respect to these charac- 
teristics. I am afraid the meaning of that escapes me. 
When you just discussed it it escaped me again. 


Dr. Acheson: I just skipped over that, I must admit. 
When we viewed the objectives we asked: What charac- 
teristics do we think, given our approach, the Bank of 
Canada would be interested in? And we felt that the 
Bank of Canada would allocate its time and energies to 
those objectives which were most visible. That is where 
attainment was reasonably clearly defined. That is where 
there was a statistical indicator, such as a price index or 
unemployment figures, as to how they were doing in that 
objective. Whereas sometimes you have intangible objec- 
tives, or objectives where there is no consensus as to 
what those objectives really mean, such as the quality of 
life... 


The Chairman: And whether you can achieve them. 


Dr. Acheson: Yes, and whether you can achieve them. 
Nevertheless, the more visible the objective, the more the 
Bank of Canada is going to try to achieve that objective, 
because the Bank of Canada cannot, by redefining the 
objective, rationalize what, in fact, they did do. That is, 
the performance can be judged in a way that it cannot be 
judged if it is a more intangible objective. We thought 
that was one more characteristic the Bank of Canada 
would be interested in, in determining how it would 
allocate its efforts. 


The second thing is how important this objective is to 
the groups to which the Bank of Canada is responsible. 
We feel that there are two broad groups the Bank of 
Canada is responsible to. One is the public at large and 
the other is the Government. The Government has better 
information about what the Bank of Canada is doing 
than the public at large, because there is a member of 
the Department of Finance who sits at the board meet- 
ings of the Bank of Canada. In general, there is a flow of 
information there that is not available to the general 
public. So we felt that goals that were important to the 
Government would be goals that the Bank of Canada 
would be sure to try to achieve because of the direct 
power that the Government has over the Bank of 
Canada, and that would make it in the bank’s interest to 
do this. 
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The identification of the bureau with the objectives 
was the other characteristic we thought the bank would 
take into account. That is, if responsibility for this objec- 
tive were fragmented over a number of different groups, 
then the bank would always say, “We did our bit. It is 
the fault of the fiscal policy or of the regional expansion 
department or somebody else for a poor performance in 
this area.” 


So those were the things we thought would be impor- 
tant in determining how the Bank of Canada would 
allocate its time. 


Now, so far as price stability, full employment and 
economic growth are concerned, all of those have region- 
al statistical indicators. There are problems with all the 
statistical indicators, but the problems are the same with 
respect to them all. We thought the visibility was similar 
between those, and the responsibility for its achievement 
was spread over the same general groups. The Govern- 
ment’s priorities between those different objectives 
should not be very different from the public’s. So we did 
not feel that our analysis allowed us to say that the bank 
would favour any one of those. 


People have said in the past that the bank has had a 
concern with price stability that was greater than other 
agencies’. But we could not predict that from our 
approach. So we really could not say anything about 
those objectives. But we could say something about the 
subsidiary objectives of minimizing the Government debt 
or of creating a broader money market, which would 
allow financial institutions to adjust to changes in mone- 
tary policy more readily. 


The Chairman: Because they were clearly alone in that 
field. 


Dr. Acheson: Because they varied with respect to visi- 
bility of the priorities of the Government. For instance, 
take minimization of the Government debt. A fairly im- 
portant item in the budget is the interest charges on the 
public debt, and we feel that the Government has a real 
political interest in trying to keep that low. Therefore, 
the priorities of the Government would be such that 
it would put that as a fairly high priority objective. We 
feel that they would not be so concerned with the ob- 
jectives of the money market. We feel that the problems 
of the financial institutions go to changes in monetary 
policy. So far as visibility is concerned, both are in- 
tangible things to measure. So with respect to the identi- 
fication problem, the Bank of Canada is the agent in debt 
management of the Government, and it has explicit prio- 
rity for that objective. Developing the money market 
is an objective which is not as solely confined to the 
Bank of Canada in our opinion. So we felt for those 
reasons we would predict the Bank of Canada would pay 
more attention to minimizing the Government debt than 
would appear from its published accounts or that the 
general public would put on that objective. 


The Chairman: Thank you, doctor. 


Dr. Acheson: Now, we looked at the steps that were 
taken in the 1950s which were justified at the time as 
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attempts to broaden the money market in order to make 
it easier for financial institutions to adjust to changes in 
the monetary policy of the Bank of Canada. These 
actions included: the setting up of money market dealers 
with lines of credit at the central bank; giving preferen- 
tial access to these money market dealers so that the 
banks would in fact discount through the money market 
dealers, so that they would use these day-to-day loans 
that were set up at this time; and the reduction of the 
liquidity of treasury bills at that time to make day-to-day 
loans more attractive to the banks. They also put on a 
secondary reserve ratio which was justified partly to 
control the chartered banks’ selling of securities in order 
to move into loans at a time when the Bank of Canada 
wanted to impose credit restrictions. 


If that was the true objective of this policy, it seems to 
us that the secondary reserve ratio would have been 
changed more frequently in the ’fifties; but, in fact, it 
was not changed at all. All these actions were taken 
shortly after the passing of the Bank Act, and all of them 
were taken through the use of moral suasion. 


We tried to look at which objective the Bank of 
Canada was in fact achieving by these operations, and in 
order to test which objective was being achieved, the 
minimization of the Government debt or the establishing 
of a broader money market, we looked at the holding of 
treasury bills. If the objective of the Bank of Canada was 
to minimize the cost of the Government debt, it would 
like to increase the holdings of treasury bills by the 
chartered banks and the public together; it would not 
care which group held these treasury bills. On the other 
hand, if its objective was to develop a more viable money 
market to allow institutions to adjust their cash position 
to changes in Bank of Canada policy, then it would want 
to have broader holdings of treasury bills by the non- 
bank public. 


When you look at the holdings of treasury bills at this 
time there is very little expansion at all in the non-bank 
public holdings, and there is a tremendous expansion in 
the holdings by the banks themselves, and we feel that 
the evidence clearly indicates that the minimization of 
the cost of the Government debt was the objective of 
these steps, and not the development of the money 
market. 


The Chairman: Was the same thing true of longer term 
securities? 


Dr. Acheson: We did not look at them, because the 
money market steps that were taken were focused large- 
ly on the short term. However, I would suspect so, but 
we did not look at it, although it would be worth while 
looking at. 


The Chairman: The development of the money market 
was more in the short-term area? 


Dr. Acheson: It would be an attempt to do that because 
the banks would adjust their liquidity position by selling 
off the most liquid or the most marketable assets. 


So we felt that the policy implications, that arose from 
this approach concerning objectives, were that if the 
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priority revealed the minimizing of cost of the Govern- 
ment debt by the Bank of Canada, it is not reflecting 
society’s ranking of this objective, that the bank is put- 
ting a higher priority on this objective than people in 
general feel it should, then the bank should be con- 
strained to change its operational priorities; or, alterna- 
tively, in order to change those priorities, you could 
remove the bank’s responsibility for debt management, 
put it with another agency and have these agencies co- 
ordinate their policies but have responsibilities clearly 
allocated to different agencies. 


If it was broadly felt that the Bank of Canada’s priori- 
ties were the right ones, that minimizing the cost of the 
Government debt was important, then I think less secre- 
tive ways of achieving this purpose could be framed. For 
instance, the names of the money market dealers are not 
published. The Minister of Finance, in answer to a ques- 
tion in the house, would not state what their names were. 
The extent of their lines of credit, which is quite a 
valuable asset, are not known. The criteria for becoming 
a money market dealer are not generally known. We feel 
that all these things are, to us anyway—and they might 
not be to you—undesirable characteristics of the present 
way of achieving this objective. 


The third area we looked at particularly for this com- 
mittee was the question that we feel is more and more 
being asked, and that is that national economic policies 
have different impacts in different regions, and whether 
the institutions that set national policy should themselves 
be concerned with trying to ameliorate these regional 
disparities. 


We noticed that in the questionnaire you sent out a 
number of questions were concerned with the regional 
aspects of national policy. We thought that many econo- 
mists might in their testimony say that monetary policy 
would not have any bite on regional policy, but we felt it 
would be worth while trying to spell out why certain 
economists would feel this way. 


We did that in the third appendix that we produced 
for the committee hearings. In that appendix we tried to 
look at different reforms to the structure of the Bank of 
Canada, to see if these reforms would give some leverage 
to the regional problems which would accompany the 
general stance of national economic policy. 


The first regime we looked at was one which involved 
reasonably mild reforms to the Bank of Canada, reforms 
Which would focus on making the general instruments 
that are now available to the Bank of Canada apparently, 

anyway, specific to regions, so that they would have a 
regional bite. For instance, open market operations could 
be performed in provincial securities, instead of as they 
are at the moment, in Government of Canada securities. 
And we looked at changes in other instruments. You 
could have reserve ratios varying between regions. You 
could have different discount rates, or discounting from 
different regions in Canada. 


If we take as an example open market operations in 
Provincial securities, the Bank of Canada has the power 
to perform open market operations in provincially guar- 
anteed securities now. The question that has to be 
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answered is whether this would have any regional impact 
at all. In our opinion such a change in the operations of 
the Bank of Canada would not have any impact on 
regional disparities, and it would be a mistake for the 
Bank of Canada to become involved with this objective 
because of its lack of leverage on the problem. 


For instance, if you have an open market operation in 
provincial security, so that you designate certain prov- 
inces as having greater unemployment than other proy- 
inces, the purchase of the security of a province may in 
fact be made by an institution that is resident in another 
province. If that is so, the high-powered money, the 
cheque that the Bank of Canada writes to buy that 
security, gets deposited in a financial institution in a 
region other than the region that you are trying to have 
an impact on. 


Even if the security is bought from an institution, or 
an individual resident in the depressed region, the 
cheque will be deposited with a chartered bank. The 
chartered banks do not distinguish in their lending poli- 
cies where the sources of their cash reserves are, as they 
have made explicit at various times in submissions to 
royal commissions. They act on commercial principles 
and they pool their reserves. We have a quotation in 
Appendix C from the chartered banks on how they 
perform. 


What essentially happens is that their reserves are 
pooled wherever the cheque from the Bank of Canada 
was cashed and they may lend in those regions which it 
is most profitable to lend in. So that the lending policies 
of the chartered banks which could influence spending 
patterns would not be affected at all by the sources of 
high-powered money. 


Even if you had an institution whose lending policies 
were affected by the fact that high-powered money was 
created specifically in a particular region, this would only 
affect the expenditure financed by that institution. When 
the people who borrowed from that institution spent, and 
deposits were made in other institutions, money would 
flow again into other regions through the interregional 
mobility of capital. 


This interrigional mobility of capital does not depend 
just on flows within financial institutions. A corporation, 
for instance, that has operations across Canada may find 
that money that it used to borrow in the Toronto area 
can now be borrowed, because of regional policy more 
attractively in the Maritimes, the corporation can move 
its borrowings to Maritimes and still not reflect where it 
actually spends its money. That is the thing that will 
impact on jobs, and growth in the area is where the 
corporations spend their money. 


Again interregional mobility of capital can come about 
through actions of borrowers as well as actions of lend- 
ers. In short we tried to spell out in some detail in 
Appendix C where we feel that these types of changes 
would not have any considerable impact on regional 
problems. 


We feel that adding the responsibility for an important 
objective, or an objective that we think is important, 
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such as different regional economic performance or 
variations in regional economic performance, to the 
existing responsibilities of the Bank of Canada would be 
a mistake because it would not have any leverage on it, 
and it may in fact perform less well in its traditional 
areas, because it would have to be concerned about an 
objective which it cannot in fact easily influence. 


We have looked at other types of institutional set-ups 
which would be slightly more radical. One would be a 
central bank which lent to regional development banks 
and got high-powered money into the system in that way. 
There would be again little impact or reduced impact by 
this type of set-up because of interregional capital flows. 
But the impact, to the extent that there is an impact, 
depends on the behaviour of the development bank and 
there is no reason why development banks should be tied 
to ihe cenral bank or tied to general monetary policy. 


We feel that the issue of whether development banks 
should exist or not should be handled on its own, that it 
should not be interconnected with national monetary 
policy, that there would be costs of interconnecting these 
to objectives in terms of greater difficulty of pinning 
responsibility for achieving these different objectives. 


The policy implications, as we see it in this area, would 
be that narrowing regional disparities is desirable. There 
is a tendency for every agency to say “Well, we have to 
do something about that problem.” We feel that is a 
mistake, that the goal should be pursued with those in- 
struments that have the greatest impact. 


The responsibility for achieving objective should be 
clearly demarcated, so that you can go see how you are 
doing and try to learn from what you have done, so that 
in essence you can do better in the future. 


In our opinion it would be a mistake for monetary 
policy to be included among the means to achieve region- 
al balance. 


The Chairman: Thank you very much Dr. Acheson. It 
is a very clear explanation on an extremely difficult 
subject. 


Senator Beaubien: The central bank or the Bank of 
Canada is responsible to the Minister of Finance, who is 
responsible to the public. On the other hand it is respon- 
sible to the chartered banks. How could they be responsi- 
ble to the public at large and act for the social good? I 
cannot understand how in any conceivable way they 
could have anything to do with the public at large. If the 
central bank is not providing enough funds, or whatever 
it may be, the Minister of Finance is always there to 
point that out if need be. Ever since Mr. Coyne’s demise 
or departure from the bank, there has been no question 
of who rules the roost. I do not see how the bank in any 
way can be responsible to the public or how the public 
could ever understand what the bank is doing, using 
covert or not covert instruments. 


Dr, Acheson: I am amazed how newspaper coverage of 
economic affairs has widened in the last 10 years. To 
teach an economic policy it is relatively easy to make 
that course appear relevant. There is a large section in 
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daily newspapers dealing with some aspect of Government 
economic policy. 


Senator Beaubien: I agree. 


Dr. Acheson: It seems to me that the public is interest- 
ed or newspapers would not publish these types of ana- 
lyses of what the Government is doing. It seems to me 
that if that is the case, the newspapers themselves are 
interested in getting as much information as possible 
without making it impossible to undertake Government 
economic policy, and that the public has an interest in 
getting the best information. That coverage in the news- 
papers expresses the fact that people have a taste for 
knowing what is going on in these areas. 


Senator Beaubien: Do you think the public should be 
consulted, to tell the bank what they should do? 


Dr. Acheson: I would have thought those agencies of 
Government are set up to perform certain objectives, 
objectives that at some time would be deemed desirable 
by people at large who voted in the parties who estab- 
lished those agencies. 


Senator McLean: The public has no pipeline to the 
Bank of Canada. They have to go through a government 
agency. 


The Chairman: Is that not the basis of the submission 
we have here? 


Senator Grosari: I do not think so. The basis of the 
submission is that some economists have not been able to 
find out what is going on. The blame may be on the 
economists. 


Senator Beaubien: We have had very tight money in 
the past, but there is tight money in the United States 
and all over the world. There was not much the Bank of 
Canada could have done to bring down interest rates at 
that time, was there? When mortgages were 11 per cent 
and that sort of thing, naturally the public was very 
upset about it, but there was nothing the Bank of Canada 
could have done about it at the time, was there? 


Dr. Acheson: I think they have some scope. 


Senator Beaubien: The bank has very limited action, 


‘really, in many cases. 


Dr. Acheson: There is constraint on the bank’s behavi- 
our, but I think it has a lot of discretion in what it does 
within those constraints. The Bank of Canada’s own 
report goes into detail on what they did or did not do 
under certain circumstances. I would assume that they 
had options that they are defending in that report. 


Senator McLean: Interest is starting up again. Where 
do you see that going? 


Dr. Acheson: I wish I knew clearly. I do not honestly 
know. Economic prediction is a _ very hazardous 
profession. 


The Chairman: Doctor, you are concerned about the 
multiplicity of instruments. I refer you to page 50 of the 
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Bank of Canada Annual Report of the Governor to the 
Minister of Finance for the year 1970, in which the 
Government says: 


In a climate of buoyant expectations about the trend 
of bond prices and with a rapid expansion in the 
volume of Government market securities outstand- 
ing, the Bank of Canada exercised some considerable 
restraint from mid-November through January 1971 
on the amount of cash reserves available to the 
chartered banks in excess of the minimum require- 
ment. Nonetheless, monetary expansion was unusual- 
ly rapid during this period and the banks’ Canadian 
liquid asset ratio rose to well over 30 per cent by 
January 1971. 


That would indicate that here was a case where, as you 
point out, the bank was using two instruments in ways 
that were opposing to each other. On the other hand, in 
the light of what was happening to the bond market it is 
probably right to say that their action was correct at the 
time, or could have been correct. 


This raises two questions in my mind. First, is it not 
necessary for the bank to have a number of instruments? 
After all, it is not as simple as saying that we will raise 
or lower the money supply. Sometimes you have to have 
policies going in one direction for over-all effect and 
then, for underlying effect, you have to have them going 
in other directions. So the question is, is it not necessary 
to have a multiplicity of instruments? Secondly, if it is 
not necessary, what instruments would you do away 
with? 


Dr. Chant: I think this ties in with a lot of the ques- 
tions that have been raised. In talking about the Bank of 
Canada and high interest rates, one wants to have an 
idea as to what extent high interest rates in Canada are a 
result of forces beyond our control, that are outside the 
scope of the Bank of Canada, and to what extent these 
are the result of policy that is being carried out by an 
institution that is responsible to the Canadian Parliament 
through the Minister of Finance, and whether this is 
something that is not an important part of over-all 
policy. 


The thing we are trying to get at, really, is for people 
to interpret this and for people to be able to have an 
awareness of how we are making use of the leeway we 
have. There is some leeway. How we are making use of 
that leeway is the question. The more complicated the 
_ process, the more one thing goes up while another thing 
comes down, the more difficult it is to know the extent of 
that leeway. 


The Chairman: I agree that that exacerbates the prob- 
lem, but are you saying, “By all means we should have 
all those instruments, but tell us what you are doing’? 
Or are you, as I read your brief and the evidence that 
has been given by Dr. Acheson, saying, “No, you ought to 
cut down the number of instruments that you have avail- 
able so we can understand it by just looking at it”? If so, 
the natural question is, what instruments would you do 
away with? What would you say the bank should not 
Operate with? 
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Dr. Chant: To start at one end, I would not want to say 
that the bank should never be allowed to use moral 
suasion. 


The Chairman: Could we stay away from moral sua- 
sion at the moment? We are just dealing wtih the specific 
instruments at this point. 


Dr. Chant: One instrument that might be redundant is 
the shifting of the Government’s deposits. Most econo- 
mists would say in terms of effect that this is much the 
same as open market operations, the buying and selling 
of securities. The Bank of Canada does not have the 
power now to change the primary reserve ratio. I would 
think that many economists would believe that the 
secondary reserve ratio probably should be a seldom- 
used instrument. 


The Chairman: Did the Bank of Canada not use the 
secondary reserve ratio at the time of the floating of the 
exchange rate? 


Dr. Chant: At that time it was one of those cases 
where the bank rate came down, which traditionally by 
itself would be a signalling of an easing of policy and 
the secondary reserve ratio—the amount of Treasury 
bills, day-to-day loans that the banks have to hold—went 
up. There was an issue of securities—an increased issue 
of Treasury Bills at the time, I believe—which, in 
fact, the raising of the secondary reserve ratio or the 
liquidity asset ratio absorbed at the time. 


The Chairman: Would you disagree with the use of the 
three or four different tools that were at the disposal of 
the Bank of Canada at that time in that crisis? 


Dr. Chant: I really do not see that clear a rationale for 
using them all in that combination. 


The Chairman: What would you have done? 


Dr. Chant: Well, not being a central banker, I would 
have thought that the same sort of effect could have been 
obtained by using open market operations at the same 
time as this issue came. 


The Chairman: That would be more covert than what 
the bank did. The bank openly announced everything 
that it did in that case. It was a classic case of the bank 
being open in advance. 


Dr. Chant: Except that it was to many people confusing. 


The Chairman: Confusing, perhaps, but as against 
covertness... 


Dr. Chant: That is quite right. I think that, tradition- 
ally, when you look at monetary policy, the explanations 
of monetary policy in terms of textbooks and what 
students learn is that open market operations are the 
main instruments. To an extent that is the economist’s 
wishful thinking, because the economist finds that in a 
system such as we have most of the things we want to 
do can be carried out by open market operations. I 
should not say all economists, but a good many econo- 
mists feel that way. The rest is really a redundancy of 
instruments. 
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The Chairman: Would you not agree that the bank was 
very heavily in the open market at that point? They 
were astonishingly involved in the open market. The 
money supply had increased by about $1 billion, had it 
not? 


Dr. Chant: I am not sure of the figure. 


The Chairman: I am not sure either, but there was an 
incredible amount of money added to the supply at that 
point. Is it not a fact that they continued open market 
operations after they floated the rate? 


Dr. Chant: I am not sure on that. 


The Chairman: On examination, I think you would find 
that that is true. 


Dr. Chant: Whether they did or did not, most of the 
effects they wanted to achieve, with the exception per- 
haps of some very subtle effects, could have been achiev- 
ed through the use of open market operations. 


Senator Grosart: Is there any substantial difference 
between the Canadian central bank and other central 
banks in the matter of the use of this “battery of instru- 
ments’? Or to put it another way, are any of these 
instruments not used anywhere else in the world? 


Dr. Acheson: I am not an expert on the banking sys- 
tems elsewhere, but my impression is that in the United 
States moral suasion is much more difficult to use 
because of the multiplicity of banks. 


Senator Grosart: You are confusing two things: the 
battery of instruments and moral suasion. They are not 
the same thing. 


Dr. Acheson: Moral suasion is one instrument that is 
used, senator. 


Senator Grosari: But you speak of the specific instru- 
ments as a batery of instruments, and I am asking 
whether they are used elsewhere or are we unique in the 
use of any of these instruments in Canada. 


Dr. Chant: We are pretty close to the British model in 
the powers that the central bank has. I would say on the 
whole, however, that the American central banking 
system is somewhat easier to understand and has a 
smaller group of instruments. 


We were searching around last night to get the publi- 
cation The Economist, because the British central bank 
has just made an announcement of potential changes that 
it is going to make in its operations. To the extent that I 
understand these changes from the very short summary 
statement of them, I would say that these changes would 
tend to be in the direction that we suggest. I think they 
are going to use their operations in security markets 
more towards general economic conditions and less 
towards providing support for the government bond 
market. But this remains to be seen, 


Senator Grosart: I will put my question again. Are any 
of these instruments not being used by other central 
banks? 
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Dr. Acheson: The secondary reserve ratio is not used in 
the United States. 


Senator Grosart: By any other central bank, I said. Are 
we unique? 


Dr. Chant: Is this what you are asking? Is there any 
one instrument that we have that no one else has? The 
answer to that would be that every one of these instru- 
ments would be found elsewhere. 


Senator Grosart: Is there something unique in the 
Canadian combination, then? Is there nobody else who 
combines a substantial number of these instruments? 


The Chairman: You mentioned the use of secondary 
reserves, Dr. Acheson. 


Senator Grosari: We are talking about a battery of 
instruments, Mr. Chairman. That is their phrase. 


Dr. Chant: The battery exists and the various combina- 
tions and permutations of the instruments can be found 
in some central banks in the world similar to those found 
in Canada. 


Senator Grosart: So your criticism, then, is directed to 
central banking systems rather than to the particular 
system of the central bank in Canada. Is that correct? 


Dr. Acheson: Our analysis is that it would be applica- 
ble to almost any central bank, yes. 


Senator Grosart: Then your placing of the problem in 
the context of bureaucracy is equally applicable to other 
countries. 


Dr. Acheson: Yes, I would think so. 


Senator Grosart: That, I think, puts a new complexion 
on your paper, because you do not state that so far as I 
can see. You have not dealt with international compari- 
sons, but monetary policy is international. That seems to 
be a bit of a gap in your paper. 

Why do you use the words “moral suasion”’? What is 
moral about it? 


Dr. Chant: That is not our word. 
Senator Grosart: It is your word, because you use it. 


Dr. Chant: It is an accepted word. That is an accepted 
word that refers to certain initiatives taken by central- 
banks. The Bank of Canada certainly would have a sec- 
tion in its submissions to the Porter Commission describ- 
ing the use of moral suasion. Economists use the word. IL 
do not know the precise background of the word, but it is 
an accepted term and I do not think one should place too 
much—well, I guess the emphasis on “moral” is that you 
are trying to say to them, “We have a problem. We have 
no specific instrument to make you do this right now, but 
could you help us solve this problem by acting in this 
particular way?” I think that would be where the word 
“moral” comes from. , 


Senator Grosart: There is nothing moral about that. It 
can be immoral persuasion. In fact, your brief suggests 
that it is immoral persuasion. 
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Senator Nichol: No, it is amoral persuasion. 


Dr. Chant: In my opinion, the word “Suasion”’, without 
any modification, would be entirely appropriate, except 
perhaps in terms of conventional useage. 


Senator Grosart: Let me indicate to you why I asked 
the question in the first place. I find some examples of 
purported moral suasion on page 9(a) of Appendix A. 
Running from the year 1946 to 1969 there is a heading, 
“Use of Moral Suasion by the Bank of Canada: 1946-69”. 
I see here the following words: limit; limit; limit; limit; 
limit; encouragement; ceiling; ceiling; accommodation; 
- request; agreement; request; request; ceiling; special 
regard for borrowers; and special attention. 


Now, words like “limit” and “ceiling” and so on do not 
seem to suggest “‘suasion’’. There are, however four that 
are requests. Would you distinguish degrees in the ele- 
‘ment of suasion? Perhaps I could put it this way: what 
happens if nobody responds to the suasion in some of 
these cases? 


Dr. Chant: Although we have not really looked into 
this, in some of these cases I am sure you would find that 
they did not meet the central bank’s request. 


Senator Grosart: Let us take the limits. “Limits” does 
not sound like suasion. It sounds like what you call an 
imperative in your brief. 


Dr. Chant: Yes. So far as I understand, it has no 
legislative or legal basis. 


Senator Grosari: Excuse me. A moment ago you put all 
these th.ngs in the powers of the central bank. That is 
the word you use. Now, have they the power to do this? 
Let us forget whether it is legislative or legal in that 
sense. Have they the power to do these things? 


Dr. Chant: They do it and I imagine many of them are 
effective. Certainly, if we look at 1955, the minimum 
liquidity asset ratio—the second one in 1955—was a 
request to the banks, and in fact there was an exchange 
of letters between finance minister Fleming and Mr. 
Coyne over that matter as to the status of this. The banks 
agreed to this. I do not think it was their preference. 
They agreed to it and it remained for 12 years with them 
adhering to it. So it would seem in that case that there is 
“a very effective power. 


. Senator Grosari: Yet you list this as one of your exam- 
ples of suasion. This is what I do not understand. If the 
bank has power and it puts a ceiling, which would be the 
Majority of your cases, why do you call this suasion? 


Dr. Chant: Let us look at the existing status of the 
Bank of Canada. It is in either the Bank Act or the Bank 
of Canada Act that it can say to banks, “Look, on the 
basis of so much notice you have to hold, in addition to 
_ your cash reserve requirements, secondary reserve assets, 
Treasury bills and day-to-day loans and excess cash, and 
you have to hold these at 8 per cent. There is no question 
of this. This is not something you are doing “because we 
Wish you to and you are co-operating. This is something 


you have to do because it is laid down in either the Bank 
Act or the Bank of Canada Act, or both.” On the other 
hand, when they say to the banks, “Look, how about not 
making any long-term loans higher than $2 million to 
corporations?”—let us say in 1958. There is nothing in 
the Bank Act or the Bank of Canada Act that says they 
cannot do that. In fact, this is not enforceable by the 
terms of an act. That is the difference, as I see it. 


Senator Grosart: Surely, this is a completely inconse- 
quential distinction to try to make? If they have the 
power, it is legislative power. I mean, they have been 
given the power. If they have the power, it does not 
matter whether you can cite a specific act: they may 
have it by Order in Council; they may have it by regula- 
tion under an act. What I do not understand is why you 
make so much of suasion when we are talking of ceilings 
of 90 per cent. 


Perhaps I can help you straighten me out on this by 
asking you: In these examples, did the banks ever say 
“No” to the central bank? 


Dr. Chant: They may have said “No” privately. 


Senator Grosart: But did they ever act contrary to this 
suasion or power, or whatever it is? 


Dr. Chant: If you will take this as pure speculation, in 
that I do not know, I would say that undoubtedly at 
times they found these requests burdensome and did not 
adhere to them. 


Senator Grosart: I find many requests from the Gov- 
ernment, suasion and everything else, highly burden- 
some. 


Dr. Chant: Yes. I think our view on moral suasion 
would be like the now secondary reserve requirements, 
the liquid assets ratio. The Bank of Canada should antici- 
pate the sort of request it is going to make to the 
chartered banks; and, in fact, when the Bank Act revi- 
sion, the Bank of Canada Act revision occurs, they 
should say, “We would like this power to be able to say 
to the banks, “Term loan ceiling. No term loan above $2 
million. We would like this power, we think it is an 
important part of monetary policy, and we think whether 
we have this power or not should be dictated by the 
people who have the ultimate responsibility for economic 
power”—presumably, the Government and Parliament— 
“and they should decide whether we should have this 
power.” This would be our view—or, perhaps, I should 
let Dr. Acheson express his view. 


Dr. Acheson: I think that the sanctions are not explicit 
in these as to what would be done if a bank did not do 
what it commercially thought was not in its best inter- 
ests, but I think there are in the relationships of the 
Bank of Canada to the chartered banks many possible 
sanctions that could be used if a particular bank did not 
co-operate. 


In a recent Select Committee on Nationalized Industries 
study of the Bank of England, which is interesting from 
the perspective of our study, with reference to moral 
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suasion by the Bank of England—which they called, “Do- 
ing good by stealth”—they said: 

No responsible financial institution would careless- 
ly incur the Bank’s displeasure by its behaviour. The 
Bank might withhold re-discount facilities for dis- 
count houses it considered to be weak (as it did in 
the 1930’s to encourage consolidation into stronger 
units). In its dealings with the accepting houses, the 
Bank’s willingness to discount their bills and to do so 
at the “finest” (ie. lowest) rates is both a valued 
cachet for these houses and a potential sanction—if 
withdrawn—to ensure their compliance with Bank 
wishes. Most banks also are anxious to be recognized 
as authorized dealers under the Exchange Control 
Act—a privilege which could be withdrawn. For the 
clearing banks, the ultimate sanction is the threat to 
withdraw their right to hold a balance with the 
Bank. 


I think it is akin to sort-of arm twisting by the execu- 
tive—for instance, when Kennedy tried to intervene with 
steel. Had I been a steel magnate or a steel executive, I 
would have been thinking about the possible things, 
through Government contracting and so on, that the Gov- 
ernment could do to hurt me if I did not consider careful- 
ly the request of the Government. I think that is moral 
suasion, where sanctions are not explicit but are implicit 
in the power relationship of the agency to the other 
groups. 


Senator Grosart: Surely, you are not suggesting that 
these powers of the executive or the Government vis-a- 
vis the private sector should be made explicit through 
the whole spectrum of relationships between the Govern- 
ment and the private sector? For example, take the so- 
called voluntary import controls. There is a very clear 
sanction there: “If you do not agree voluntarily to control 
your imports of textiles we will put on a $2-a-shirt 
surcharge.” This goes all the way through, As you said in 
your steel example. There is nothing unique in the bank 
situation in itself, is there? If you put all the sanctions of 
the power of Government into legislation, you would 
have a volume 10 feet thick. 


Dr. Chant: I think there are certain undesirable fea- 
tures 
price and wage controls. One is that as long as you are 
one of the few who do not honour them, you gain in that 
you are able to change your wages and prices, and every- 
one who honours them loses. Once the people who do not 
honour them become a substantial part, then something 
like you say, the $2 import charge on shirts, is imposed 
on all and it creates a rather strange incentive. 


To go back, I would have thought that the Bank of 
Canada could anticipate fairly well circumstances in 
which it needs formal powers beyond the formal powers 
it has right now, and I would not have thought we would 
have many extra volumes as a result. 


The Chairman: Are you against all examples of moral 
suasion by the Bank of Canada? Do you take a blanket 
approach to it, that there should be no such thing as 
moral suasion? 


as you heard in other briefs—about voluntary — 


Dr. Chant: I cannot go quite that far, but one could go 
in two directions: first, try to anticipate the circum- 
stances in which moral suasion could be used; and, 
second, where moral suasion is used, perhaps have some 
sort of lapsing term on it and perhaps have some sort of 
explicit ratification of it beyond this lapsing term, or 
something like that. 


The Chairman: I note that in section 5a, when you deal 
with the regional policy, you come to the conclusion that 
the only hope is in the area of moral suasion. 


Dr. Chant: I think moral suasion might have an im- 
pact but it has gradually become eroded for the reasons 
that voluntary price wage controls have become eroded. 
You say we can be enlisted to co-operate for so long, but 
after a while we wonder whether the costs of co-operation 
is not now higher than the costs of non-co-operation. In 
other words, I think the economists tend to feel that 
moral suasion will be effective when there is an appeal 
to national interest—a short run appeal during a foreign 
exchange crisis, or something like that. If moral suasion 
becomes a continuing day to day policy without this sort 
of appeal, its effectiveness in most uses probably will be 
considerably eroded. 


Senator Beaubien: Dr. Acheson, you said a little while 
ago that the Bank of Canada controlled the Government 
deposits with the chartered banks. 


Dr. Acheson: It can shift them back and forth. 


Senator Beaubien: Is that not your answer to moral 
suasion? If a bank does not co-operate then the Bank of 
Canada just shifts the Government deposits. 


Dr. Acheson: There is a formula for distributing these 
deposits among the chartered banks. 


Senator Beaubien: But the Bank of Canada does not 
have to adhere to the formula. 


Dr. Acheson: As I mentioned, and I think it was 
implied in the questioning before, implicit in the power 
relationship itself there will be power which can be 
exercised. 


Senator Beaubien: Yes, there is a formula but not in 
the Bank Act or the Bank of Canada Act. 


Senator Grosart: Are we not confusing suasion with 
sanctions here all the time? 


Dr. Acheson: I do not think suasion is possible without 
ultimate sanctions. I do not think suasion is very effective 
unless ultimately the institutions which are being per- 
suaded feel that some sanctions can be applied against 
them if they do not co-operate. That is why I do not 
think moral suasion is very successful in the United 
States. Because of the fragmented banking system it is 
very difficult for the central bank to impose sanctions on 
a particular unit bank somewhere in Utah, which does 
not co-operate. 


Senator Grosart: The main objection in your brief then 
is not so much to suasion as it is to the fact that the 
sanction is not visible. 
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Dr. Acheson: Visibility is, I think, the key to our 
criticism. This is just our opinion, but we think it would 
be better if we could tell more often what, in fact, was 
being done, and we have tried to suggest ways in which 
we feel that could be achieved. 


Senator Grosart: There is a sense of frustration in this 
I think. For example, you say that this suasion aspect is 
an important as it is, but it does not appear that way in 
the textbooks. Is not this because the economists could 
not identify it and therefore they brushed it off in the 
textbooks? This is a dreadful criticism of the textbooks 
and economics. 


Dr. Acheson: There is a lot of criticism that is possible 
in that area. I would think that the problems of people 
teaching economics is of secondary interest, as compared 
to the problems with those people who want to make 
these institutions responsible, because they are supposed 
to achieve very important social objectives. 


Senator Grosart: It may not always be true, but it is a 
good point. 4 


Senator Manning: Mr. Chairman, I would like to 
explore two areas for just a few moments. Dr. Acheson, 
you appreciate that the committee here is concerned with 
a specific situation that has developed in Canada where 
the fiscal and monetary techniques, which are the main 
instruments that have been used to try and curb infla- 
tionary pressures, have not only been considerably 
unsuccessful in curbing those inflationary pressures, but 
in the process, have created economic dislocations and 
unemployment. What we are looking for primarily is 
some new techniques that would be more effective in 
control of inflation without creating these adverse effects. 
My specific question is: Do you see, from your knowledge 
of the Bank of Canada’s operation, roles that the Bank of 
Canada might properly play within its present structure 
to assist in a more effective control of inflation without 
the social dislocations? Is there something it is not doing 
that it could do, as it is now structured? 


Dr. Acheson: I think there are a couple of things that 
are important. One is that I do not think anybody has the 
answers to reaching a blissful state with no controls, a 
zero price inflation, and no unemployment. I think we 
require to learn as. we go as to what we ought to be 
doing. I think that where our suggestions might have 
some pay-off would be in the fact that we could assess 
what was happening and that both people in government 
and people outside of the Government could assess what 
is happening and analyze what is happening in such a 
way that we might understand it better in order to get 
better performance in the future. That is where we feel 
our research allows us to be confident to say something 
about it. Whether I would run the Bank of Canada and 
make the exact decisions that they made as to what the 
money supply would be—well, it is a lot easier with 
hindsight to say what the changes in money supply ought 
to have been. 


Senator Benidickson: And when. 
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Dr. Acheson: Exactly. All I am saying is that I think 
things could be changed so we would have a better 
chance of improving things in the future by understand- 
ing better what is going on, if some of the suggestions we 
made were adopted. I do not have explicit answers to 
your question, other than I think there should be some 
specializations in the briefs that appear before you. We 
have taken a particular approach and tried to throw 
some light on it. I think you will have some people, such 
as Professor Johnson this afternoon, who will be here 
this afternoon. He can perhaps answer that question 
better, because he has had more experience. 


Senator Manning: I wonder if you have felt there are 
any obvious changes in either the legislation or the role 
of the Bank of Canada, as the central bank for this 
country, that you would recommend in order to make it 
more effective or give it some more meaningful role in 
this great national problem we are facing today. 


Dr. Acheson: I think it is a natural thing when you 
have a feeling that something is wrong, and that we have 
a problem which should be met in some way, such as the 
regional disparity question, to have every agency fire out 
and do what they can in that area, and I think that is 
wrong. I do not think the Bank of Canada should get 
involved in is the regional disparity problem. In my 
opinion, that problem is better attacked through other 
institutions, and our analysis, which we have tried to 
detail in one of the appendices, would indicate to 
us—and it may be that we are wrong—that we would not 
get much leverage on regional problems through using 
monetary policies. It would be a mistake to try and do so. 
You should try to think the problem out carefully, and if 
you are going to use grants to designated areas to 
make the responsibility for mitigating the effects of 
national policies on the regions fall on relatively few 
agencies so you can then assess the performance. 


There is such a divergence of opinion as to what is 
meant by regional disparity. Does it mean regional eco- 
nomic growth; does it mean regional unemployment 
levels; does correcting the problem allow you to depopu- 
late a region and move people out of a particular region 
or is there a constraint against that? There may be the 
constraint that for political reasons that you do not feel a 
region should be depopulated? All these types of things 
should be thought out. All we have done is try to say 
that we should not, get the monetary authorities involved 
in this problem. It is not important problem, but attack 
it with something that is going to have leverage. 


Senator Manning: The regional disparity problem has a 
relationship to this particular question of inflation, but it 
is a separate issue. I think our main concern as a com- 
mittee revolves around this problem of inflation itself 
and its effects. My second question is related to your last 
comment. I do not know if you accept the premise that 
one of the causes of the period of high interest rates we 
went through, and which apparently we have moved back 
into, is the severe competition in the market between 
industrial and commercial borrowers on the private 
sector, and the very heavy borrowings of recent years by 
all levels of government, which has overloaded the 
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market and is certainly one of the things that has made 
it necessary in Canada for both the private sector and 
governments to borrow from foreign sources. Would you 
see any merit or wisdom in the Bank of Canada assum- 
ing some role in the capital borrowings at least of gOv- 
ernments, with the idea of relieving the pressure in the 
money market of this very severe competition between 
the private and public sector which has this upward 
pressure on interest rates? In other words, perhaps this 
gets back to a regional thing, but with the advantage of 
the reduction of the pressure on the money market that 
could result from the Bank of Canada having at least- 
some powers to purchase provincial or municipal deben- 
tures which are competing in the money market with 
industry, commerce and so on? 


Dr. Acheson: There is a limit to the extent that the 
Bank of Canada can directly purchase any securities, 
because it has an effect on the money supply which 
would lead to infiflationary tendencies. The Bank of 
Canada has made it easier for the Government of Canada 
to borrow through moral suasion or amoral suasion, 
whichever which way you want to look at it, because 
when it forces the banks to hold a greater portfolio of 
government debt that means the banks can hold a smaller 
portfolio of private debt. It would seem to me that there 
has been some easing of the provincial securities market 
through Canada Pension Plan purchases within the last 
of couple of years. That will be eased further in the fu- 
ture, I think. I do not think the Bank of Canada can do 
all that much, and I do not think they ought to. 


Senator Manning: This is what I am interested in. 


Dr. Acheson: I do not think they can without inducing 
infiflationary pressures and, secondly, I think the private 
sector should compete against the government. If the 
government finds it harder and harder to borrow, then 
perhaps they should cut back on their programs. 


Senator Manning: It is easy to follow the argument 
that if the Bank of Canada, for example, purchased 
provincial or municipal bonds this would increase the 
money supply and contribute to the inflationary pressure. 
But, is that true, when the money market dries up to the 
point where governments and the private sector start 
borrowing from foreign sources? Let me give a hypo- 
thetical illustration. If the Government borrows $1 million 
from the public of Canada, all you do is shift $1 million 
out of the hands of the Canadian people to the Govern- 
ment, which spins it back into the hands of the Canadian 
people. And to complete the cycle taxes to get it back in 
order to pay it back to the people when the securities 
mature. This all in turn, and it does not alter the money 
supply one iota. If because of the drying up or the high 
competition in the money market the Government goes 
and borrows $1 million on a foreign market such as the 
New York market, you do not decrease the buying power 
in the hands of the Canadian people. You expand the 
money supply by the money you borrow in a foreign 
market. 


What is the difference between that, as far as its effect 
‘on inflation is concerned, and the buying of those deben- 
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tures by the Bank of Canada which would have the effect 
of increasing the money supply? Is not the effect the same 
when the comparison is between the purchase by the 
Bank of Canada and the purchase in a foreign market? 
Today we have hundreds of millions of dollars being 
borrowed on foreign money markets, which is certainly 
not decreasing the money supply in the hands of the 
Canadian people at the time the purchase is made. 


Senator Beaubien: You borrow American money, 
which must be converted into Canadian money. 


Dr. Acheson: It is converted in the exchange market 
and that involves the Bank of Canada. If you are on a 
fixed rate and the balance of payments was in equilib- 
rium before this transaction, then the borrowing from the 
United States would lead to an increase in the supply of 
foreign exchange and the Bank of Canada, to keep the 
exchange rate pegged, would have to buy that. That is 
the quivalent of their buying a bond, as far as the effect 
on the money supply is concerned. The Bank of Canada 
ultimately would have to buy it. I think with a fixed 
exchange rate there would really be no difference even- 
tually in the impact. The bank would still get involved 
and there would be an increase in the money supply. 


With a flexible exchange rate, the exchange rate would 
appreciate with the additional borrowing. That would 
lead to deflationary pressures, because our exports would 
become less competitive than before. Imports would 
become more competitive, and this would lead to a slack- 
ening of demand for Canadian products, which would be 
desirable if the Bank of Canada was concerned about the 
size of the money supply in the first place, and it might 
allow them to expand it a little further than before 
because of this deflationary effect of the exchange rate. 


Senator Grosart: May I ask a supplementary question 
to the question raised by Senator Manning. Taking his 
situation when the borrowing is internal, where would 
the Bank of Canada get the money? 


Dr. Acheson: The Bank of Canada can print money 
and write a cheque on itself. 


Senator Grosart: Leaving aside the printing of money, 


_where would it get the money? 


Dr. Acheson: That is how it operates. It writes a 
cheque on itself which the chartered banks then deposit. 
If I borrowed from the Bank of Canada I would take its 
cheque to my chartered bank, and they would then take 
it back to the Bank of Canada, which would then 
increase their cash reserves by that amount. 
internal 


Senator Grosari: You are 


money supply? 


increasing the 


Dr. Acheson: Yes. 
Senator Grosart: And that is inflationary. 
Dr. Acheson: Yes, that is the point I wanted to make. 


As soon as the Bank of Canada starts to support govern- 
ment borrowing, it loses control of the money supply. 
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Dr. Chant: I think in England during the post-war 
period they opted for a policy of cheap money, and found 
out very quickly that this led to a policy of inflation. I 
think in answer to your first question, the concern for the 
level of interest rates and bringing them down may cause 
one to sacrifice other primary objectives. 


Senator Hays: Doctor, I wonder if you have explored 
the pegging of interest rates. During the late thirties and 
the depression interest rates gradually increased until 
they were up around 8 or 9 per cent. At a later time, and 
I do not know just when that was, we pegged the interest 
rate. 


The Chairman: Is this the bank prime rate that you are 
talking about? 


Senator Hays: No, this was the amount of interest the 
bank may charge its customers. Senator WVianning knows 
a good deal more about this than I do. During the thirties 
his government decided that the interest rate was too 
high, and cut it in half. This is the amount of interest 
that a person was obligated to pay. In the forties this 
looked like a very good move; at least, history tells us it 
was a good move. Later on the bank rate was pegged at 6 
per cent. During the expansion in the sixties we had a 
pegged bank rate of 6 per cent. We did not seem to get 
into any trouble until we permitted this bank rate to 
float. Today there still seems to be a problem. I am 
wondering if you have done any studies of that. Perhaps 
we should be pegging interest rates? 


Dr. Acheson: Personally I have not, but the Porter 
Commission looked into this in some deta'‘l. I would think 
that would be a source of information on that problem. 
Their recommendation was to lift the ceiling on the bank 
lending rate. 


Dr. Chant: I think one of the things which economists 
tend to feel about it is that it had an effect, but not what 
its proponents had anticipated. They felt this would lead 
to cheap loans for the general public. One of the ways in 
which the borrowers compete with less risky borrowers 
is by paying a higher interest rate to compensate for this 
risk. When the banks were restrained by the 6 per cent 
ceiling they were forced to choose between borrowers. If 
I were a banker and had to choose between a very stable 
corporation which was wanting to borrow at 6 per cent, 
and a corporation which might have some potential but 
which was very risky, I would choose the very stable 
corporation. 


Many economists would argue that it forced the less- 
inclined borrower to other financial institutions than 
banks; that it produced an alternative and forced them to 
other financial institutions. Such a borrower might have 
got a loan from the bank at 74 per cent, whereas he is 
forced to go somewhere else where he has to pay 11 per 
ecent. 


Senator Hays: Then the near banks supplied this risk 
Capital and in some instances they became wholly-owned 
Subsidiaries of the banking system. The near banks were 
not controlled by this interest rate, and were lending it at 
15 or 16 per cent. So you have the rich borrower borrow- 
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ing at a low rate, and the poor borrower borrowing 
money at a high rate. If these rates had been pegged we 
could not have competed on the international market, 
and the ceiling would have been raised to 7 per cent, and 
in the near banks to 8 or 9 per cent, to take care of the 
situation. Have you done any work on this? 


Dr. Chani: No I have not. 
Senator Hays: Is not that inflationary? 


Dr. Chant: My opinion comes from a feeling rather 
than research. My feeling would be that re-implementing 
such a ceiling and extending it would be undesirable. 


Senator Molsen: It was not and still is not possible to 
peg the rate of the so-called near bank, as constitutional- 
ly 1t presents a problem. In fact, the pegging of interest 
rates in the banking sector was, as Senator Hays said, 
increasing the proportion of business done in the higher 
interest rate sector, and was building up the volume 
there at a very rapid rate during those years when the 
pressure was there, and the recommendation came to lift 
the ceiling. 


The Chairman: Do you have any comment on Senator 
Molson’s remark? 


Dr. Chant: No, except to agree that in fact it is a form 
of a tax on the banks and maybe it could be done in a 
more direct way than is felt desirable. 


Senator Beaubien: When the 6 per cent ceiling was on 
bank loans, the banks insisted on borrowers keeping a 
certain percentage of the money they borrowed on depos- 
it. If you borrowed $1 million you had to keep $200,000 
on deposit, You would pay 6 per cent on $1 million, but 
you only got $800,000. 


Senator Molson: It was not universal, and it was the 
American system. 


Senator Beaubien: Are we going to stand up for differ- 
ent banks now? 


Senator Grosart: You also had service charges on con- 
sumer loans which raised the interest. 


Senator Hays: I have one other short question. You 
mentioned that money should be spent where it is gener- 
ated. This presents a problem insofar as regional dispari- 
ty goes. This is happening, and we know it. In many 
provinces in Canada certain institutions have a plus inso- 
far as deposits are concerned, and they take this money 
and dispense with it in other areas because they think 
the investment is better. Do you think there should be a 
certain amount of control to ensure that it must be spent, 
if you have regional disparities, where it is generated? 


Dr. Chant: I think our position would be that using 
monetary policy, and influencing the banking system as 
an instrument in working towards these regional goals, 
would be offset by these sorts of forces. I do not think it 
is desirable, but I think if you try to structure something 
to obtain this goal of money being spent where it is 
generated the first direct effect would be quite small, if 
this were successful—and I question whether it would be 


12:1? 


really successful. In a couple of the briefs the economists 
did not have too much hope for regional monetary policy. 
I think in our Appendix C we attempted to spell out why 
the economists tend to dismiss it, and we took more than 
a sentence or two. I think we are pessimistic about such a 
prospect, and we want to think a little bit deeper about 
ne 

Senator Hays: There is no way of resolving this par- 
ticular problem. 


The Chairman: I think Appendix C comes to that 
conclusion, that for various reasons—one of which is the 
free flow of funds—it would be virtually impossible, in 
the judgment of these two witnesses, to achieve that, 
except that they leave open the possibility of moral 
suasion. 


Senator Grosart: Would the witnesses tell us how effec- 
tive or otherwise was the suasion of the central bank in 
1959 on the banks to ease the situation in regional bor- 
rowing, which was, in effect, both a money shortage and 
a high risk factor. Was it effective? 


Dr. Acheson: It is impossible for us to tell. The char- 
tered banks perhaps could tell, but they do not publish 
information on their regional portfolios. It is impossible 
for us to tell. 


The Chairman: Perhaps we could ask Mr. Rasminsky. 


Senator Grosart: Do you have any information on the 
regional disparity in rates? 


Dr. Acheson: You can look at the quotations on the 
provincial government bonds. On private borrowing, the 
banks claim they use the same principles in every region 
and I have no reason to doubt them, but I have not done 
any specific research on it. 


Senator Grosart: The same principles would have very 
different effects. 


Dr. Acheson: It all depends how they assess risk in the 
different regions. 


Senator Grosarit: You have no information as to the 
magnitude of the disparities? 


Dr. Acheson: It is very difficult to get information, for 
obvious reasons, on the internal decision-making of the 
banks and on how they allocate their lending portfolios. 


Dr. Chant: Large corporations might borrow at their 
head office for purposes of projects in other regions. I 
think it is a very complex issue and I do not think you 
would get much valuable information on it. 


Senator Nichol: I would like to refer you, Dr. Acheson, 
to page 23 of your Appendix B where it seems to me you 
come to the crux of your paper as it refers to the 
problems which we are working on here. You are dealing 
with the dilemma that exists between problems of full 
employment and the problems of having no inflation or a 
controllable level of inflation. In our discussions over the 
last few weeks there have been two separate problems 
mentioned. I think one was the problem of identification 
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of policy, involving the question of lags and the question 
of where we are in the business cycle, if you want to use 
the broad term—in what cycle we are, and so on. 


The second problem that has come up is the mechani- 
cal operations of such a policy. In other words, assuming 
that you knew where you were and assuming you under- 
stood the lags, how could such a policy work in a system 
which has within the federal Government a Bank of 
Canada, a department of finance and an economic coun- 
cil. Then there are ten provincial governments and the 
municipal governments all involved in operating in dif- 
ferent directions. It is on this question of the mechanical 
operation policy, once it has been identified, that I 
wanted to ask you two questions. 

Going back to page 23, yOu say: 

The theory of bureaucracy used in this paper sug- 
gests that a central bank cannot be assumed 
automatically to pursue its goals in the same priority 
as society would desire. Some characteristics of goals 
which are relevant to the central bank as a bureau 
are not relevant to sOciety’s ranking of the goals. 


You enlarge on that and express it in different ways as 
you go down through your paper. The questions I want to 
ask you are: How would you describe the existing rela- 
tionship between the Bank of Canada and the Govern- 
ment in terms of its independence as an organization, 
and its independence of the goals of the Government 
which we hope are the goals of the people? Secondly... 


The Chairman: Do you want him to answer that 
question? 


Senator Nichol: No, I want to put them together, 
because I am not quite sure that they can be separated. 

Secondly: What do you think that relationship should 
be? I gather from your comments here that you have 
some criticism of the relationship as it is now. I am sorry 
that the question is so long but it had to be in order to 
make sense. 


Dr. Acheson: I think what we have suggested in the 
policy implication section of the brief itself was that as 
open methods of operation and as simple methods of oper- 
ation ought to be used, if they are technically efficient, 
and that moral suasion be curtailed in its usage, and that 
there should be no shifting of government deposits. We 
have suggested that in terms of the priorities of the Bank 
of Canada it be carefully considered whether minimizing 
cost of government debt should be treated as impor- 
tantly as we feel the Bank of Canada has treated it. If it 
is considered that the Bank of Canada has put too much 
emphasis on this, then steps should be taken to de- 
emphasize that objective. 


As far as co-ordination with fiscal policy goes, one of 
the interesting things to us in working in this area was 
that in the Coyne affair one of the issues was the initia- 
tive taken by Mr. Coyne to impose a secondary reserve 
ratio. This was treated in two or three letters, which 
were later released, between the Minister of Finance, Mr. 
Fleming and Mr. Coyne. The Minister of Finance claimed 
that Mr. Coyne was usurping the power of Parliament in 
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acting in this way. One of the things interesting to us is 
there was really no change in the Bank of Canada’s 
ability to do this after the Coyne affair, that really the 
Bank of Canada operates in pretty well the same way as 
it did before. This issue, although it was an issue at one 
time, got buried and never got treated, and we think it 
possibly ought to be treated. In areas where you can 
anticipate there may be problems, there should be con- 
tingency legislation to deal with those problems, and 
there should not be resort to moral suasion at the time. 
In general terms, that is how I would answer that 
question. 


I think the use of covert means implies something you 
would expect a department of economics or any bureau 
to emphasize, and I think government departments would 
at times tend to use covert instruments. In terms of fiscal 
policy, and the operations of the Department of Finance, 
I would think a careful analysis of the operations of that 
department, which we have not done, might indicate 
increasing uses of these types of instruments. We have 
not done research in that area. I am just speculating 
when Isay that. 


As far as co-ordination is concerned, it is very difficult 
to tell. There has apparently been no serious rift between 
the Bank of Canada and the Department of Finance as to 
the directions government policy should be taking. 


Senator Nichol: Perhaps I can ask that question a little 
differently. If the government is to be responsible for the 
economic well-being of the country, and if the Bank of 
Canada shares a considerable part of that responsibility, 
how independent in your opinion, should it be of the 
government? Do you think it is too independent or not 
independent enough in terms of what it does? 


Dr. Acheson: It is a function of the options that are 
available to the institution. As we conclude in Appendix 
A, we feel the issue is not whether the Bank of Canada 
should be a government department with all the same 
options, or whether it should have the semi-independent 
status which it has today, but if it were a government 
department with the same options, I do not think there 
would be any change in behaviour. There should be, by 
Parliament or by the Government a concern with the 
options available to this agency. We have tried to outline 
how we feel those options should be limited. The Bank of 
England, for instance, is technically less independent 
than I think the Bank of Canada is, but in factual opera- 
tional terms I do not think it is any less independent. I 
think it has the same scope of options. 


Senator Nichol: Is the independence of the bank for 
government policy real, in your opinion, or a myth? 


Dr. Acheson: I think it is real, because it has all these 
options of using moral suasion in a number of areas. 


Senator Nichol: In other words, you think these covert 
management techniques are ones which are known only 
to the bank and not necessarily to the government, that 
the government might be going in one direction, and the 
bank’s public policy might be supporting the government 
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and its private policy might be in another direction? Is 
that the suggestion? 


Dr. Acheson: I think the suggestion is they are proba- 
bly both. Covert action is taken by the Bank of Canada 
Sometimes in implicit collusion with the Government, if 
the Government wants to achieve a certain purpose and 
feels that this is the best way of doing it. Sometimes I 
would think there is a particularly informal moral sua- 
sion in the sort of day-to-day communications with the 
banks and other financial institutions as to where they 
think they are going. That goes on all the time and no 
one else is explicitly aware of that. 


Senator Nichol: I would like to try to make a distinc- 
tion. There are overt and covert policies of the Bank of 
Canada. This refers to technique. I am not questioning 
just for the moment whether those techniques are moral 
or amoral. What I am trying to find out is how close 
those techniques are, in your Opinion, to what the gov- 
ernment wants to have happen, whether they choose to 
use overt or covert techniques to move in a certain direc- 
tion in terms of fiscal or monetary policy. 


Question B is as to the technique they choose, and 
Question A is: Is the bank, in your opinion, normally 
doing this on its own? How independent is it of what the 
Department of Finance wants it to do, and how 
independent should it be? How effective a combined 
instrument of economic control is the Department of 
Finance and the Bank of Canada, or are they flying in 
each other’s face? I do not know, and perhaps you do. 


Dr. Chant: There is a large group of economists who 
do not subscribe to the view that monetary policy is so 
important that it should not be left to legislators. In the 
United States it has sometimes been summed up as: 
Monetary policies are too important to be left in the 
hands of the legislators, so let us have an independent 
central bank. 


Senator Nichol: Which is not what you say in your 
brief? 


Dr. Chant: Some economists in the United States say: 
“No, we don’t see that. Defence is important too. Do we 
take that out of the hands of the Government as well?” 
They say that economic policy is something that govern- 
ments are increasingly taking more and more responsibil- 
ity for. What they argue is that it is reform of the 
structure of the central bank that is required to change 
the situation, to make the central bank responsible not 
only to the legislators, but responsible to the people 
beyond the legislators so that the people’s preferences 
can be expressed. Our point is that that may be desira- 
ble, but we really feel the responsibility of the central 
bank for these very important policies that it has would 
be clearer if, in fact, the interpretation of the actions of 
the central bank were more open to the public at large— 
to the financial press, and even university professors and 
senators. Then one can make a valid judgment, a knowl- 
edgeable judgment, and not be shooting in the dark 
about what is going on with this very important policy 
instrument. 
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Your other question was: Does the central bank work 
against the Department of Finance at times, and for it at 
other times? I would really say that I do not know. I 
would say my hunch is, by and large, that it works in 
co-operation with it. I think some of the things we have 
identified, provided with some leverage, may or may not 
be used, but they are there. Our value judgment is that 
this sort of leverage is something which an institution 
responsible to the people should be looking at. One 
should look very carefully and ask: Is this the type of 
leverage we want them to have? As we look down this 
list of uses of moral suasion I think the legislators should 
be able to ask: Is this a power the central bank should 
have? Should the central bank be able to admonish the 
chartered banks to have special regard for borrowers in 
less prosperous areas of the country? Should the central 
bank have the power to have an agreement on maximum 
interest rates on term deposits by the banking system? I 
think our views are quite obvious to you now. This is 
something that we feel a wider group should look at to 
decide whether these powers are desirable. 


Senator Nichol: May I ask a direct question connected 
with this list of instances of moral suasion? Do you think 
that those instances, which are of very specific actions, 
originated in the Bank of Canada or in the Government? 
I know you do not know, but what do you think? 


Dr. Chant: I would think it would be unfair to the 
Bank of Canada to answer that question, because there is 
such a large chance that I am away off base. 


Senator Nichol: It is a quite important point, is it not? 


Dr. Chani: Yes, and you will have an opportunity 
again to ask that question. 


Senator Nichol: I will not pursue it, but you obviously 
have an opinion and I do not see what damage would be 
done by your giving it. 


Dr. Chant: No, I am pleading sheer, ignorance on this 
point. 


The Chairman: My supplementary question is twofold. 
If it were demonstrated by the Bank of Canada that 
there was a real need for a multiplicity of instruments 
and for moral suasion, would you be satisfied if they 
were to use these instruments in an open fashion? 


Dr. Chant: In regard to the multiplicity of instruments 
argument, many of them are open, such as the bank rate, 
the minimum reserve ratio, and the minimum of govern- 
ment deposits. 


The Chairman: They are sometimes open after the 
event. I am talking about being open at the time they are 
used. 


Dr, Chant: Moral suasion would be the one. I think 
there is the question of interpretation which makes it 
more difficult to interpret. I am not sure what moral 
suasion is entirely. Lord Norman who was Governor of 
the Bank of England said that moral suasion is a raised 
eyebrow. 


The Chairman: But you are not going to legislate raised 
eyebrows. 


Dr. Chant: No. 


The Chairman: So that will continue. I am asking if 
they demonstrate the need for it, either by showing that 
it is necessary or that there is just no other way of doing 
certain things, would you be satisfied, and do you think 
it would answer your critique? Can a case be made for 
that, and that alone? 


Dr. Acheson: It ceases then to be moral suasion. If you 
say that the central bank should be able to tell the 
chartered banks there should be a limitation on particu- 
lar types of loans, then you make that an explicit act in 
the legislation give the central bank the power to do that. 
I think you should also require them to publicize it, but 
then it ceases to be moral suasion. 


The Chairman: Using your definition of moral suasion, 
I think not, because really you say moral suasion is the 
ability to cause some-one to do something without the 
direct effect of the law behind you, but with a peripheral 
effect of the law. This would still be the use of peripheral 
force to achieve a direct objective, but it would be open 
instead of covert. 


Dr. Acheson: I just do not see how you can legislate 
that it be open in that case. You almost have to antici- 
pate what the sanctions are and preclude their use, and 
also make it known to the institutions on which this 
power is being used that they should reject its use. 


The Chairman: That leads me then to my second ques- 
tion. If you feel that you have to take actual steps to 
reduce the multiplicity of powers and to reduce the use 
of moral suasion—accepting your approach and assuming 
that you achieve your approach—is there still a case for 
the Bank of Canada being more open in the enunciation 
in its policy? Is there a case for the Bank of Canada to 
openly disagree with the policy of the government at any 
time—going along with it but nevertheless indicating that 
they believe it is a wrong policy? 


Senator Grosart: This has happened. 


Dr. Chant: On the latter point, I feel there is certainly 
something to be gained by having the alternatives laid 
before you on this. There is the power now, I believe, for 
the Minister of Finance to issue a directive. There is the 
power the other way, for the Minister of Finance, when 
he does not believe monetary policy is appropriate, to 
issue a directive to the governor. 


The Chairman: We are not arguing the ultimate power 
of the Government in this matter, but asking: Should the 
Bank of Canada be critical of Government policy while 
recognizing that the power eventually lies in the hands of 
the Government. 


Dr. Chant: That is a very difficult question to the 
extent that you have the Government going one way and 
the Bank of Canada having a belief that another way is 
appropriate and possibly going that way, yet with the 
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absence of a directive from the Minister of Finance 
saying, “Change your direction’. I am afraid I have not 
thought of the issue in the terms of when it is the 
responsibility for a governor to speak out and say, “This 
is appropriate.” 


The Chairman: How about you, Dr. Acheson? 


Dr. Acheson: I have not thought about it either. My 
opinion would be that he ought not to in the everyday 
course of activity. If he feels strongly enough about 
something and cannot persuade within Government cir- 
cles then he should resign, but it seems... 


The Chairman: Would you answer my question? If 
you achieved what you suggest in that reduction in use 
of the multiplicity of powers and moral suasion, would 
you still like to see the bank more open at the time? 


Dr. Acheson: Yes. 


Senator Beaubien: I understood you to say a little 
while ago that you thought that the Bank of Canada 
should not be concerned with the cost to the federal 
Government of servicing its monetary debt. Did you 
mean by that that the Bank of Canada tended to keep 
the interest rates lower than it should? 


Dr. Acheson: As we tried to document, we feel that the 
steps taken to set up the money market dealers with 
their lines of credit at the central bank, to impose a 
secondary reserve ratio, were steps which led to a prolif- 
eration of chartered bank direct and indirect holdings of 
Government debt, more Government debt than the chart- 
ered banks would otherwise have held. We believe that is 
in effect an implicit subsidy on Government debt that 
was brought about through the moral suasion of the 
central bank. 


Senator Beaubien: If the banks are holding more Gov- 
ernment debt, that would tend to put up the interest 
rate; it would not put it down. 


Dr. Acheson: That would drive up other interest rates, 
but not interest rates on Government debt. It would tend 
to drive it up, as you say. The portfolios of the chartered 
banks have more Government debt and less private 
securities, and the private interest rate would tend to 
rise. 


Senator Beaubien: Then Government bonds go down 
and the interest rate on Government bonds goes up. 


Dr, Acheson: I would have thought the effect would be 
to increase the differential between the two interest 
rates, to lower the interest rate on Government debt as 
compared to private securities. 


Senator Beaubien: It certainly was not the case a year 
ago. 


Dr. Acheson: I do not understand your point. What I 
am talking about is the differential between private and 
Government debt. Government interest rates have not 
changed. I think the government interest rate would have 
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of Canada securities which they otherwise would not 
have held. 


The Chairman: By causing a pressure on the market? 
Dr. Acheson: Yes. 


Senator Grosart: Surely one of the issues here is 
whether the Bank of Canada is acting beyond its powers, 
overtly or covertly. Can it have any powers other than 
those derived from the Bank of Canada Act? 


Dr. Chant: We are back into the battle of words. 
Definitely it cannot act beyond its existing de facto 
powers. Whether all the powers it in fact exercises have 
been anticipated in Bank of Canada acts and by legisla- 
tors in defining those Bank of Canada acts, I am not sure. 


Senator Grosart: That is entirely a different question. 
That is why in many acts we give power to the Governor 
in Council to make regulations. I am asking if it can have 
any powers other than those that derive directly from the 
Bank of Canada Act, 


Dr. Acheson: I do not quite know how to interpret the 
question because, for instance, the army in Uganda, 
where I spent last summer, had powers which it used to 
overthrow the government. There are powers implicit in 
setting up an institution that are not used, and there is a 
range in which society has to be careful that in fact this 
power that is implicit in setting up the institution is not 
used in particular ways. 


Senator Grosart: Would you agree that under our 
System any use of power beyond its authority is subject 
to judicial review? In other words, the principles of intro 
vires and ultra vires apply here, do they not? 


Dr. Chant: In other words, what we are saying is that 
it is probably quite clearly understood what the de facto 
powers of the Bank of Canada are, and there is on the 
part of those who understand them implicit acceptance of 
those powers. Our position is that we feel that a hard 
look at those powers should be taken. Now, there is a 
large group of people who understand the powers of the 
central bank as they are today and approve of them. 


Senator Grosart: I am not speaking of public accept- 
ance. Let me put the question another way. In your view, 
are any of the powers exercised by the Bank of Canada 
ultra vires of its parliamentary authority? 


Dr, Chant: I am afraid my knowledge of constitutional 
law is not the best. 


Senator Grosart: That is not the point. You have 
examined the powers given to the Bank of Canada. The 
thrust of your whole brief is on this very question. First 
of all, is it in any way going beyond the powers granted 
by Parliament? 


Dr. Chant: Implicitly, moral suasion was anticipated. 
Our feeling is that it should be re-examined. We would 
think that in one’s financial system there are prospects 
for the central bank guiding one’s monetary and financial 
system in different and, in our opinion, more desirable 
ways. If in fact the powers of moral suasion were more 


12: 22 


specifically defined in terms of where they are and where 
they are not, that would be to the good. 


Senator Grosart: Are you then saying that the central 
bank is now acting intra vires the powers granted by 
Parliament, but that those powers are too broad? 


Dr. Chant: That would be a more acceptable statement 
than the one we were discussing previously. The powers 
of the central bank ought to be looked at and reviewed. 
There is, of course, the decennial revision of the Bank 
Act, and I think one should take this quite seriously. 


Senator Grosart: You are not satisfying me when you 
say merely that it should be reviewed. That is meaning- 
less unless you say that it should be reviewed to a 
particular end. 


Dr. Chani: Yes... 


Senator Grosart: But you are saying that the powers 
are too broad now, are you? 


Dr. Chant: ...to considering defining where moral sua- 
sion can be anticipated to be necessary and appropriate, 
and possibly to looking at the multiplicity of instruments 
very throughly and ensuring that every one of those has 
a rationale which puts the benefit of doubt in its favour. 


Senator Grosart: Would you take away any of the 
existing powers that it is exercising? 


Dr. Chant: The question of the placement of Govern- 
ment deposits might be one issue. 


Senator Grosarit: You would narrow them to some 
extent, then? 


Dr. Chant: Yes. 


Senator Nichol: Mr. Chairman, on page 12 of Appendix 


A there is a reference to money market jobbers. The 
reference is as follows: 


In fact, both the Bank and the Minister of Finance 
have refused to divulge to the public the name of the 
jobbers, the size of their lines of credit, the terms for 
qualifying as a jobber and the criteria for determin- 
ing the size of the line of credit for a jobber. 


And then Mr. Benson is quoted on the subject. Who are 
these jobbers? Are they investment dealers? 


Dr. Chant: Yes. There is an unofficial list in D. H. 
Fullerton’s The Blind Market in Canada. I am not entire- 
ly sure, but I think the issue that Mr. Benson was speak- 
ing to at that point was the takeover of a Canadian 
investment house by an American firm, and the question 
was asked whether this investment house had this line of 
credit at the Bank of Canada. Apparently there are 15 
such jobbers. The privilege they have is that they have a 
line of credit at the Bank of Canada, and this allows 
them to borrow under certain conditions from the Bank 
of Canada. 


Senator Nichol: They borrow directly from the Bank of 
Canada, and not from a chartered bank? 
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Dr. Chant: They can. Also, to the extent of their line of 
credit at the Bank of Canada, they are permitted to 
borrow on day-to-day loans from the chartered banks. 
These day-to-day loans, unlike other loans, are countable 
by the chartered banks in their liquid asset ratio, and 
these day-to-day loans are among the most liquid assets 
that the banks have. 


Senator Nichol: Am I correct in saying that the banks 
have instant call on those loans? 


Dr. Chant: Yes. The banks get the funds from day-to- 
day loans a day or two earlier than they would from a 
sale of treasury Bills. The reserve position then refiects 
the calling in of the day-to-day loans earlier than the 
sale of treasury bills would. These day-to-day loans, by 
their nature, are among the very lowest in the yield 
spectrum of the assets held by the banks. These have the 
lowest yields. As a result, to the extent that it has a line 
of credit, as I say, the unused part of the line of credit 
with the Bank of Canada can then be borrowed at the 
chartered banks. So this is really a limit of combined 
borrowing power from the chartered banks and the Bank 
of Canada at these quite favourable terms. I do not know 
if that answers your question. 


Senator Nichol: Not exactly. How much money are we 
talking about? There are 15 companies doing this busi- 
ness. How much business is done in total? 


Dr. Chant: The maximum amount that has been out- 
standing is probably a little over $300 million. 


Senator Nichol: At any given time? 
Dr. Chant: Yes. 


Senator Nichol: It is obviously a pretty good thing is 
you can get on the list. 


Dr. Chant: There are conflicting reports. 


Senator Nichol: Are they providing a service that could 
not otherwise be provided? 


Dr. Chant: I think the stated purpose of it was to ease 
the jobbers’ holding of inventories of short-term govern- 
ment securities, which would lead to a broader market in 
government securities and as a result would make adjust- 
ments of the chartered banks to reserve shortages easier. 


Senator Nichol: It is a sort of cushion. 


Dr. Chant: This would develop a holding by the public 
of the securities and then when the chartered banks 
unloaded their Treasury bills it would not have such a 
great impact on the security markets. There would be a 
broader market and that would have a greater absorption 
power, and the central bank would not have to intervene 
as often. 


Senator Nichol: Are you critical of this system or 
merely of the secrecy that surrounds it? 


Dr. Chant: I think we show that in fact the Canadian 
money market experiments. Those are notations, because 
a lot of people talk of the Canadian money market 
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experiment in the sense that Canada is perhaps one of 
the second generation central banks, and other countries 
throughout the world would look to it. These money 
market arrangements that were set up in the early ‘fifties 
led to a considerable expansion of outside holdings and 
treasury bills. By outside holdings I mean outside the 
central bank and chartered banks, There was considera- 
ble expansion up to around the late 1950s, I think. 


Senator Nichol: This had to do with the rates primarily. 
Is that right? 


Dr. Chant: I am not sure. 
Senator Nichol: In competition with other banks. 


Dr. Chant: That would be part of it. One of the things 
that has happened since then is that the general public’s 
holdings of short-term treasury bills are not very much 
larger, and at times have been smaller than these day-to- 
day loans outstanding to finance them. These day-to-day 
loans are available to finance treasury bills and short- 
term governments, and also bankers’ acceptances. It is 
hard to know the degree to which these day-to-day loans 
are used to finance short-term governments, but in terms 
of expansion in the treasury bill market, where I think 
people had anticipated and outside observers felt where 
this experiment was headed, what has happened is that 
these outside holdings are not now much larger than the 
indirect holdings. Before that the banks might have held 
them. Now the banks lend on a day to day loan market, 
and the jobbers hold the securities. We tended to call 
these, in shorthand, indirect holdings by the banks. The 
expansion of the market really has not kept up at its level 
of the late fifties. I do not know whether that fills in 
some of the gaps. 


Senator Nichol: Yes, it does, 


Senator Grosart: I should like to ask one short supple- 
mentary question on the question of the jobbers. You 
quote Fullterton as saying that the central bank has here 
used the re-purchase instrument as a method of evading 
the limitations on the bank under the Bank Act. Do you 
agree that this is a straight evasion, a device to circum- 
vent the limitations? 


Dr. Chant: On what page is that sir? 


Senator Grosart: Page 13, the following page to the 
one that was just quoted. 


Dr. Acheson: You commented before on the use of 
moral suasion. If you feel that in setting up the legisla- 
_ tion and allowing the use of moral suasion, anything that 
. was acceptable that could be achieved by moral suasion 
Was implicit in the act and therefore within the terms of 
4 the act, then I guess it is not evading the intent of the 
act. If you feel that a section in the act said explicitly 
that the central bank could only lend to certain institu- 
_ tions, of which these money market dealers were not one, 
that it would be a circumvention to use moral suasion to 
avoid that explicit provision in the act, then it would be 
an evasion. It depeds on the interpretation and scope of 


activity you feel was allowed and anticipated by the 
b 


‘253% 


? 
; 


legislators when they allowed the bank to use moral 
suasion, 


Senator Grosart: This has nothing to do with moral 
suasion. This is a device to circumvent the limitation in 
the act. 


Dr. Acheson: All they did was use a different name for 
lending to... 


Senator Grosart: I do not care what it was. I am asking 
whether it was a device to circumvent the act. Yes or no? 


Dr. Acheson: Fullerton called it such, and I would tend 
to agree with him on the basis that if something is 
written explicitly in the act and the Bank of Canada 
avoids it, even if it holds to the letter of the law—if it 
avoids what I will call the spirit and my interpretation of 
the act, although I am not a lawyer—I would say yes, 
they are avoiding it. 


Senator Grosart: So you might qualify the former 
answer that all powers being exercised may not be 
entirely intra vires. 


Dr. Acheson: In my opinion, if I understand the terms 
correctly, yes. 


Dr. Chant: They may not be outside the legislative 
intent possibly. 


Senator Grosart: No, it has nothing to do with intent, 
because you cannot argue the intent of the legislature in 
court. 


Senator Cameron: I find myself in sympathy with what 
has been a very lucid presentation of this case. The 
thrust of it was to give a broader spectrum of the public 
information on which to make judgments, which I think 
is desirable. This has some implications, and this question 
can be answered very quickly. Will the ability of this 
wider spectrum of the population being able to make 
judgments on monetary and fiscal policy not depend on 
two things, first a more sophisticated monitoring of what 
is going on through statistics, and, secondly, the speed 
with which those statistics are made available? I would 
think this is vitally important. That is all I want to ask. 


Dr. Acheson: That is very desirable, yes, as an adjunct. 


Senator Cameron: Do you think our existing machin- 
ery for providing this information is adequate at the 
present time? 


Dr. Acheson: I would think we could provide statistics 
that are not being provided now, which would be helpful 
in the interpretation of policy. 


Senator Benidickson: When I indicated a desire to ask 
a question we were at a point when we were having a 
very sophisticated discussion of not only national central 
banking but international central banking. I think Sena- 
tor Manning’s first question satisfies me, It was the ques- 
tion of what specifically could we do in the changing of 
our central banking legislation that would come to the 
gist of what is the centre of our interest in this commit- 
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tee, which is the range in unemployment and inflation. I 
am satisfied, Mr. Chairman. 


The Chairman: Dr. Gillies? 


Dr. James Gillies, Study Director: I have no questions, 
Mr. Chairman. 


The Chairman: I have one question. It has been put to 
us on several occasions that there should be more co- 
operation between the different governmental levels on 
stabilization policies. It has also been put to us that 
perhaps the Bank of Canada by the purchase of provin- 
cial government debt could provide the reason for the 
provinces so co-operating. Do you believe that that might 
be a sound policy for the Bank of Canada? 


Dr. Chant: I guess my answer at this stage would have 
to be somewhat pessimistic. From a layman’s look at 
co-operation among different levels of government, I do 
not anticipate this would be the leader. I cannot elaborate 
on that. 


The Chairman: Honourable senators, on your behalf, I 
would like to thank our witnesses. It is not very easy to 
take on what is basically a criticism of the operation of 
an extremely well established institution. It takes a lot 
of fortitude to do it, and it is rewarding to see it done in 
a reasoned manner, which these gentlemen have done. 


We would also like to thank you very much for the 
special study on the regional effects of monetary policy. 
That is an area in which many questions are being raised 
and your study will probably be definitive as far as this 
committee is concerned. So, on behalf of the committee, I 
would like to thank both of you very much. 


The committee adjourned until 4 p.m. 
—Upon resuming at 4 p.m. 


The Chairman: Honourable senators, we have with us 
today a man who is, of course, extremely well known to 
you, Dr, Harry Johnson. Dr. Johnson is Professor of 
Economics at the University of Chicago and Professor of 
Economics at the London School of Economics and Politi- 
cal Science. He divides his time between these two 
extremely well-known institutions. His education took 
him to Cambridge University, the University of Toronto, 


Harvard University and Manchester University; and he © 


received his doctorate from Harvard University. He also 
holds an honorary doctorate of laws from St. Francis 
Xavier. 


I could go into his career; I think we could consume 
the whole period of the hearings if I dealt with the 
ramifications of an incredible career. I think you know 
Dr. Johnson too well to wish me to do that. He is 
recognized as one of the world’s leading economists and a 
man in whom Canada can take great pride, 


It is with great pleasure that I introduce to you Dr. 
Harry Johnson. 


Dr. Harry Johnson, Professor of Economics, The 
London School of Economics and Political Science, and 
the University of Chicago: Thank you, senator. I have 
circulated a brief statement, although it is not as brief as 


I would like it to be. The issues are more complicated 
than I can reduce to extreme simplicity. 


With respect to my views regarding inflation, I have 
considered it primarily from a world point of view. I 
have become concerned in this problem in the past year 
or so because in the United Kingdom, the United States, 
Canada and the European countries there has been a 
great deal of concern regarding inflation. Therefore, this 
committee, in a sense, is conducting hearings which are 
paralleled in other countries, 


There are two views on the temporary world inflation: 
one is that it is a series of accidents in a number of 
different countries, each to be explained by special socio- 
logical, economic factors. That view is espoused by the 
OECD, but I completely disagree with it. I think that we 
are facing a world inflation, or at least a western world 
inflation which has common causes. The main common 
cause is the inflation in the United States, which has 
been going on since 1965. This inflation communicates 
itself to the world because in the modern world the only 
real force putting pressure on governments to control 
inflation is the balance of payments. The United States 
does not have to worry about its balance of payments 
and, as long as it runs a deficit, no one else has to worry 
about theirs. In a world system of fixed exchange rates 
every country must endure, sooner or later, the US 
inflation. 


I remark in my paper on various arguments relating to 
that proposition, I think that is necessarily true, though 
the OECD and other commentators seem to think it is 
not. I would in this connection point out that it is very 
important for Canadian thinking on these matters to 
distinguish between what happened up to the beginning 
of June last year, when Canada was on a fixed rate, and 
the circumstances now with Canada on a floating rate. I 
will argue that the maintenance of a floating exchange 
rate is the only underpinning Canada has if it wants to 
pursue an anti-inflationary policy. 


One of the things that you undoubtedly have been told, 
and I know you have from reading the testimony of Sir 
Roy Harrod, is that somehow we face a new sociologi- 
cal situation, in which somehow unions have become 
more grasping, employers weaker, and so on. Therefore, 
all of a sudden, we have a collapse of a system. I think 
that is not true. I think that we can explain the upsurge 
of inflation in the last two years in the various countries 
with which we are concerned by lagged expectations, 
plus special factors which one can list for the various 
countries. 


As I review the world system to the mid-, sixties, it was 
stablized by price stability in the United States. That 
meant that other countries could have a certain amount of 
inflation, but it was limited by their ability to compete 
with the United States in world markets. Since 1965 the 
United States has had an accelerating inflation, which 
has meant that everyone else must also have that infia- 
tion. As I view it, it is not possible for a small country, 
and I would include the United Kingdom in that—being a 
Canadian, I look at the United States as my example of a 
big country—to fight inflation by the traditional tools of 
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monetary and fiscal policy. As long as we have a fixed 
exchange rate we will have the world inflation. All we 
can accomplish by monetary and fiscal policy is to have 
more unemployment. That is perhaps exaggerating; you 
can, within limits, contain your inflation relative to world 
inflation, but you must have the world trend. 


In particular, monetary restraint is likely to attract an 
inflow of capital, which will pose an insuperable problem 
for the central bank of a small country. In fact, the 
floating rate in Canada is exactly the result of that 
problem. If you want to have the benefits of relatively 
liberal trade and capital movement with the rest of the 
world, without inflation, you must have a floating 
exchange rate, That problem cannot be solved simply by 
revaluing from time to time, because that injects an 
element of disturbance; it is a transitory benefit, but it 
will not last. 


If you have a floating exchange rate, and only then, 
you have a possibility of divorcing your price trend from 
the world price trend. I would emphasize it is viewed in 
the context of a closed economy, so it is either a policy 
for the world as a whole or for a country on a floating 
exchange rate. 


The question is how to operate monetary and fiscal 
policy. I would agree with most Canadian economists, 
and those elsewhere, that the monetary and fiscal policy 
has been operated so far on far too much of a stop-go 
basis, which injects a lot of disturbances. It is probably 
bad for long run economic growth and it would be better 
to have what I would think of as a framework policy, a 
framework for stable, economic growth. This involves not 
switching the budget from deficit to surplus year by year 
and not changing the rate of growth of the money supply 
rapidly year by year. Instead, it provides a long-run 
framework within which the business community can 
make projections of where the system is likely to £0. 


One proposal which you have heard already is for a 
stable rate of growth of the money supply geared to the 
economy’s potential growth of output. The only point I 
make with reference to that is that you must recognize 
that only a flexible exchange rate will permit that policy 
to be pursued. It is no good recommending a stable 
monetary growth in an open economy; the monetary 
srowth will be determined by your policy, plus your 
balance of payments. If other countries’ policies are more 
or less inflationary, you just do not have control of 
domestic money supply. 


One of the questions is: Why is price stability desira- 
ble? I would argue that, aside from the balance of pay- 
ments, the only argument for it concerns the stability in 
the value of money and the redistributions of income 
that go with inflation or deflation of an unexpected kind. 


To take up the first point, the balance of payments 
argument is not an argument for price stability; it is an 
argument for having the same rate of inflation, or defla- 
tion, as everyone else. In Canadian history, for most of 
the interwar period we had a floating rate. We went back 
to a floating rate for the ’thirties, the reason being that 
we could not stand the world inflation which we would 
otherwise have had to face. We went back to a floating 


r= 


rate again in 1950 and again in 1970, because we could 
not stand the inflation that the world system was impos- 
ing on us, 


If we are to have a fixed rate of exchange, we must 
accept the world rate of inflation. That, I think, makes 
nonsense of any proposal for incomes policy. It is one 
thing to say we should have an incomes policy to stabil- 
ize prices. If there is a fixed exchange rate there cannot 
be stabilized prices; you have to accept whatever price 
trend the world imposes on you, which means that you 
might have to have a very severely inflationary incomes 
policy. In the modern world you would have to have it. 
The Germans tried it and they had to take a floating rate 
instead. 


It might possibly be argued that it is possible to have 
an incomes policy which governs wage increases by the 
rate of productivity increase. However, to say there must 
be an incomes policy which makes wage increases equal 
to productivity increases, plus a guess at how much 
inflation we should have to fit world circumstances, is 
something quite different. I cannot see any administrative 
mechanism that could give that kind of policy, 


Supposing there is a floating exchange rate so that you 
do not have that problem of having to inflate or deflate 
with the rest of the world, what are the arguments for 
avoiding inflation? One is to maintain stability in the 
value of money; the other is to avoid arbitrary redistri- 
butions of income and wealth. 


With regard to the stability of money, all the evidence 
we have from any number of inflations is that any infla- 
tion within the bounds of possibility is something the 
public can digest pretty well. The market system will 
enable them to avoid it. As far as redistributions are 
concerned, the major redistributions that must be wor- 
ried about are essentially redistributions of income 
between people on fixed, government-determined social 
security benefits, pensions or salaries and other people. It 
would be a lot easier and more efficient to make adjust- 
ments in those benefits, pensions and salaries than to try 
to stop inflation by deflationary policies. 


I come to the argument for an incomes policy. This 
argument, I have no hesitation in telling you, seems to 
me to be absolute nonsense. It is the kind of argument 
people who are unable to face economic reality like to 
propose as a means of transferring responsibility from 
the elected representatives of the people to the people 
themselves, and therefore it seems to me to make no 
democratic sense whatsoever. 


There are two kinds of argument of this kind, one of 
which is popular in North America and the other in 
England. I would remark that I have spent, off and on, 25 
years of my life in England, and every year somebody 
wants an incomes policy. They have tried it about four 
times, and each time it has failed. But it is the old 
“Maginot Line” mentality: find out where the enemy is 
strongest and then try to overwhelm him by superior 
numbers. Every time the incomes policy has failed a new 
generation comes along and says it has failed, not 
because it is a nonsense idea, but because the last bunch 
of guys did not have the guts and determination to push 
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it through. If you see something fail four times you may 
perhaps start to think it was not a good idea to begin 
with, but that is not the way people react. 


One of the arguments is that inflation is caused by the 
graspingness of trade unions, monopolies and so forth. 
That idea makes no sense at all to me. Monopoly is a bad 
thing; trade unionism is a bad thing from the economic 
point of view, because it raises the wages of some small 
group of workers by excluding others from the oppor- 
tunity to have the jobs, But that is a problem society has 
to cope with; it may decide trade unionism is a good 
thing and monopoly is a bad thing, or vice versa. Differ- 
ent societies come down on different sides of that 
question. 


Whatever it is, it is a question that is there all the 
time; it is not a question that comes up only when there 
is inflation. If I have monopoly power I want to grab the 
most I can, and I want to grab that every minute; I do 
not wait for an inflation to decide, “Now is the time to 
grab.” Instead, when an inflation starts I realize it is 
eroding my monopoly power and I have to restore it by 
raising the money price of my product. So rises in prices 
by businesses and trade unions are not a cause of infla- 
tion, they are a reaction to inflation by people who have 
monopoly power and see it being undermined by the 
inflation. You cannot blame inflation or unions or big 
businesses; they are reacting to the environment created 
by whatever is producing the inflation. 


The other argument for an incomes policy is that, on 
the average, people can only get increases in real incomes 
to the extent that productivity is increasing. If they ask 
for wage increases or price increases higher than 
productivity increases, they are fooling themselves. Why 
don’t we just tell them, “Look, boys, for the good of the 
country don’t ask for more than you can really have, and 
keep wage increases in line with productivity increases, 
keep prices constant,” and so on. After 25 years in Eng- 
land that seems to me to be a misapplication of the 
public school spirit. The headmaster can call the boys 
into chapel on Monday and tell them, “Boys, for the good 
of the school you must eat less tuck; you must satisfy 
yourselves with shepherd’s pie instead of steak,’ and so 
on and so forth. He can enforce it because he has the 
moral authority to do so. 


However, that is not the way a capitalist system works. 
We do not have a headmaster in a capitalist system; we 
have competitors, and they are out for their own benefit 
and they are reacting to their own market situation. 
What we are trying to ask them to do is to ignore the 
evidence coming to them through the markets which 
says, “You can have a 20 per cent wage increase this 
year, and if you do not ask for it you are being foolish 
because that is what you can have.” It says to the 
employer, “You can afford a 20 per cent increase this 
year because there is lots of demand, you need the 
labour. If you don’t give them the increase you are going 
to have a strike on your hands and then you won’t sell 
the goods,” and that is the information they have; it is 
their own market situation, 


What an incomes policy tries to do is tell them, “Forget 
about the 20 per cent, regardless of the evidence of your 


own eyes.”—on both sides, because it takes both sides to 
make a bargain—‘‘Three per cent or five per cent is what 
we tell you from Ottawa you can have.” What Ottawa 
will be trying to do in that circumstance is to persuade 
these guys to ignore the evidence of their own eyes and to 
take the words of a bureaucrat that this is the way to do 
it. I do not think our system works that way. Maybe in 
Europe they can do it, although all the evidence is that 
every time they have tried they have failed. I do not see 
that our system works the way that system might work. 


The committee’s paper, which I received some time 
ago, makes special reference to regional policies. I say 
flatly that I do not see any possibility of a regional 
monetary policy, unless you could isolate the provinces 
and regions from each other, close the capital markets 
and erect barriers. I do not see that would be good for 
the country, We might pretend to have a regional mone- 
tary policy in the sense that you could subsidize mort- 
gages or factory production loans, or something like that 
in particular parts of the country. But, as I see it, that is 
not a monetary policy: that is a fiscal policy; it is a 
subsidy policy. 


You could have a regional fiscal policy, in the sense 
that any province could borrow money and spend it in 
order to increase employment in its own territory, but I 
think there are strong limits to that, because in a highly 
integrated economy most of the money will wind up as 
demand for products from some other province or region, 
and the extent to which you can redistribute a given 
amount of demand between provinces and regions by this 
kind of policy seems to me very limited. There I base 
myself on a large number of studies made by Canadian 
economists of this possibility; while there is something in 
it, it is not very much. 


There is one point with which I want to conclude. I am 
becoming more and more suspicious of this whole ques- 
tion of the need for regional policies. In Canada the 
Maritimes have been what we thought of as a depressed 
region for over 100 years. Oddly enough, in the United 
Kingdom, Scotland has been the same thing, and it has 
been peopled by the same racial stock as the Maritimes 
for the same period of time... 


The Chairman: You are being very brave—to say that 


-in the present company! 


Dr. Johnson: I can afford to be brave; I am taking a 
plane out of here tomorrow. 


The Chairman: But you are here tonight. 


Dr. Johnson: Well, I am relying on you for protection. 


It does seem to me that these regional differences in 
unemployment may represent, not some sort of disequi- 
librium that needs to be secured by public policy, but 
instead a sociological economic adjustment to the facts 
of the situation. It is not everybody who wants to spend 
all his week working in a factory. We do have different 
industries in any place. One of the examples I think of is 
freelance journalism, in which people work for high pay 
for a short period of time and then “rest,” as they call it, 
and they count as “unemployed” in the periods of rest- 
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ing, but essentially they are satisfied with what they are 
doing. 


Having lived in various kinds of rural environment, I 
feel quite often people like to have a low probability of 
employment when the environment offers them activities 
that interest them. I have noticed this kind of thing in 
Wales, Scotland, Northern Ireland and the Maritimes of 
Canada. So it does raise in my mind the question wheth- 
er this emphasis on trying to level out unemployment 
rates across the country, and to make my former compa- 
triots the Nova Scotians as fully employed as the average 
Toronto citizen, is a desirable objective of social policy. 
The person who lives in Toronto has to work hard, to 
support his mortgage, to support his wife and children, 
his yacht, summer cottage and so forth. If you live in 
Nova Scotia in a small village, you get all these things 
pretty cheap. Why that fellow should be forced to work 
full time, in order to come up to some standard of 
Ontario morality, is not an easy question for me to 
answer. 


Senator Grosart: Mr. Chairman, as I think you know, I 
am going to go very easy on Dr. Johnson, because a week 
or so from now he will be the commentator on a paper 
that I will be giving, So I am going to be very careful. 


Senator Molson: Chicken! 


Senator Grosart: I am chicken on that point. 


The first question I would like to ask you, Dr. J ohnson, 
is for clarification really. In paragraph 5, about halfway 
down, on page 2, you say: 

Central banks have a preference for a_ fixed 
exchange rate because it gives them political power 
over a government. 


Then, at page 3, in the last line of the top paragraph, you 
say: 
With a fixed exchange rate the Central Bank has 
control of the money supply only for a short run. 


First of all, how does the fixed exchange rate give the 
central bank this power over government and what kind 
of power is it? 


Dr. Johnson: Senator, I can explain that fairly easily, 
and mostly on the basis of British experience. In 1964 the 
Labour Government came into power with a tremendous 
program of moving the country ahead, providing full 
employment, providing economic growth, all that kind of 
thing. But they came in with an over-valued exchange 
rate and the first decision they made, without any consul- 
tation with their economic advisors, only on the basis of 
consultation with the Bank of England, was to hold that 
exchange rate, The result was that they had to give up 
every single policy that they were in favour of: they had 
to have more unemployment; they had to raise taxes; 
they had to put monetary restraint into effect. That was 
because they had to deflate the economy to avoid a 
balance-of-payments deficit. They were not successful on 
that, but they spent three years throwing out every 
Single aspect of socialist policy that they had been elected 
on, in order to maintain that exchange rate. 


To quote another thing. In the second Labour Govern- 
ment, in 1931, when the Labour Government got “bust- 
ed” and the coalition government came in as a national 
government, one of the ministers, after they devalued, 
said, “They never told us we could do that.” Instead, they 
were busy, cutting social security benefits—a labour gov- 
ernment cutting social security benefits, cutting govern- 
ment salaries. The reason is that if you have a fixed 
exchange rate you have to deflate the economy as far as 
necessary to hold that rate, 


The other way round is what we have had in Canada 
up to the middle of May, 1970. You have to inflate the 
economy as fast as everyone else is inflating it. Who is 
your advisor on policy? Who is your advisor on the 
balance of payments? It is the central bank. They come 
to you and say, “You may want to avoid inflation; or you 
may want to avoid unemployment, but you just have to 
have it because otherwise the balance of payments is 
going to go bad and we are the experts and we will tell 
you. Nobody elected us; we came up through the banking 
community; we have a proper contempt for you demo- 
cratically elected members of parliament; but we are 
telling you that you have got to do what we say—or 
else!” 


That is where the power comes from. There is a defi- 
nite historical pattern. Up to 1931 the central banks of 
the world were riding very high; democratically elected 
governments were subservient to their central banks. 
After 1931 the central banks had lost all credibility and 
the treasuries took over. We had a period of 15 to 20 
years in Canada of cheap money, which is what the 
politicians wanted and what the public wanted—because 
the central banks had lost credibility and the treasuries 
took over, 


Since then, the system has been reconstructed, fixed 
exchange rates, and the central bank dictates the policy. 
Interest rates in this country are not what you want, or 
what any Canadian citizen wants: they are what they 
have to be in order for the central bank to manage the 
money supply and the exchange rate. 


Senator Grosari: Is it not normally one of the major 
responsibilities written into the act setting up the central 
bank that it protect the status quo of the exchange rate? 


Dr. Johnson: It is. It certainly is, senator; it is exactly 
that. But the question is: What are you asking them to 
protect? 


Senator Grosart: It is in our Bank Act. 


Dr. Johnson: It is in most countries’ Bank Acts, but this 
is a division of responsibility which is not necessarily 
desirable. If everyone else had stable prices, that would 
be good legislation, If other people sometimes have tre- 
mendous depressions, such as we had in the 1930s, and at 
other times have big inflations, such as we have had 
since 1965, defending the exchange rate as a prescription 
for deflating the economy in the one circumstance, at 
whatever cost in employment, human misery or what- 
ever, and in the other case of inflating the economy 
regardless of what the public wants, the question is: Who 
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is responsible? If your government is not responsible and 
everyone else’s is, then it is good legislation to say, 
“Make our government conform to the others.” If your 
government is responsible and other people’s are not, as 
has been the case in those two historical periods, legisla- 
tion which says, “Our government has to be subservient 
to other people’s responsibility,” that is bad legislation. 


Senator Grosart: We had a discussion this morning on 
what is the realistic relationship and what should be the 
proper relationship between government, as represented 
by the Department of Finance, and the central bank. Do 
you see a central bank as having any independence 
whatsoever of political power? 


Dr. Johnson: There are two questions there. One is: Do 
I see them as having it? Yes, I see them as having it. 
Secondly: Do I approve of it? 


Senator Grosart: I meant it in that sense. 


Dr. Johnson: The answer is: No, I do not. We went 
through that, if you remember, in the late 1950s and 
early 1960s, when the governor of our central bank 
deflated the economy and gave us an even worse depres- 
sion than the Americans were having. The new governor, 
whom we still have, took office on an explicit statement 
that the treasury, the Minister of Finance, and not he 
was responsible for policy. As always happens in human 
affairs, the problem is, if you delegate somebody with 
responsibility for an operational role, you may say that 
you are his boss, but he acquires an expertise which 
may enable him to be boss, even though you think 
you are. 


My view of the matter would be—and in this I am not 
presenting a unique view, because a very eminent 
Canadian economist at that time made the very same 
point—that the central bank ought not to be regarded as 
a crown corporation; it ought to be an explicit operating 
department for the ministry of finance. And that is the 
way I think it should be. 


Senator Grosart: In that case the politicians unfortu- 
nately seem to have been the loser. 


Dr. Johnson: I do not care whether the politicians gain 
or lose. I am concerned about the Canadian public, which 
is the loser all the time. 


Senator Grosart: I would say I did at that time, 
because I am Conservative. 


The second part of the question related to this other 
statement: 
It is usually insufficiently emphasized, however, that 
this policy is only feasible if the exchange rate is left 
free to float. With a fixed exchange rate, the Central 
Bank has control of the money supply only in the 
short run. 


Dr. Johnson: Right. 


Senator Grosart: If it only has control in the short run, 
what happens then? Who takes control? Does the politi- 
cian take control again? 


Dr. Johnson: No, if you have a fixed exchange rate 
with other countries, to put it ina technical fashion, the 
public can acquire money by selling goods abroad, or by 
not importing, or by borrowing abroad, or it can dispose 
of money by the opposite procedures. If you try to 
restrict the money supply, you do it by raising interest 
rates. This has two effects, On the one hand it reduces 
the domestic activity, which tends to stimulate exports 
and reduce imports, so you get a balance of payments 
surplus; and although your interest rates are higher than 
other people’s interest rates you get a capital inflow as 
Canadians borrow abroad or foreigners try to invest in 
this country. 


We have had two examples of that in the last year. 
One was the Canadian situation last April-May, where 
efforts to control domestic money supply here led to a big 
capital inflow which the bank could not handle. We also 
had the German situation this year, which was the same 
sort of thing; their efforts to stop domestic inflation by 
monetary restraint led to a big capital inflow for them, 
which they could not handle. That is really what I mean 
by saying that you only have control in the short run. In 
the short run you can have tight money, but the conse- 
quences automatically will be that money will flow in 
and you will lose control. 


Senator Grosart: Again on page 3, 
towards the end, you say: 


Wage increases equal to productivity increases, when 
they should be equal to productivity increases plus a 
guess at the appropriate rate of inflation for the 
country relative to others, would produce increasing 
balance-of-payments surpluses and inflationary pres- 
sure on the domestic economy, which would eventu- 
ally break the policy. 


paragraph 7, 


This is a hypothetical situation that you suggest, and 
you say that you see no mechanism by which this can be 
made to work. Has it been tried anywhere? 


Dr. Johnson: No, it has not. The other policy has been 
tried and has failed. 


I had an argument, at the end of March in Paris, with 
people from the OECD. Their view is, I think, completely 
uneconomic. The sign of an economic scoundrel is that he 
resorts to sociology to explain something he does not 
understand. The idea of an incomes policy is a very 
simple idea, but it applies entirely to a closed economy. 
The idea is, if you have wages rising faster than produc- 
tivity, prices have to rise, Nobody is better off. It is a lot 
of waste motion. Why not stop it? We will all agree to 
keep wage increases equal to productivity increases. 
Prices will be stable. Everybody will get the same thing 
out of it as he would have otherwise, and we do not have 
inflation. That is true for a closed economy in which you 
do not have any foreign trade or foreign capital move- 
ments, but if you have foreign trade and foreign capital 
movements, then many of the prices you are dealing with 
are determined in foreign markets, and, if the foreign 
markets are suffering inflation, those prices are going up, 
and your producers find that they can sell their exports 
at rising prices. They can afford to pay higher wages 
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over and above the productivity increase. Your industries 
competing with imports can afford to charge higher 
prices. They do not have to keep wage increases down to 
productivity increases. So you find yourself with an 
inflation, 


If you were to try an incomes policy in that period, the 
incomes policy would have to be productivity increase 
plus the rate of inflation that would keep us in line with 
foreign markets. That is, in modern times, but suppose 
you had thought about it in the 1930s, then we would 
have had to reduce wages by the world deflation minus 
the rate of productivity increase. 


Well, I can see a target of price stability as something 
you might possibly be able to administer, although my 
friend John Young is much more sanguine about that 
than I am. But I cannot see a government saying, “Well, 
this year, chaps, you can have productivity increase plus 
5 per cent.” And then next year turning around and 
saying, “Well, you have to have productivity increase 
minus 2 per cent.” I just cannot see any way you could 
administer that. If you tried to maintain prices as stable 
as the Germans have been doing, when everybody else is 
inflating, you would find yourself with a balance-of-pay- 
ments surplus, capital inflow and foreign reserves coming 
in that you could not handle. Eventually, either you have 
to arrange to cope with those surpluses in capital account 
and current account, or else you have to revalue the 
currency, or else you have to do what the German did, 
which is to float up—up. Canada had that problem last 
year and Canada wisely decided to let it float, because 
we could not hold Canadian prices down when the 
Americans and everybody else were inflating, That is 
what that paragraph is supposed to say. 


Senator Grosart: The Economic Council is making a 
great deal of the productivity potential line. How valid is 
that? 


Dr. Johnson: That is a rather vague question. 


Senator Grosart: Let me put it this way: How close to 
exactitude are these projections of national productivity 
potential? 


Dr. Johnson: Well, I have seen many of those for many 
countries, and they are fairly close, because productivity 
change is not something that bounces around all over the 
place. Taking the average for the economy, you do tend 
to have a fairly stable rate at least for a few years, There 
are big differences between countries in the rate of 
increase. We all admire the Japanese and the Germans 
for the rates of potential productivity increase they have 
had, but these things seem to be accounted for, to a large 
extent, by things that economists do not really know 
about. That is, I do not see how we could move the 
Canadian economy up to a Japanese growth rate. We do 
not know how to do that. We do know that the Canadian 
economy’s growth of productivity has been reasonably 
stable. So, as a framework for policy-making, that is a 
reasonable framework. 


Senator Nichol: Dr. Johnson, yesterday Dr. John 
Young was here, I do not want to over-simplify his 


testimony, but in effect he said that there were three 
alternatives: basically, we could accept a level of infla- 
tion, we could accept a level of unemployment, or we 
could move to a prices and incomes policy. He then went 
on to say that he really meant some sort of enforced 
prices and incomes policy, because he more or less said 
that a voluntary one did not work too well. 


Let us put aside the enforced prices and incomes policy 
and put aside unemployment and talk about inflation for 
a minute. Let us say we accept a certain inflation rate 
and that the Government says, in effect,. that (it, will 
accept this rate and that it will introduce compensatory 
legislation to help the people who suffer by being unable 
to bargain in the market, such as pensioners and so on. 
Dr. Young says, the effect of this is to create a spiraling 
cycle of expectation of inflation. He says that the Gov- 
ernment, having said, “Okay, we will accept 4 per cent,” 
or whatever per cent it is, the people will say, “Ah hah, 
they will accept 4 per cent,” and this becomes the base. 
Then next year, as I think he said, you get 6 per cent, 9 
per cent, and on and on. He also implied that the other 
alternative is for the Government to adopt such a policy 
but not to tell the people what it is doing, In other words, 
in order to correct the psychological hopscotching, to 
pretend that it is looking for a non-inflationary policy 
but, in fact, to accept some compromise. What do you 
think about this point? 


Dr. Johnson: Well, there are several remarks to be 
made about that. First, there is the question of whether 
or not you have a fixed exchange rate. I do not know 
whether that is a basis to start the argument on or not. 
As I have said, in thinking about Canadian problems we 
have to distinguish pretty sharply between the situation 

efore June, 1970, and after. Only if you have a floating 
exchange rate can that kind of possibility arise, because 
otherwise you have to keep your inflation rate in line 
with the rest of the world, and your businessmen and 
your unions will know that. That will come up in the 
bargaining. If they try to raise money, wages and prices 
faster than the world average, they will lose markets and 
they will be subject to competition, 


The Chairman: I think Dr. Young did say that through 
the use of the floating exchange rate and other measures 
Canada could isolate itself. 


Dr. Johnson: Well, supposing it could? Then the doc- 
trine is that inflation always must accelerate. We have no 
historical evidence on that whatsoever. If the Canadian 
Government were to Say, not that it would accept a 
certain rate of inflation but that we were going to keep 
unemployment at 3 per cent, no matter what, then it 
might well be that 3 per cent unemployment was too low 
and that you would get accelerating wage demands. It 
might be that if the Government insists that that is 
where it is going to stay, it is going to have to validate 
those wage demands by monetary inflation and through a 
depreciating exchange rate. But that is fixing the target 
in terms of the unemployment percentage and also fixing 
it at a level which is inflationary. Contemporary empiri- 
cal analysis and theory suggest that you would in fact get 
accelerating inflation under those specific conditions. 
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If, on the other hand, the Government said, ‘We will 
tolerate 2 or 3 per cent inflation rate, but if you guys try 
to jack up that rate you will have to put up with the 
unemployment that we will create,”—in order words, 
“We will provide the fiscal and monetary framework for 
that rate of inflation but no more, so you have a choice 
between faster wage and price increase and less unem- 
ployment,” then I do not see why it whould accelerate. 
As I say, again most of our evidence is that runaway 
inflation is very difficult to produce. 


Senator Lamontagne: It might accelerate under a new 
Government. 


Dr. Johnson: Well, that is a question of when you 
start this policy. Given the parliamentary procedure 
where you have an election every four or five years, then 
you may be able to pull off a reasonable deal, which is 
what the Heath Government in England is trying to do 
and what Nixon hoped he could do but ran out of time 
on. That is, you have the deflationary pressure and you 
teach them the lesson the first two years, and then they 
are so grateful for having been taught the lesson that 
they vote you back into power the next time an election 
comes up. 


The Chairman: I think Dr. Reuber suggested that 4 per 
cent unemployment might be the fulerum around which 
the policy turned, Does that change your view on using 
unemployment as the test? 


Dr. Johnson: The question of what percentage unem- 
ployment should be regarded as socially undesirable is a 
rather complicated one. First of all, as I understand from 
the Council’s reports and from the documents produced 
before this committee, we have had a very rapid rate of 
growth in the labour force, with many young people 
coming on the labour market. Young people coming on 
the labour market may not be too much of a social prob- 
lem, in the sense that at the beginning of a career you do 
spend a fair amount of time looking around at the oppor- 
tunities, and that is a cost that you or your parents can 
bear, but your real problem is married heads of families, 
with children, becoming unemployed. Young people usu- 
ally have a fall-back position of some sort so they are not 
really a tremendous social problem, except to the extent 
that you have so much unemployment that they wind up 
with dead-end careers. 


Of course, that was the problem in the *thirties. It was 
a problem here and in the United States in the late 
fifties and early ’sixties, that young people just did not 
get their foot on the ladder to begin with, But I would 
not regard the growth of the young part of the popula- 
tion seeking work as so serious a problem as the unem- 
ployment of established people with families. What is a 
serious problem in all our modern societies is the dis- 
charge of people in the forties who have great difficulty 
getting work again. But it seems to me those are prob- 
lems that can be coped with by various kinds of social 
policies. Some of them we create by industrial practices. 
We do have in North America particularly, but also in 
the United Kingdom, the idea that once you are 40 you 
are dead and done for, unless you become a professor, 


senator, or business executive—and one of those jobs you 
can be fired from! 


Senator Nichol: Which one? 


Dr. Johnson: Neither yours nor mine, Senator Nichol. 
We do have a society that does tend to shelve older 
people, and I think that is a bad thing. It is in great 
contrast with previous societies, where the older you 
were the wiser you were. Now it is the younger you are 
the wiser you are, and once you get past 40 you are a 
dodo, But those are problems which can be coped with 
by various kinds of policy. 


So I would not want to try to put a percentage on ul Fe 
regardless of, on the one hand, the nature of the growth 
of the labour force, and, on the other hand, the social 
policies you have—social security, retraining, mobility of 
labour policy, subsidization of migration from one place 
to another. I do not think the percentage is the proper 
way to go about it, given that we do have a great deal of 
expertise. The Department of Labour here particularly 
has spent a lot of its time studying these problems, and I 
do not think you can reduce the answer to a single 
percentage, no “ifs, ands or buts.” 


Senator Beaubien: Dr. Johnson, I would like to ask you 
two questions. 


Earlier on in your statement you said that inflation was 
not being caused by prices being raised or by salaries 
being increased; but you did not say what it was being 
caused by. 


Dr. Johnson: Take an analogy, which may not be too 
good, You see a traffic accident in which someone is 
knocked over by a car. You say the reason why he was 
knocked over was either because he stepped off the pave- 
ment at the wrong time or because the driver was care- 
less. If you think about it, you may come to the conclu- 
sion the real reason was that you did not have proper 
traffic control, with pedestrian crossings, speed signs, and 
so forth, and that the real problem is not that somebody 
did something but that there was no social arrangement 
whereby he was directed to do what he should do to 
avoid the accident. 


In the same way, if we look at price increases, obvious- 
ly prices increase because someone increases them. 
Wages increase because someone increases them. If you 
ask, “Why do they increase?” the answer is because the 
people who have the decisions to make decide that this is 
in their own interests. Business decides that its price is 
too low relative to its costs, relative to the demands for 
the product, relative to its capacity. If you think about 
wages, then the union figures that it deserves and can get 
an increase of a certain amount, It may make a claim 
which will not be accepted, and they go on strike. We 
had that in England in the postal strike, which lasted six 
weeks. The union militants thought they could get a 
certain increase; the union leadership itself knew they 
could not but it had to go along; so they had to have a 
strike to convince the members that they could not get 
that increase. 


In other circumstances, and again English experience, 
the motor companies have been giving 20 per cent 
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increases. The reason is the unions want them because 
they figure they can get them, and management is pre- 
pared to give them because it is worth their while to give 
them rather than go through a strike, and they figure 
that the demand for the product will support it. 


The question is not who decides it, but why he decides 
on that particular magnitude of increase. The answer has 
to be that when he looks at all the factors influencing his 
situation, he figures that is feasible and better than the 
alternative. 


The question is: Why is it that sometimes you get very 
small wage increases and price increases, while other 
times you get large ones. The answer has to be that in 
some periods people feel that if they try raising wages 
and prices there will be a loss of sales, loss of employ- 
ment, under-utilization of capacity; and at other times, if 
they do not make these increases, they will find them- 
selves with more orders than they can handle and not 
enough labour to produce the amount they can sell, So 
we get back to the question of what is the demand 
situation. 


My argument is that you have to look at the demand 
situation. Many people argue as if anything a union 
demands it can get. We have lots of experience of unions 
which thought they could get something but could not get 
it, and so you had long and costly strikes ending in 
complete defeat. We also have some evidence of manage- 
ments trying to set prices which resulted in a big flood of 
imports, slack capacity, and all that. So there are mis- 
takes made. But the main thing is that, in general, these 
increases are in response to the environment of demand 
that these people face. 


Senator Beaubien: The second question I want to ask 
you, Dr. Johnson, is: We have a floating rate now and 
our dollar has gone up in terms of the American dollar, 
and the paper industry is just on the borderline as to 
whether it is going to go bust or not in Canada, If our 
dollar goes up a little more the chances are rather good 
that it will go bust. What happens then? Then you have a 
great deal of unemployment in the industry. 


Dr. Johnson: Senator, I would never take an industry’s 
word on the point at which it will go bust. The paper 
industry in Canada has been on the verge of going bust 
ever since I was a school child, but all jobs did not 
disappear. What happens mostly is that the capital gets 
revalued. The company may have to go into bankruptcy 
and take a loss, but we are still exporting paper. 


Senator Beaubien: We did that in the 1930s. 
Dr. Johnson: That was a world depression. 


Senator Cameron: On the question of young people, Dr. 
Johnson said that situation was not serious because they 
‘were just coming on to the labour market, but would it 
hot be serious if the period of depression was prolonged? 
For much of our highly-trained talent it becomes a dead 
end. This changes the picture a little. 


Dr. Johnson: I view the problem somewhat differently, 
I make this remark on the basis of some studies that I 


: 


did some seven or eight years ago at the time of the 
launching of the US war on poverty, the other war that 
they did not win. The real problem is the so-called 
unskilled people who leave high school and do not go to 
college or vocational school. These people are very 
dependent on getting a job which will give them training 
which will enable them to move up. 


In the nineteenth century there were all sorts of novels 
by Charles Dickens and others to show that it was very 
important to get a job with the right firm, that you 
got training on the job and you gradually moved up from 
being an office boy, to clerk, to chief clerk, and then you 
might become a partner. There were all sorts of success 
stories in the nineteenth century of that kind. 


In the contemporary world, people who go through 
formal training which equips them with a talent usually 
wind up with some degree of adaptive capacity. I have 
seen this all over the world. People take a degree in 
classics and they become journalists or something like 
that, It is not a career that I would regard with a high 
degree of esteem but it pays pretty well. 


People who have been through the formal educational 
system have a flexibility which enables them to latch on 
to the system when the opportunity comes. The real 
problem that the poverty study shows is that these 
unskilled people with minimal education missed their 
chance. You can hire an office boy aged 15, but nowadays 
it is difficult to hire one aged 30. These people really miss 
out on the opportunity. That is the real problem. 


It is not the formally educated people who are the 
problem in, the long run, when the economy gets back to 
a high level in employment. It is those who have a 
definite ladder ahead of them on which they missed the 
first step, and then they get into blind-alley occupations, 
dead-end jobs, checkers in supermarkets, and things like 
that, where you learn nothing that fits you to be the 
manager of a business unless you work your head off for 
the next 30 years. 


Senator Cameron: Continuing with this, they graduated 
about 80,000 this spring. Take chemical engineers, for 
example. Forty per cent of them cannot get jobs this 
year. This might not be serious in terms of one year. This 
slow-down is for one year. But do you not think it would 
be rather serious for people of that skill, granting what 
you said about adaptability, if it went on for, say, two 
years? Many of them may get into dead end jobs. Many 
PhDs cannot get jobs. 


Dr. Johnson: That raises two different kinds of ques- 
tion. One concerns what these people do. My argument 
would be that providing the economy gets back to a 
reasonable degree of employment, sooner or later these 
people usually manage to make out all right. I find this in 
my own trade, that you get people who spend three or 
four years as high school teachers or low-grade Govern- 
ment employees, and when the market picks up they can 
reinsert themselves into the market. The other part of 
the question is whether the allocation of training facili- 
ties really fits Canadian needs, That is very doubtful. The 
academic establishment is not a market-oriented one; it 
is scholarship oriented. 
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In British Columbia, for example, and at the university 
of Toronto when I was there, they turned out many 
aircraft engineers without an aircraft industry in Canada 
for them to go to. There has been a big trans-Atlantic 
to-ing and fro-ing of aircraft people, depending on who is 
busy placing contracts for aircraft development, Some 
years ago the British were complaining about a shortage 
of aircraft engineers. They were all out on the west coast, 
in Seattle. Now they are all trying to get back to Eng- 
land, and the British have an embarrassment of riches in 
aircraft engineers. 


So, part of it is a question of the nature of the academ- 
ic establishment itself. Part of the student problem in 
recent years has been that we have a tradition that a 
man who is doing research in sociology ought to be a 
professor and not have students in sociology. They get 
attracted to the subject because they are social misfits or 
are critics of society, and they find the only job they can 
get is in the advertising business. 


This is a very traumatic experience. We do have sup- 
plies of people coming from universities who are not well 
matched to what the economy can provide. The thing 
gets aggravated when we have a recession or a policy- 
induced downturn, because we have different rates 
of expansion of demand for these things, Much of it is 
Government. Part of the anti-inflationary policy in most 
countries is a cut in government expenditure. A private 
market does not have outlets for these people. 


Further, the university system tends to specialize far 
too much. Even if they have a 40-year period ahead of 
them to fit into the economic system, they say, “This year 
society needs aircraft engineers and therefore we will 
train you in that and nothing else. If you want to change 
to something else, you will have a hard time because we 
will not tell you how to do it.” That is part of, the 
problem. 


Senator Laird: Since we are going to have to face up to 
this problem shortly, would you be willing to comment 
on the part that taxation policy plays in the matter of 
inflation? 


Dr. Johnson: Well, one can comment on that at several 
different levels, Ignoring the connection between Canadi- 
an and US inflation, which is an important abstraction 
and looking at it only in terms of the Canadian economy, 
then you can say inflation in Canada is, in part at least, a 
consequence of the balance between demand and supply 
in the Canadian economy. 


If you have a high demand relative to productive 
capacity, then you have a strain on resources which tends 
to reduce inflation. The Government can cut down on 
that demand in the Government sector by reducing the 
level of Government expenditure. It can cut down on that 
demand in the private sector either by raising interest 
rates, by making it more difficult to get money, or by 
raising taxes so that people’s incomes are lower than 
they would otherwise be, and thereby draining resources 
out of the private sector so that what is left over for 
exercising demand is reduced. 


There are some important questions about that. If you 
start using taxes year by year for this purpose, one 
would expect that the average citizen would get used to 
the idea and figure that he has spending power according 
to his average net of taxable income. Just because the 
Government raises taxes this year, that does not make 
him permanently poorer and less able to afford things. 
Next year they will cut taxes again. 


This is a very important point, because much of 
Keynesian theory rests on the assumption that people 
judge their wealth and spending power only by this 
week’s take-home pay. But most of us do not do that. We 
buy homes on mortgages, we plan for our children’s 
education, we buy our automobiles and other things, not 
on the basis of this week’s or month’s salary but on the 
basis of what we think we will have to spend over a long 
time ahead. If Government reduces or increases taxes 
this year and we know they are going to reverse that 
policy later, it is not ail that clear that we will suddenly 
decide not to buy a new car, or to move to a cheaper 
house, not to buy the wife a fur coat or whatever it may 
be, just because of that one year’s tax policy. 


There is a serious problem, that the more you try to 
use this technique of control, the less effective it is going 
to be. The public knows taxes will go up and down year 
by year, but they will hit an average and they will spend 
according to that average. 


Another aspect is discussed a great deal, the issue 
which has just begun to be debated by professional eco- 
nists around the world. It is the notion that taxes are 
regarded by business and labour as a cost. In Sweden, for 
example, unions are beginning to bargain for net wages, 
after taxes. In addition to that, professionals are begin- 
ning to bargain in the same way. If that becomes a habit, 
then the power to affect inflation by this has been lost. In 
fact, an attempt to stop inflation by raising taxes would 
cause price increases without a deflationary impact. 


Senator Molson: My first question, Mr. Chairman, was 
the same as that of Senator Laird. I intended to ask what 
part big government plays in inflation. Doctor Johnson 
had said that big labour and big business are not the 
causes. 


My second question goes back to that of exchange, 
floating and free, and whether the ability to operate in 
the exchange markets has been affected in recent times 
since they started reburying the gold. By “recent” I mean 
fairly modern times. 


Dr. Johnson: The reburial of gold is a very ancient 
ceremony. It has been going on since the ’thirties. The 
essential point is that while people who write about this 
sometimes pretend we are still on the gold standard, we 
are not in any manner or fashion whatsoever. The final 
death knell of gold, not in terms of burying it for some 
purpose, but burying it for good and wishing it a happy 
life in the other world, came in 1968 with the two-tier 
system. 


Essentially the world now is on a US dollar standard 
and gold figures not at all. As you can see if you look at. 
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the monetary crisis since 1968, movement on the gold 
market has had no influence, so gold is a “has been.” The 
real question is whether to stick with the dollar. If we do, 
we are going to have the inflation of the United States. 
That has been the problem everywhere. The only way 
you can get around that, as I say in my paper, is to float 
against the dollar and float upwards. That is a trickier 
proposition than you might think, because central banks 
always want a fixed rate. If they do not, they cannot go 
to the politicians and tell them they must do such-and- 
such, otherwise there will be a balance-of-payments defi- 
cit and lost reserves. 


The problem in the modern world is that we need 
more exchange rate flexibility and we need it really to 
make the liberal trade system and payments system 
work. We have crises because money moves from an 
overvalued to an undervalued currency, but gold has 
nothing to do with it. The question is: What is the 
relationship between other exchange rates and the 
exchange value of the US dollar? 


Senator Hays: If everything is based on the United 
States dollar, why should we worry so much with regard 
to inflation? 


Dr. Johnson: One of the questions asked in the paper 
is: Why should you be? I do not really figure inflation is 
all that much of a problem. I have been in this business a 
long time. You experience waves of public opinion which 
are connected partly with the fact that the central bank- 
ers of the world are a pretty tight community. During 
the post-war period, when I was trying to live on a salary 
of $1,800 from the University of Toronto, and govern- 
ment was inflating the hell out of me, no one worried 
about inflation; they were all worried about employment. 


In the late ’fifties, all of a sudden, just as the United 
States and Canada were beginning a period of very 
important slack, the central bankers began worrying 
about inflation. I experienced this when travelling from 
England through the United States to Canada. It was all 
the same talk and exactly the same language. It was all 
because these guys had lunch with each other pretty 
often. 


Senator Hays: They were just getting ready to retire. 


Dr. Johnson: That is one of the problems. People who 
make policy decisions are generally on fixed salaries, 
with a pension scheme. If they were only entrepreneurs 
investing in land, they might worry less about it. Consid- 
er the case in Canada of the generation of civil servants 
of my age and a little older, who went into the war and 
‘became pretty important people in government. They had 
lots of courage and guts and understood Keynesian eco- 
homics. However, when they were in their late thirties, 
early ’forties, and became 45, they began to worry about 
their pensions. 


I studied this whole matter when I was working for the 
Royal Commission on Banking and Finance in 1962. I 
Tead Governor Coyne’s speeches. For a little while he 
was the only intelligent central banker in the world. He 


23875—3 


said inflation is not all that much of a problem. Someone 
converted him. I guess they invited him down to Wash- 
ington for lunch, or sent some one up here to talk to him 
at his expense. Then he switched around and began to 
fiight inflation. We had 74 per cent unemployment in 
Canada during that period. It was completely unneces- 
sary. With a floating exchange rate, we could have resist- 
ed the US recession. However, instead we exaggerated it 


and had a bigger recession than they did. It was all based 


on his idea that inflation was the biggest problem. 


Senator Hays: In your opinion, will we have inflation in 
perpetuity ? 


Dr. Johnson: I think we will for a long time to come, 
because President Nixon would rather be re-elected than 
serve the interests of those who do not like inflation. He 
has made that clear in recent months. 


In a country such as Canada, first of all we have to ask 
ourselves why we have to fight inflation. Most people can 
get used to it; the markets can get used to it. You can 
cause more damage once you have inflation running by 
trying to stop it than by letting it run its course. All our 
evidence shows that it does not start galloping; it may 
trot or gallop, but it does not change pace unless some- 


one kicks it in the side. It tends to stay where it is. You 


can cause more damage by attempting to stop it, par- 
ticularly when the world is having it and you have to 
have it because you have a fixed exchange rate. But I 
would say that the world as a whole is going to inflate 
for quite a while, because we have started an inflationary 
force which is very difficult to stop. 


I do not know how many of the members of the 
committee have looked at the December OECD report on 
the current problem of inflation. If you look for their 
remedy, they do not have one. They propose that every- 
one should have an incomes policy, but even they realize 
that that is nonsense. So, being written by Englishmen, 
that report is rather sanguine on the question. If you 
think about the problem as I would think, there must be 
concerted action by all the world central banks to re- 
strain the growth of the money supply and impose de- 
flationary policies. 


In fact, a more recent OECD report shows that the 
European central banks have been aggravating world 
inflation because the Eurodollar market has had a growth 
of something like $5 billion-worth of dollar holdings. The 
real reason is that each one of them attempts to kick the 
dollars out, but each of them has them on his books. 
Therefore, you get this $5 billion over-representation. So 
I would say inflation is going to continue. 


The questions for Canada are, I think; How far is 
Canadian inflation really part of the world inflation? 
—which we have to accept. How far are there extra-infla- 
tionary factors? How much are we prepared to pay to 
kill to those extra factors? And are we prepared to stick 
with a floating rate and not with the world inflation, or 
do we want to go back on a fixed rate and have the 
world inflation? 


The Chairman: We are still on the floating rate. Dr. 
Gillies, did you have a supplementary question on that? 
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Dr. Gillies: Yes, I did. If you stand the floating rate, 
how much of the world inflation can you keep out of 
Canada? 


Dr. Johnson: Well, I am sorry I have to be exposed to 
questions from professional economists, who always ask 
harder questions than I can answer. It is really two 
questions. How much could you, and how much do you 
want to? It seems to me that you have an inflationary 
process going on, and a wise policy might be to try to 
taper it off, but not to try to kill it. That is, when the 
horse is running down the road, do you try to trip it, or 
do you let it slow down and try to slow it down by 
gentling it? It seems to me that the evidence of the past 
few years is that, once an inflationary process gets under 
way, it is pretty hard to stop it without an awful lot of 
social disturbance. A wise policy for Canada might 
involve having at least some of the world inflation, at 
least for the next year or two, rather than go through the 
process of trying to kill it off, which involves lots of 
unemployment, and would involve a very substantial 
increase in the foreign exchange value of the dollar. 


I would divide it up into two phases. One is: What do 
we do now, given that we have had this runaway? What 
is the best way of slowing it down? Then the question is: 
Having got things under control, where do you want to 
go? My answer would be that you could avoid all the 
world inflation with a floating rate. In theory, there is 
nothing to stop you doing that. But, as some economists 
have already argued before this committee—and we had 
a quotation from the Economic Council, for example—it 
might well be the Canadian economy will function more 
smoothly and without great public protest with one per 
cent, two per cent, three per cent or four per cent infla- 
tion than with an effort to make prices absolutely stable. 
But that is a question, really, not of how much you can do 
but of how much you want to do. 


As you know, in Paul Samuelson’s textbook—which 
is the most popular textbook in the world, it may have 
outsold the Bible by now, for all I know, without making 
any more converts—he started with something like a five 
per cent inflation rate as being what was tolerable, and 
then over the ’fifties it gradually fell to two per cent. I 
understand now it is back up a little more. 


It is very much a question of what the public will 
stand. Who protests against inflation? Everybody protests 
against inflation if he thinks his salary is going to go up 
as it has been, but he does not want prices to go up. That 
is unrealistic. You only get wages going up because 
prices are going up. The people who really protest are 
those who have invested in the past in assets fixed in 
money terms on the expectation of stable prices, and 
then they find inflation. We financed quite a lot of the 
war that way, robbing all those people who saved money 
in the low-interest-rate ’thirties by inflating against them 
by a factor of two. But that was something you could do 
in wartime which you cannot do so well now, because 
people can re-contract; interest rates rise and they get 
protected. It is really a question of how much inflation 
you think is reasonable for the Canadian economy to 
function well, assuming, as you have posed the question, 
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that you had the floating rate. If we go back to a fixed 
rate, then we are in for whatever inflation the rest of the 
world has, and we might as well forget it and get used to 
it. 

The Chairman: Is the control of that inflation, when 
you are on a floating rate, the subject of management of 
the rate? 


Dr. Johnson: No. 


The Chairman: Or do you believe that a floating rate 
should be allowed just to float? 


Dr. Johnson: I think a floating rate should be allowed 
just to float. The evidence we have on the 1956-62 
experience, the Wonnacott study and the Stykolt and 
Eastman and others who wrote about it at that time, is 
that the Bank of Canada did not know what it was doing 
anyway. How do you manage something? You can only 
manage it if you know what you ought to be doing. If 
you do not know what you ought to be doing, you are 
just throwing monkey wrenches, or to use a more 
Canadian analogy, you are throwing your pitchfork into 
the threshing machine, so you do not know what you are 
doing. I understand from the press reports of the Reuber- 
Bodkin paper that they have considerable doubt whether 
what the Bank of Canada has been doing since the rate 
started to float has been useful or not. 


It is very easy to think, “I am just going to stabilize 
things.” Until you know what stability looks like, you do 
not know what you are doing. So it is not a question of 
managing the rate. Where we went wrong in 1960, 1961 
and 1962 was by switching from letting the rate float to 
take up the slack, to trying to manipulate it. 


The Chairman: So you do not control the amount of 
imported inflation by a management in the rate? 


Dr. Johnson: You do not manage the rate. You aim for 
domestic policy with price stability, if that is what you 
want, or limited inflation, whatever it is you want, and 
you let the rate take up the slack; but you do not manage 
the rate, because if you try to manage it, first of all you 
do not know what you are managing. Suppose, for exam- 
ple, the Bank of Canada decides that dollar for dollar is 
the right thing for the dollar. You could maintain the 
semblance of a floating exchange rate but you are back 
to a fixed rate. If you do that, you are going to have 
United States inflation sooner or later. You had a tempo- 
rary reprieve from letting it go from 994 cents to $1, but 
then you are back on a fixed rate, and you just have to 
put up with what you get. 


Senator Lamontagne: I am a bit mixed up at this stage 
because of what Dr. Johnson has just said. I got the 
impression from the text made available to us that he 
thought the problem of inflation was one that really 
started in the mid-sixties, and we were more or less at 
the end of the process at the moment. That is what I read. 
from his paper. Now I am much more satisfied to see that 
he feels we have had inflation for most of the post-war 
years, so that there are forces there which are present 
that were not present before. 
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I also feel more at ease when he says we should more 
or less try to design our fiscal and monetary policy to the 
srowth rate of the economy’s potential output, which 
means, in my own mind at least, we should try to have 
long-term monetary and fiscal policies. At the same time, 
he advocates for Canada at the moment, at the end of a 
recession, not at the beginning of one, that we should 
now have an anti-deflationary policy. 


The Chairman: Did you have a question on that? 


Senator Lamontagne: I would like to have some com- 
ment on it. 


Dr. Johnson: I will try to respond to the question in 
the same rambling way it was put. 


Senator Lamontagne: 
that. 


I will say that I did not catch 


Dr. Johnson: I said in the paper that, as the OECD 
report says, there has been a new phase in the evolution 
of world economy, namely a doubling of the rate of 
inflation in the period since 1965 as compared with the 
period from 1960 to 1965. I did not say we had reached 
the end of that. On the contrary, I think that will go on, 
precisely because it is connected mostly with the infla- 
tionary policies, or perhaps I should say the lack of 
anti-inflationary policies in the United States following 
the escalation of the war in Vietnam. While the Nixon 
administration did start with a deflationary policy, it did 
not work very well or very fast, and there has been a 
reversal now for the reason that President Nixon wants 
to be re-elected. So, in that part of it, you are half right 
and half wrong. I said there was a new phase in 1965, but 
I did not say we had reached the end of it. 


Senator Lamontagne: Then we had it before, too. 


Dr. Johnson: I sent along a paper, which apparently 
has not been distributed. It is a more extended version of 
this one. I would ephasize that whether you worry 
about inflation or not, it is really a question of public 
decision. As I said earlier, we had lots of inflation in the 
post-war period, in the immediate post-war period in 
North America, without anyone worrying about it too 
much. It wiped out a lot of pensioners but no one seemed 
to worry about it; they were happy that they had full 
employment. 


After that was over, the people we were talking about 
earlier, who were in their forties in government and in 
the central bank, became worried about inflation so they 
imposed an anti-inflationary policy, at a time when we 
Were already hitting a period of economic slack. So we 
got a very slack period, from 1958 to about 1962 or 1963. 
That really represented a change in public opinion, 
Sparked by these particular individuals. Then we had a 
reversal of public opinion after that—full employment 
‘and growth were important. Kennedy had a lot to do 
with that. I think we were able to have a period of fairly 


Tapid expansion, towards full employment, partly 
because of the slack that came before. We were able to 
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expand the economy without generating inflationary 
pressure, because the previous slack period had meant 
that. people were expecting price stability and the people 
acted on that. 


Then, beginning about the mid-1960s, we were begin- 
ning to get inflation without further reduction of unem- 
ployment. I regard this as being a fairly long lag expecta- 
tions phenomenon. 


The post-war period was based on the 1930a, where 
everybody expected permanent depression, so you could 
have expansion without inflation, or whatever inflation 
went on was accepted. Then, after that period had gone 
on long enough, people began to worry about inflation. 
Then we had stagnation for a while. Once they got used 
to that, then you could have expansion again. We owe 
the five years of the early 1960s, expansion without 
major inflation, to the previous stagnation. But we ran 
out of that as the United States Administration tried to 
increase its military expenditure and its overseas expen- 
diture without adequate tax financing, and with the 
monetary policy of expansion we got inflation, and that is 
what we have had and that is what got built into the 
system. 


On my recommendations for Canada, I was very care- 
ful to say that while I thought it possible the time had 
come for re-flation—Roosevelt coined that term. It is 
like the saying, “We do not want higher prices for bread; 
we do not want lower prices for bread; we want national 
socialist prices for bread.” Roosevelt coined the term 
“re-flation,” so as to avoid the idea that expansionary 
policy was inflationary. He did not want deflation; he did 
not want inflation; so he used “re-flation” instead. 


I am suggesting that possibly the time has come for 
re-flation of the Canadian economy. I was careful to say 
that this committee has to take the advice of Canadian 
economists, much better judges than I, of whether those 
inflationary expectations have been killed off sufficiently 
so that you can have a re-flation. 


The problem that modern monetary theory is coping 
with—and this is something which has come to the fore 
in the last two years—is this: Suppose you try to expand 
the economy by expanding demand—a monetary policy, 
a fiscal policy, either one. There are two possibilities: one 
is that you just get more inflation without more employ- 
ment; the other is that you can get more employment 
without more inflation. We do not know the answer to 
that. It seems to work out differently in different histori- 
cal periods. So the real question is: What is the state of 
the Canadian economy right now? Can you expand 
demand and actually have an increase in employment 
and output, rather than just raise prices? My very tenta- 
tive guess was that probably we have arrived at that 
point, given a floating exchange rate. 


Senator Lamontagne: But do you not think it would 
have been preferable to start with this new orientation of 
fiscal and monetary policy in the spring of 1970, when 
the recession started? 


Dr. Johnson: It is very difficult to tell. I certainly 
would not want to instruct the Minister of Finance, in 


12::136 


the light of hindsight, on what he should have done. I 
would say that, without the floating exchange rate, you 
would not have had any control over inflation, anyway. 
You have this problem in all three countries I know. In 
the U.K. ever since last autumn there has been a very 
large number of people arguing for reflation. They pro- 
duce arguments which I do not think have much strength 
but which are appealing, namely, that if you increase 
demand then overhead costs fall, prices will not rise so 
much, labour will be satisifed because its real income is 
rising,—and all sorts of arguments like that. 


I am not sure that those things have too much to do 
with the rate of inflation. In the United States, as we 
know, the Nixon administration’s policy of deflation to 
stop inflation was defeated by the political problem of 
getting Nixon re-elected. 


What the case is for Canada is really a tough question, 
because you get the same arguments. The question is: 
How much can the Canadian Government’s policy do to 
restrain inflation here, if inflation is going on in theSe 
other countries? On a fixed rate, that would seem to be a 
very marginal calculation, and one that it is very difficult 
to make. There is the danger that you have United States 
inflation, only more so, and then you find yourself with a 
balance-of-payments deficit. That is one angle of the 
problem. 


The other one is that, if you are successful temporarily 
in restraining inflation, you may find yourself with more 
unemployment and other things than you want, and with 
a balance-of-payments surplus which might be embar- 
rassing. With a floating rate, you have much more free- 
dom, but you still have the internal problem of these 
expectations, which will determine how far refiation 
would add fuel to the flames of inflation, or how far it 
would mean more employment, more output and more 
satisfaction to the average Canadian. 


Senator Lamontagne: Again going back to your sum- 
mary—and I am sorry I did not read the longer paper... 


Dr. Johnson: You did not have it, so you could not 
have read it. 


Senator Lamontagne: It seems to me that the thesis 


you are proposing to us, in this short paper, rests really ~ 


on three main recommendations. You may correct me if I 
give you the wrong interpretations. First, we must have a 
floating rate of exchange. With this I completely agree. 
Secondly, you say that we should have monetary and 
fiscal policies designed not so much to deal with short- 
term instability but geared to the potential of our econo- 
my. Then, to build the rest, more or less, because I do not 
see anything else, you rely on the competitive forces of 
the market. Is this a fair summary? 


Dr. Johnson: Let us say, the first two points are cer- 
tainly a fair summary. On the third point, I think I would 
want to put a more complex point. If we could start 
wherever we wanted to, that is what we should be 
doing. The trouble is that we are not starting from 
square one, so to speak. We are starting after a series of 


National Finance 


May 26, 1971 


policy decisions, a series of developments which have got 
us in a situation which is by no means easy to cope with. 


The other papers have referred to excessive expansion- 
ary policy in the late 1960s and then to a tight clamp 
down of monetary policy. We have had here what has 
gone on in the United States and the United Kingdom as 
well, and which also seems characteristic of European 
countries, and it is quite a puzzling thing from some 
points of view. You find yourself trying to fight inflation 
by traditional measures, by deflation; but you find you do 
not really stop the inflation—at least, not within a period 
of time which seems politically satisfactory; and at the 
same time you have much more unemployment than you 
thought you would have. Given that situation there are 
two lines of analysis you can take. One is the OEKCD-Roy 
Harrod-type of analysis, which says this is an unprece- 
dented sociological situation connected with student 
unrest, anger about the distribution of income and all 
sorts of things that you cannot do anything about except 
pray. Nobody these days does that much praying. 


The other alternative is to say that we are faced with a 
pretty complex economic phenomenon which involves, 
say, a speed-up in the rate at which people come to 
expect inflation and a change in the environment such 
that they are not really convinced that the Government 
is capable of stopping it—or not so much capable as 
willing to stop it. The United States experience, I think, 
is evidence on that side that Nixon was just not able to 
keep up with the policy long enough. At least as long as 
the experts told him he should. In the U.K. there is the 
same problem, although the government there has a 
longer life ahead of it than the Nixon administration. So 
they can hold the line. Mr. Barber has made many 
speeches in the last few weeks saying he is not going to 
give in to those who want reflation. 


But the view I have of Canada is that, if we could 
decide to start the country off where we want it, that is, 
with stable prices and a high level of employment, and 
the question was asked, “What shall we do next?” Then I 
would say, “We will have a floating rate and pursue a 
policy of stable environment.” But that is not the prob- 
lem this committee is concerned with or the Government 
faces. The problem is that we have had overheating and 
then a tight clamp-down and we have inflation going 
faster than we expected and unemployment higher than 
we expected. 


The question now is how we move from that position © 
back to a position from which we can start this ideal 
policy of a stable environment plus a floating rate. 


Senator Lamontagne: But then when you come to your 
proposals, as I say again, it seems to me that you rely | 
very much on the competitive forces of the market. | 
Thereby you ignore not only the sociological factors 
which are really at work and which you do not seem to. 
accept—because I think a post-industrial society will | 
pose new problems in this respect—but you seem also to. 
minimize the effect that the growing monopolistic con-. 
ditions in quite a number of internal markets have on the 
redistribution of income if not inflation. 
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At some other stage you say, for instance, that 
monopolistic practices may contradict and nullify the 
effect of a proper regional policy of development. 


Dr. Johnson: First of all, I do not believe in sociology. 
Sociology is the last resort of second-rate economists who 
cannot think about the economy. 


Senator Lamontagne: Thank you very much. 


Dr. Johnson: I do not classify you now as an economist, 
senator, so that was not intended as an insult. 


Let me say that not that long ago I convened a confer- 
ence in the United Kingdom on the wage explosion. All 
the way through the autumn the British were talking 
about this wage explosion, and this conference was held 
to consider it. Various observers—not my gang, of 
course—settled for the idea that suddenly the unions had 
become more pushful. That was their explanation. Now, 
why is that? Well, frustration. That was it. We had 
developed a new hypothesis to explain why the Phillips 
curve did not fit any more. The hypothesis was a frustra- 
tion hypothesis. The workers had suddenly become frus- 
trated. Well, if you say that the workers suddenly 
became frustrated, you have to ask yourself why and 
how, because people can become very frustrated. Was it 
Thoreau or Emerson who said that most men lead lives 
of quiet desperation. If you just substitute the word 
“frustration” for the word “desperation” you will have 
an accurate description of contemporary society. But why 
frustration or desperation should lead suddenly to wage 
increases becoming twice as big as they were the previ- 
ous year does not explain anything. So I do not believe in 
psychology. 


Senator Lamontagne: I think it explains a lot. 


Dr. Johnson: I do not think it explains a lot at all. It 
describes a phenomenon you do not understand in terms 
your constituents will listen to but which do not tell 
them anything. So I do not believe in sociology. You do 
not find economists in times of stable prices using soci- 
ology as an explanation. It is only when they do not 
think they can explain things by economics that they 
resort to this explanation. Then any time I find people 
calling in acts of God and things like that to explain 
things they are not able to explain, I figure they have 
just given up. But they have not retired. I can under- 
stand people saying, “I don’t understand the world. 
Therefore, I’ll stop talking about it.” But if they talk 


_ twice as loud and twice as fast about sociology, which 


they do not understand because they have never studied 
it, instead of talking about economics, which they are 
Supposed to understand, I get suspicious. 


I also went to Paris with the OECD. We had a panel 
discussion in Paris on inflation, and the OECD people 
were talking about sociology. Well, I can understand that. 
They are second-rate economists, to begin with, and their 


job is to study countries as cases, without any real 


demonstration that a country is an economic unit that is 


worth talking about. 


Mind you, the matter of inflation is a world phenome- 
non, and I do not accept explanations that say that, “In 
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1968 the French had the events of May, in 1969 the 
Italians had a wage explosion, and in 1970 the British 
had a wage explosion. It is all sociology; we cannot 
understand it; and, unfortunately, it all happened at the 
same time, so that is why we have world inflation.” I do 
not believe that. 


The second thing is the question of competition. There 
is no evidence whatsoever that monopoly or oligopoly, 
whatever you want to call it, has been increasing. The 
explanation I give in my paper is that, for the appear- 
ance of price stability, these guys keep their prices con- 
stant and everybody accepts that. When you have an in- 
flation they put their prices up. They are unpopular to be- 
gin with. In Canada a lot of them are American companies 
so you fasten on them and you say, “The reason we have 
inflation is because these guys are exercising monopoly 
power.” They have been exercising monopoly power all 
the time. It is a failure of Canadian government policy of 
great magnitude that our anti-combines policy has 
been so weak and inefficient. But we only get a call to 
use it when we have inflation. Actually, most of the 
evidence we have on the role of oligopoly and inflation is 
that they hold prices down rather than push them up. It 
takes them a long time to get round to changing their list 
prices and reprinting their catalogues. So that explana- 
tion of inflation makes no sense at all to me. 


There is a lot of evidence on that too, but the main 
point is that there is no evidence whatsoever that 
monopoly power suddenly in 1969 in the Canadian econo- 
my became important when previously it was not, or that 
it became far more important in that year than it was 
before. And unless you can produce evidence to the effect 
that suddenly monopoly broke out in the Canadian 
economy, or that our policy was effective up to 1969 in 
making it wholly, atomistically competitive but that all 
of a sudden for some unexplained reason monopoly 
developed and that is the reason, then I cannot see that. 


Senator Lamontagne: Mr. Chairman. We have had 
inflation for quite a long time. As a matter of fact, except 
for four or five years, we have had inflation during the 
whole post-war period. It was precisely also during that 
time that unions became more and more powerful, 
during the whole post-war period. 


Dr. Johnson: I disagree with you on the facts, senator. 
To start not with unions but with industrial concentra- 
tion, the evidence we have for both Canada and the 
United States is that industrial concentration is more or 
less where it was in the early part of the century, so that 
explanation does not work. 


If we take union power, the great increase in union 
power occurred in the 1930s, both in Canada and in the 
United States. My father used to work for Mitch. Hep- 
burn, and I remember Hepburn getting elected on the 
campaign promise of keeping the CIO out of Canada. 
That promise lasted precisely two months—after the elec- 
tion, of course! So the big increase in union power came 
in that period. If you look at the statistics on union 
membership as a percentage of the labour force you will 
find that has been declining. 


a arhaks te! 


Senator Lamontagne: On union membership, but you 
have to make a distinction between union membership in 
young unions... 


The Chairman: Gentlemen, I think you have both put 
your cases in, and we will leave it to some other judg- 
ment and perhaps go on to other questions. 


Dr. Johnson: May I make just one other comment on 
this question of post-war inflation? It is true, as the 
senator says, that the world has had inflation more or 
less ever since the Second World War. The point I was 
making earlier was that we were concerned with it at 
some points and not at others. We were not concerned 
with it for the first 12 years or so after the war. We were 
happy enough to have the inflation because we were 
having high employment. We became concerned about 
inflation in the late ’fifties, and that led to policy changes 
which I think on the whole were not good, in the sense 
that they resulted in lots of unemployment superimposed 
on a tendency towards slack anyway. 


We then had the ’sixties in which we also had some 
inflation, and one has to distinguish between what hap- 
pens in the United States and other countries because 
rates go at different rates. Up until about 1968 no one 
was concerned about inflation either in that period. It 
was only after the inflation really got under way that 
policymakers began to worry about it. 


I would say the thing is that concern about inflation is 
a political phenomenon. It is not an economic reality; it is 
a political phenomenon. People can stand inflation in 
Latin America. In Latin America they have rates of 
inflation of 30 to 50 per cent a year, they live with it and 
do not bother. Mostly it is a question of a change in the 
rate that causes the political concern. No one is worried 
too much about a 2 or 3 per cent rate of inflation, but if 
you accumulate that over a period of 40 years that is a 
pretty big cut in the value of money. We mostly get 
concerned about it when its speed changes. We get con- 
cerned about inflation when the speed of inflation rises, 
and we get concerned about unemployment when the 
speed of inflation falls and we get unemployment 
associated with it. 


Senator Molgat:; My question has to do with the spi- 
ralling effect. I think the fear of Canadians, if they knew 
it would stay at 4 per cent we might buy it, but we have 
always been told that inflation feeds on itself. You tell us 
today that is not so, but what proof is there of this? 


Dr. Johnson: There is all sorts of proof. There was a 
big study done by A. J. Brown, published in about the 
middle ’fifties on the great inflation in 1939 to 1951. He 
found that countries had been able to have rates of 
inflation up to 100 per cent a year and pulled out of it; 
that in order to hit that spiralling business you had to get 
well above 100 per cent a year. 


The main point is that the countries that have had this 
kind of hyper inflation—and there are about eight major 
countries on record: Germany, post World War I and post 
War II; Hungry, post World War I and post World War 
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II; China post World War II, and a few others whose 
identities I cannot recall... 


Senator Lamontagne: And Brazil? 


Dr. Johnson: Brazil and all the Latin-American exam- 
ples you can think of have not had hyper inflation. They 
have had very high rates and have come within the 100 
per cent a year margin. Chile has had eight decades—it 
is now nine decades, since the last time someone looked 
at this—nine decades of inflation. The rates have been 
anywhere between 20 per cent and 60 or 70 per cent a 
year, but it has not been a spiral in the sense that it has 
got out of control. Where you have it getting out of 
control, typically what you have is what you had in 
Chinas... 


The Chairman: What do you mean by “getting out of 
control’? Do you mean the rate has been 30 per cent per 
year, going on and on? 


Dr. Johnson: Maybe 30 per cent one year, 40 per cent 
the next year, 50 per cent the next year, and then down 
to 40 per cent and 30 per cent—that kind of thing. It has 
not sort of shot up into the stratosphere. Where you get 
these hyper inflations typically is where you have had a 
defeated government in a major world war—the war, on 
the one hand, depriving it of economic resources and 
reducing the taxable capacity; on the other hand, the war 
producing a socialist or left-wing government with a 
program of large-scale expenditure. Then, in order to 
finance the expenditure the only resource they have had 
has been to issue money in ever-increasing quantities. 
The theory of inflation, as worked out by a large number 
of theorists, is that there are limits to how much you can 
raise by inflation. In fact, I was reading a thesis from 
John Hopkins just this week on this question. The thing 
is that there is a limit to how much real resources you 
can raise by inflation. 


Supposing your aspiration or political commitment is 
to raise more resources than that and you do not under- 
stand this point, then you keep increasing the rate of 
inflation. You do not raise more resources; you raise less, 
and so you step up the rate of inflation. This has been 


’ the case in these hyper inflations. The government has 


set a target for inflationary finance beyond what it could 
achieve. 


You can think of this in terms of any tax you want to — 
think of. Suppose you decide you want to finance, say, 
hospitals for the cure of alcoholics by putting a tax on 
alcohol. It could be that the money you raised by the tax 
would never be enough to pay for the hospitals, and you 
could go on raising the tax and taking in less and less 
money, and then you would raise the tax some more. You 
would never catch up. The effect would be the tax would 
just keep escalating. 

Senator Beaubien: You would cure the alcoholism 
though. 


Dr. Johnson: Not necessarily. 
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Senator Nichol: You would knock off all the second 
raters! 


Dr. Johnson: Well, let us put the tax on milk, to make 
the example, because inflation is a tax on everyone and 
not just a tax on alcoholics. 


The Chairman: On that point, we have had evidence 
that if we accept the inflation or rate of inflation, the 
expectations cause the Phillips curve to move away from 
zero, and then instead of having a trade-off of, say, 4 per 
cent unemployment for 3 per cent inflation, you have a 
trade-off of 6 per cent unemployment for 3 or 4 per cent 
inflation. And all you have created is just a lousy 
trade-off. 


Dr. Johnson: That has been a major argument in the 
theory and practice of this subject for the last four years 
or so, since Freidman gave his presidential address to the 
American Economic Association. Indeed, there was a con- 
ference held at the New York University in January, 
1968 which went into this matter with Solow and Cagan, 
the two major Keynesian and quantum theorists, 
respectively. 


On the pure theory of the thing the argument is pretty 
irrefutable that if people know inflation is going on they 
will adjust for it in their behaviour. That is, wage earn- 
ers will demand wage increases big enough to compen- 
sate for past inflation as well as to match the productivi- 
ty gains, and businessmen will be wlling to give wage 
increases, and they do this on the basis that they figure 
they can raise prices in line with the inflation. 


So the theory of the thing certainly says that and, in 
fact, the extreme theory of it, as Freidman puts it, 
implies that in the long run you do not have any trade- 
off and you get the same unemployment which he calls 
the natural rate of unemployment, whatever the rate of 
inflation, so all you have is inflation versus no inflation, 
which is no trade-off at all. 


|The Chairman: That is when the curve becomes a 
straight line. 


Dr, Johnson: Yes, but the empirical evidence produced 
by various people—and I will say that in the Phillips 
curve business Canadians are real experts in this game, 
Particularly Reuber’s group of Western Ontario who have 
been in that business for a long time. When this argu- 
ment first came out Reuber summoned all the evidence 
he could collect from something like four or five coun- 
tries on Phillips curve analysts and claimed that he could 
not find any trace of this expectations effect. It was also 
suggested that while there was an expectations effect it 
was not big enough to turn the curve into a straight line. 
Any expectations effect would mean that the trade-off 
Was worse than it would be without the expectations 
effect. 


But according to the evidence, as I interpret it at the 
‘present time, this is a rolling game. New evidence can 
Come in at any point. Statistical methods can be 
improved. The data can be massaged so that they do not 
Cause you the fiscal problems that you started with. New 


evidence could come in, but the evidence so far is for the 
purpose of short-run policy making. That expectations 
effect is not strong enough to wipe out the Phillips curve 
trade-off, It makes it worse than you might think at first 
sight, but it does not wipe it out. 


One might argue against that, that from the evidence 
we have of the three countries that I am familiar with, 
they have all had this experience of a higher unemploy- 
ment rate and a higher inflation rate than fits on any 
Phillips curve. That would suggest that there is some- 
thing wrong with the analysis. It is pretty strange that in 
three different countries with three different groups of 
estimators... 


The Chairman: Is that over a long period of time or 
just a short period? 


Dr. Johnson: The evidence from 1969 on does not fit 
the Phillips curve that you get from previous periods, 
even if you confine yourself to the post-war period. 


The Chairman: Maybe it is a sociological problem. 


Dr. Johnson: I would not say that it was. There are 
good economic explanations. I have mentioned very 
briefly some of them in the paper. There have been some 
institutional changes. In the UK, for example, they 
changed the social security laws. If a worker in the UK 
goes on strike he gets a refund on his previous taxes. His 
taxes are based on his accumulative pay. If he spends a 
week without pay his taxes are refigured on his total pay 
to date over the extra week, which means that his aver- 
age pay is lower, his tax is lower, and therefore he gets a 
refund. 


A more important thing is that social security benefits 
were increased, so that a worker who goes on strike is 
certain that his wife and children will get benefits at a 
level which is adequate to support them. 


In Canada and the United States there is this question 
of the growth of the labour force, the increased propor- 
tion of young workers who you could expect (a) do not 
have much influence on wage bargaining and (b) can be 
supported by their parents, which means that their eco- 
nomic position does not have much influence on wage 
bargaining. 


The point I was making basically is that the Phillips 
curve in all countries, as traditionally fitted, does not fit 
what has happened recently, I would put a lot of weight 
on the expectations which have not really been recap- 
tured in the previous work. Aside from that 1968 sym- 
posium, expectations really have not been worked into 
that analysis. You can work expectations in. From a 
technical point of view you have two kinds of expecta- 
tions. You have productivity expectations which have not 
been worked into the Phillips curve analyses at all. You 
would expect workers would want to pay increases that 
would give them real increases proportionate to the 
increase in productivity. You would also expect them to 
have an expectation about price increases. Suppose you 
have workers wanting pay increases which would give 
them a certain rise in the real standard of living? Sup- 
pose you hit them over the head with a very restrictive 
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policy so that they become unemployed or partially 
unemployed. They do not work overtime as they used to, 
They will suffer a decline in their real standard of living 
even if wage rates stay the same. It may be that they will 
demand wage rate increases to compensate them for the 
fact that they no longer have the overtime. I am not 
saying this is the case. But it is a hypothesis which has 
not been tested. On the basis of amateur sociology and 
other kinds of ad hoc explanations, this is one line on 
which work could be done. 


The Chairman: How do you, in your scheme of things, 
control short-term instabilities, or in your judgment is it 
worthwhile to control them? 


Dr. Johnson: There are two ways you can go. In gener- 
al economic theory and policy opinion I think we suffer a 
great deal from a very primitive stage in economics, 
which was the period of the Keynesian revolution. The 
policy idea there was that the difference between securi- 
ty and misery was having a job. Either you are employed 
or you are unemployed. If you are unemployed, misery; 
and if you are employed, bliss. There are many different 
policies which the modern Government pursues which 
modifies that choice. In particular we did not have in the 
1930s pretty comprehensive social security. We also have 
much higher levels of wages in real terms, so that it is 
more possible than it used to be to expect people to make 
some provision for their own support 
unemployment. 


We do have some careers where that is the case. Entre- 
preneurs, small businessmen, are accustomed to having 
income high one year and low the next, and to average it 
out. We have actors, freelance journalists and all sorts of 
people who live on the average of their income and who 
absorb fluctuations through saving and not saving. They 
build up nest eggs in good times, and they use them up 
in bad times. With a fairly high level of income for the 
average working man you can expect that the average 
guy will have more capacity to cushion himself. I would 
put more stress on the social security aspect and also on 
more sophisteated policies, labour market mobility poli- 
cies, better employment exchanges, assisted migration 
from one place to another. 


There are two ways of reducing misery. I can guaran- 
tee everybody an income through employment or I can 
guarantee him a cushion if his employment income 
fluctuates. The emphasis on Keynesian policy has been 
on guaranteeing income through employment. That 
means fine tuning and all sorts of other things, and there 
is a tremendous outcry if you have a little increase in 
unemployment. 


It seems to me that given our extreme difficulty in 
managing overall economic policies, fiscal and monetary, 
so as to produce this stability of income, we ought to be 
looking more towards the cushioning and insurance 
aspect of things. Rather than try to walk a tightrope 
accurately and perfectly, we might put a net underneath 
so that if a guy falls off he does not bash his brains out 
on the circus floor. We have been spending a lot of our 
time trying to learn how to walk that tightrope and 
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falling off and hurting ourselves, when a little investment 
in nets might make life a lot easier. 


Senator Nichol: would like to go back to Dr. Young’s 
testimony. You made it very clear about how you feel 
about enforced price and wage controls. He suggested 
that he was an advocate of such controls over a long 
period of time. As you said a little while ago, it was 
important to the Canadian economic system to get a grip 
on itself, to establish some sort of base, a consolidated 
position. He would use enforced controls. I do not think 
that was his term, but I think that was what he meant— 
to put the lid, shall we say, on the pot. Then he would 
turn down the heat with fiscal monetary heat. When the 
heat was down he would remove the lid, which would 
give us this stability. 


The Chairman: I think, interestingly enough, he used 
the same term time and again of temporary price control 
or incomes policy. 


Senator Nichol: To find a level from which to operate. 
The Chairman: To get rid of expectations. 


Senator Nichol: Yes, to get rid of expectations and to 
perform some kind of lobotomy on everyone. 


Dr. Johnson: Referring to the theme of the lobotomy 
first. Norbert Wiener, the great cyberneticist, in his book 
Cybernetics, the Science of Control Mechanisms, had a 
few paragraphs on lobotomy. He said the case for frontal 
lobotomy is to quiet the patient; he would be a lot 
quieter if you killed him. One of the things that surprises 
me, not a lot really, having been born, brought up and 
trained here, is the extent to which we rely on imported, 
second-rate ideas for our thinking. That idea of putting a 
ceiling on things temporarily, because you would cool off 
the economy and everything would stop, was put by 
Robert Roosa to the American Economic Association 
meeting a year ago last December. It was also put by 
Arthur Burns as part of his inaugural rituals as chairman 
of the Board of Governors of the Federal Reserve System. 


The same thing was tried in England in 1966 as a way 
of staving off the devaluation of the pound. The English 


- experience was that they had a period of freeze, then a 


period of extreme voluntary restraint and the result was 
that they go right back where they would have been 
without it. 


It must be looked at administratively. You can’t freezel 
everything. It is like the man who had a frogleg farm 


and a method for freezing the water. He would go out to. 


the pond, bang a drum and the frogs would jump in. 
Then he would freeze the water and mow their legs off 
with a lawnmower. Maybe you can do that with the 
Canadian economy; I do not know. 


Senator Nichol: How is his business doing? Maybe the | 


CDC could grab that. 
Dr. Johnson: He could easily freeze everything, sure. — 


The Chairman: The first purchase for the CDC; a great 
idea. 


| 


: 
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Dr. Johnson: The first time I was in Ottawa I was 
working for the Wartime Prices and Trade Board, which 
Dr. Young in his talk to you yesterday regarded as 
irrelevant. My business was to measure the underwear 
shortage; it was entirely women’s underwear and the 
shortage was obvious if anyone walked around Ottawa in 
the summertime. This was a consequence of this type of 
freeze. They had frozen the prices and it happened that 
the price they froze at put a high profit margin on 
children’s underwear and a very low profit margin on 
women’s underwear. The result was that all the manu- 
facturers produced children’s underwear and there was a 
great shortage, as I observed for myself, of women’s 
underwear. 


The economy is never standing still at an equilibrium 
position. There are some prices which manufacturers will 
move up, or wages which are going to be moved up at 
the next contract round. These changes are always made 
in the light of a long time horizon. Wage contracts are 
made not just with reference to what the manufacturer 
can afford to pay this year, but over the period of the 
contract. The recent American contracts, as you know, 
have tended to have a big front loading on them and a 
low rate of increase in the next two years. This is a 
forecast. 


Suppose you start freezing right today; you are going 
to catch some people before and some after, which will 
be very unfair and the resultant price structure will lead 
to inefficiency. Therefore you can only have a freeze for 
a very short period of time, unless you are prepared to 
go the whole way to policing the whole business. Every 
one who thinks it is unfair can appeal for an increase. 
However, you will then have an army of civil servants. 


Senator Nichol: To be honest, I do not think Dr. 
Young suggested a freeze. He was quite specific in not 
doing so. 


Dr. Johnson: Unless he suggested a freeze, he is sug- 
gesting nothing. 


Senator Molson: He suggested limitations. 


Dr. Johnson: What sort of limitations? Suppose I say 
that any price that goes up more than 5 per cent is 
unpatriotic? Suppose I have a manufacturer who has just 
introduced a process which enables him to cut his cost by 
50 per cent, or even 5 per cent? He can quite happily put 
his price up 5 per cent and obtain a 10 per cent effective 
increase in his price above his cost. 


. Take another guy who is faced with one or other cost 
conditions—imported materials or something like that— 
and he is told he can only have five per cent; his materi- 
al costs go up by 10 per cent and he is being obliged to 
reduce his price effectively by 5 per cent. If you are to 
police that kind of thing you have to have a bunch of 
people who can assess all the data—and they will not get 


eo any help from the manufacturer, for sure, unless it is a 


question of raising the price above the 5 per cent. 
Nobody will come along and say, “Gee I don’t want the 5 
per cent. Iam going to cut by 5 per cent.” He is not 


_ going to say that. So unless you have a freeze you have 


got nothing. 


The Chairman: You mean if you go further than a 
freeze you are into trouble? 


Dr. Johnson: You have got to have a freeze to begin 
with, otherwise you have got nothing. Voluntary 
restraints, or anything like that, is nothing. If you are 
going to have price stability, some prices have to go 
down and some go up. Productivity increases are uneven 
over the economy. Unless you have a freeze, you don’t 
know where you are at, you don’t know what you are 
doing. If you have a freeze, you can only go back a little 
while, and then you have to start policing it. We have 
had too much in Canada over the past 15 years of 
moving good economists out of universities into stupid 
government research jobs. Moving them into administra- 
tion would be even worse. We do not have that much 
talent. Nor do I think the average taxpayer ought to be 
asked to support an army of bureaucrats. In the govern- 
ment modern world there are too many people stopping 
other people from doing useful things. They have tried 
this in England. 


The other problem is that you can have a policy of 
intervention which could be useful, which is to look into 
these monopoly situations and these decisions and insist 
on productivity agreements, all sorts of things. The Brit- 
ish Prices and Incomes Board tried to do that. But you 
cannot combine that with an anti-inflationary policy. You 
cannot have fair prices and an inflationary environment, 
because you do not know what fair prices are. If money 
means something and you can calculate in terms of 
money, then you can look at efficiency, productivity, 
restraint of trade and all these things. But you cannot do 
it combined with an effort to stop money prices from 
rising. 


Senator Nichol: I have a question on another subject. I 
do not know if anyone has any other questions on this 
subject. 


The Chairman: On that subject, in your judgment does 
even a freeze have any viability? 


Dr. Johnson; Viability is an easy question. If the gov- 
ernment legislates it, it can have it—until it gets thrown 
out of office. Viability is easy. You can do any sort of 
injustice of any kind for some period of time with 
enough muscle behind it. It is not a question of viability. 
It is a question of usefulness. Would it be a good thing to 
do? My answer would be no; I do not see any purpose to 
be served by a freeze. 


To go back to the previous question, Roosa produced 
this proposal for a temporary freeze and there is a tidy 
amount of logic in it, which is the following. Suppose the 
government decides it wants to stop inflation and is 
prepared to use all the muscle it requires in terms of 
fiscal and monetary policy. Then there is a case for the 
government telling people that is what it is going to do, 
and giving the public its judgment that if they try to 
raise wages or prices to levels inconsistent with the 
policy they will be in trouble. The argument for a freeze 
is that this is a quick and easy way of telling people that. 
It all depends on your putting the muscle into it. 
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Senator Nichol: That is right. It is muscle, isn’t it? 


Dr. Johnson: It requires muscle. If it works, they will 
say, “Thank you very much, senators, for telling me last 
December that I could not have more than a five per cent 
price rise, because now I find that I even have to cut 
below five per cent in order to sell my stuff because you 
have deflated the economy so much that I cannot make it 
with the five per cent.” But that requires the policy to 
back it up. The trouble with a lot of that stuff is that it is 
usually either presented by people who recommend it or 
taken by the legislators as a substitute. I think there is a 
big problem in any modern society, that wage and price 
decisions are taken in the environment of particular mar- 
kets. The information these guys get about overall eco- 
nomic policies is what filters through. It is quite possible 
that a particular market, say, for hot dogs will be boom- 
ing, when everything else is slumping, because people are 
switching down from steaks to hot dogs. In that market 
the information is that hot dogs is great, raise the price. 
These guys are getting a biased sample of information of 
what is going on in the economy. 


There is a case for the Government providing all the 
information it can about where it is going to make the 
economy go, not about where it thinks, because it is a 
favourite trick of government to try to persuade people 
that there will not be inflation, when there will be, in the 
hope that they will somehow act so that there will not 
be, and they will be passing the buck back from the 
people responsible, who were elected and paid to be 
responsible, to the poor victims of the democratic process. 
So you have to back it up with a real policy. There is a 
case for government announcing its intentions, if in fact 
its intentions are intentions and not just pious hopes. 


Senator Nichol: Speaking of poor victims of the demo- 
cratic process, and going back to something you said a 
little while ago, you talked about financing the war by 
borrowing at one time and paying back in another. 


Dr. Johnson: Yes. 


Senator Nichol: You were talking about the base force 
of inflation. How much of the base force of inflation is 
the accumulation of debt in the government’s you are 
inflating? You get arguments as to how, and whether its 
debt is more or less of the GNP than it was in 1918. Is it 
a constant pressure to keep on paying off? 


Dr. Johnson: No. The real inflationary pressure that 
comes from the government debt is through what Charles 
Kindleberger told me many years ago was the desperate 
ambition of treasuries to be loved by the public. By 
which I mean that they would like the public to buy 
government debt at low interest rates. Courchene had a 
remark about this at one time. He was recommending 
people to go to mutual funds and he said, “Some people 
may think it is unpatriotic of me to tell people to go to 
mutual funds instead of on to government debt, but I say 
it is unpatriotic of the government to pay such a miser- 
able rate of interest on the public debt that it is worth 
people’s while to go into mutual funds.” The real prob- 
lem is not the debt, but the fact that the governments 
always try to sell at lower interest rates than the market 
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will stand. To do that, they try to give it a superior 
liquidity status, by standing ready to buy, or to cushion 
the market against big fluctuations in prices. 


If you were standing by with a central bank, ready to 
buy up government debt as price falls, you are in a 
position of generating inflationary increases in the money 
supply and inflationary money market conditions. This 
gets particularly serious in an flationary period. You 
may have noticed in the papers that the Bank of England 
just issued a thing on competition in credit. The British 
problem is vastly aggravated in the whole post war 
period by the fact that their central bank—and they have 
even said so once in a report they issued—regarded its 
main function not as stabilizing the economy but as 
holding down the interest rates on government debt. If 
you have an inflationary period, when interest rates are 
tending upwards and debt prices are tending downwards, 
the Central Bank is always in a position of buying up 
debt and easing money conditions. That is something I 
know we have had in the United States and Canada, and 
in the U.K. in recent years, with worldwide inflationary 
tendencies and upward tendencies of interest rates. 


That kind of “make the public love me” policy of debt 
management means inflation. The British finally got 
around to realizing this, It took us only about ten years 
to persuade them that this was the case—and of course 
some of our guys defect to the enemy. When they get a 
50 per cent increase in salary for working for the govern- 
ment, they begin to figure suddenly that this is good 
policy. Finally they got persuaded, and they changed the 
policy. They let the government debt market go where it 
wants to, and not cushion it. 


It is not the size of the debt, but the effort to keep the 
price of it higher than the market will pay, through this 
policy of support, that gives you the inflation. 


Senator Nichol: On the same subject of debt, you 
talked about Keynes a few minutes ago. Has there ever 
been a country that has gone from deficits to budgets to 
deficits under this system? 


Dr. Johnson: Lots of countries have done it. In fact, 
you could say that Canada, the United States and the 
United Kingdom generally, in the post-war period, start- 
ed the post-war period with surpluses, and then they 
went into deficits. But the British did in the 19th century 
repay quite a substantial amount of government debt. 


But there are some complicated issues involved there. 
When I was a student at Harvard, Alvin Hansen used to 
give us some lectures—and I am not so sure I would want 
to repeat those lectures myself these days—in which he 
used to argue on the necessity for a large government 
debt and a continuing growth of government debt, the 
argument being that you have a whole bunch of financial 
institutions, insurance companies, banks and so on, which 
want that kind of security and that their customers, the 
people who buy insurance, would be hard done by if you 
eliminated government debt and made these institutions 
go into holding equities. 


Actually, I think that that is the reverse of the truth as 
it stood at that time. Those who were in equities did 
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much better than those in. government debt. But you do 
have a problem that the growth of the economy involves 
people saving and accumulating assets. They want assets 
of different kinds and government debt is a particular 
kind of asset. The precise amount of government debt 
you want outstanding at any time is obviously a question 
of determination by a whole combination of considera- 
tions. Certainly, the question is one of optimizing the 
supply of securities from the standpoint of outstanding 
debt and from the standpoint of the budget it is a ques- 
tion of balancing demand and supply in the economy in 
the most satisfactory way, 


I used to have arguments about this in Canada and the 
United States in the early sixties, when people were 
preaching the doctrine of orthodox budgeting. The stand- 
ard line that we used, those of us who were protesting 
this, was that “General Motors doesn’t mind going into 
debt if it’s got a good asset to invest in. Why should the 
government mind going into debt if what it is doing is 
creating social capital in the form of hospitals, schools 
and other things which increase the productive capacity 
of the economy?” That really is the kind of consideration 
you need to take account of. 


The Chairman: I think I quote you correctly as saying 
that monopoly power is nota short-range inflation prob- 
lem. In your brief you have not mentioned the words that 
almost everybody else uses today as almost a convention, 

- namely, cost-push inflation. 


Dr. Johnson: I do not mention it because I do not 
believe in it. 


The Chairman: So when you talk about monopoly as 
not being a short-range problem, you just do not believe 
in cost-push inflation at all. 


Dr. Johnson: There was a lot of work done on that in 

_ the early 1960s, particularly in connection with the com- 
_ mission on money and credit. It is impossible to devise 
t any statistical test that would tell you the difference 
_ anyway; but from a theoretical point of view, you can 
have the appearance of cost-push without there being 
anything there at all. Suppose, for example, there is a big 
increase in demand for automobiles. Manufacturers fix 
their price for the year and they sell the automobiles 
more or less to demand. They produce a batch of them 
and ship them out to the dealers and refill the orders as 
they come in. Now they are committed to sell those 
automobiles at a particular price and they guarantee to 
Supply those automobiles at that price. But suppose that 
all of a sudden for some reason, say, connected with a 
big government expenditure program or something like 
that, the public becomes rich and wants more automo- 
biles and demands more automobiles, and the manufac- 
turers find themselves with big orders on their hands and 
_ have to go out and hire labour; well, then, the union gets 
the message that there is an excess demand for labour 
and they then put in a claim for a big wage increase. The 
" manufacturers know they need the labour and they are 
_ prepared to pay the wage increase. And next year they 
put the increase in wages they have granted into the 
price of the automobiles. It looks as if automobile prices 


— 
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have gone up because wages have gone up, but, in fact, 
the start of the whole thing was that the demand for 
automobiles went up and labour became scarce and you 
got the wage increases. So it is a circular process, and 
you cannot tell where it starts. The way I have set it out 
here means that it looks as if this year’s price increase 
was due to last year’s wage increase, and last year’s 
wage increase was completely arbitrary, but there is no 
means of telling. 


If you look at data always you are going to have some 
sequence between wage and price increases. It is chicken 
and egg, or any other kind of problem you want to make 
it, but you can always cut in somewhere and say, “Well, 
forget what happened last year before the wage increase. 
We just know there is the wage increase, and then this 
year there is the price increase so, therefore, it is cost- 
push.” It may well be that this year the demand for 
automobiles is way down and the number of workers 
employed is way down, but the sequence started with an 
increase in demand the year before last. 


Senator Lamontagne: I was wondering if you had made 
a study, or if there was any recent study, as to whether 
or not there is a gap, which might be cyclical or other- 
wise, between the movement of wages among non-union 
workers as opposed to union workers, and the same kind 
of study as between the movement of prices in monopo- 
listic sectors as opposed to competitive sectors. 


Dr. Johnson: I do not know of any recent studies on 
that. I expect there will be some, but these things sort of 
go cyclically in relation to policy interests. 


There was much study of that back in the early ’sixties 
based on the late fifties, and the argument which—Who 
was it? Someone produced a theory of administered price 
inflation. Do you remember, Senator Lamontagne? 
Anyway, there was a lot of investigation. When I was 
editing the Journal of Political Economy in the early 
’sixties I published a whole lot of studies on this, whether 
prices rose faster or wages rose faster in these so-called 
oligopolistic and concentrated industries, and the evi- 
dence turned out to confirm the “now” hypothesis. If you 
took account of time lags and things in the adjustment 
you did not find any difference. 


Of course, theory would tell you you should not expect 
any difference, because if you did get a widening gap you 
would get movements of labour in the market which 
would be a desequilibrium situation. 


However, to the best of my knowledge—and this does 
not, I repeat, refer to any recent studies on this—there 
probably will be some because in Canada, for example, if 
many people are going around saying inflation is due to 
monopoly, and so forth, undoubtedly some Ph.D. student 
in some Canadian university will find this to be an 
interesting study—and two years after we need it we will 
have the information! 


Senator Nichol: The question I would like to ask Dr. 
Johnson is this: Talking about liquidity and the near 
crisis or crisis that occurred roughly at the time Penn 
Central got into trouble in the United States and the 
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drop in liquidity in the banking system, and also in the 
non-banks, combined with the liquidity crisis in corpora- 
tions and the failing current ratios throughout the whole 
system, I do not know that this is correct but some 
people say that there has been a long-term liquidity crisis 
running from the late 1920s right through, and that we 
are now at the upper end of a liquidity cycle which can 
only end in serious deflation to correct it. What do you 
think of that? 


Dr. Johnson: I do not accept that at all; I do not believe 
it, not with any tremendous investment of time and 
energy in finding out about it, but it just does not make 
sense. The case of the Penn Central is something like the 
case of Rolls Royce in England or of the Merseyside Dock 
Authority, that you have a quasi public corporation 
whose rates are regulated and which is assumed to have 
the status of a public corporation. 


Senator Nichol: The question would have been better 
without the specific example. 


Dr. Johnson: It would indeed. I do not really think you 
can find any evidence of the liquidity shortage generally 


in business. It is probably true that businesses would be 
able to run more efficiently and make more profits if they 
could get money for nothing instead of paying interest 
rates on it. 


Senator Nichol: Including consumer debts and the 
whole structure? 


Dr. Johnson: Yes. 


The Chairman: Honourable senators, Dr. Johnson’s 
more detailed brief is now in our hands. It will be 
mimeographed and distributed to honourable senators 
and to the press probably in the next day or so. 


Dr. Johnson, the fact that we have an interest in your 
testimony is attested to by the fact that we have sat long 
beyond our normal adjournment hour. It is obvious that 
questions could go on for many hours to come. I thank 
you very much for coming. I am sure that your testimony 
will be the subject of discussion throughout the rest of 
the hearings. Thank you. 


The committee adjourned. 
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Extract from the Minutes of the Proceedings of the 
Senate, of Tuesday, March 9th, 1971: 


“With leave of the Senate, 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, March 17th, 1971: 


“With leave of the Senate, 
The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
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ters as may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 
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“With leave of the Senate, 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 


Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
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its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 


“With leave of the Senate 
The Honourable Senator Langlois moved, seconded 
by the Honourable Martin, P.C.: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relations thereto. 


The question being put on the motion it was— 
Resolved in the affirmative. 
Robert Fortier, 
Clerk of the Senate. 
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Ottawa, Thursday, May 27, 1971. 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 10. a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, in resuming our 
hearings we have with us today Dr. Clarence Barber, 
who is head of the Department of Economics at the 
University of Manitoba. Dr. Barber obtained his doctor- 

_ate from the University of Minnesota. He has had a wide 
experience in the Field of economics. Most recently he 
has been head of a royal commission on the subject of 
farm machinery, the results of which were published and 
very well received in the last two weeks. 


_ Dr. Barber has been with the Dominion Bureau of 
Statistics, McMaster University, Queen’s University and 
| McGill University. He has been associated with the Royal 
Commission on Flood, Cost benefit, in Manitoba, and a 
special adviser on national income to the Government of 
the Phillipines. 

His publications include: Inventories and the Business 
| Cycle, The Canadian Electrical Manufacturing Industry 
Gn connection with the Royal Commission on Canada’s 
Economic Prospects), and Canadian Tariff Policy. 


_ He has been a Vice-President of the Canadian Econom- 
ics Association. Dr. Barber’s learned studies are supple- 
™ented by practical experiences of a wide variety, and 
his researches and views on regional development as it 
concerns employment and inflation are of particular and 
‘immediate interest. 


y F 
Honourable senators, you have Dr. Barber’s brief and, 


as is our custom, I will ask him to review the brief with 
you at this time. 


Dr. C. L. Barber, Department of Economics, University 
of Manitoba: Mr. Chairman, honourable senators, it is a 
reat pleasure to be here and given this opportunity to 
iscuss a very important topic. I think that this commit- 
tee is doing an extremely valuable service for the coun- 
t in examining what is a very important problem, 
which is to some degree world wide, and one to which 
we are going to have to give an increasing amount of 
attention. It is, in particular, the problem of operating the 
economy at a high level of employment, low levels of 
employment, and yet avoiding inflation, or at least 
eeping inflation down to acceptable limits. One of the 
first points I tried to make in my paper is that to create 


23877—3 


unemployment deliberately, as a method of checking 
inflation, is a method which is essentially very expensive. 
I cited something which the economists have called 
Okun’s law, after Arthur Okun, who was recently Chair- 
man of the Council of Economic Advisors. I think he was 
a professor at Yale at the time he first put forth this 
proposition. The proposition in general was that each one 
per cent increase in the unemployment rate costs you 
something of the order of 3 per cent of gross national 
product. He worked this out using United States data, 
more or less over a range from 4 to 7 per cent unemploy- 
ment for the United States. It does not necessarily hold 
outside that range and we do not know whether it 
applies precisely this way in Canada. But if it didher 
suggested that the difference between 4 per cent unem- 
ployment and 6 per cent unemployment would be a cost 
equal to three times the increase in the unemployment 
rate, three times two, or six per cent of the gross national 
product, which at current income levels runs to $5 bil- 
lion. I am not trying to say that that is the precise figure. 

This may not work out quite the same in Canada, but 
the main point is that it is a very great cost. The reason 
that the total loss is higher in proportion than the unem- 
ployment is because as the unemployment level increases, 
productivity typically declines. Some people who would 
come into the labour force otherwise may get dis- 
couraged. You often find an increase in the number of 
people remaining on the farm rather than coming into 
the urban labour force. So there is a certain concealed 
unemployment there. There are more people on short 
time. There is less overtime. 


Since the evidence also seems to be that an increase in 
the unemployment rate has a rather uncertain effect on 
inflation, my general view is that we need to learn to 
develop better methods for dealing with this problem. I 
do not have any to advance at this point,—I make some 
suggestions later on but my main point is that we have 
a great deal more to learn about this. To learn it we are 
going to need a fairly sustained program of economic 
research over a period of years. 


I would like to suggest that the way Canada has been 
examining this problem in recent years has been a little 
too intermittent, and a little too casual. You remember 
that in the summer of 1965 there was a flurry of interest 
in inflation. I think there was a steel price increase, and 
there was a reference to the Economic Council of 
Canada. They were asked to examine this and report on 
it, and they did a year later. That sort of meant they 
were expected, in addition to their regular jobs, to go out 
and get some additional staff to try and study the prob- 
lem, report back within 12 months, and find a solution. 
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They did report back; they said a number of useful 
things, but in that time they could really only begin to 
examine the problem. 

One of the main recommendations of that report, as I 
recall, is that they came out flatly against an incomes 
policy. I had some reservations about that recommenda- 
tion at the time, because I did not think they really had 
enough evidence one way or the other. They pointed 
mainly to western Europe as evidence that incomes poli- 
cies break down, but at that very time in the United 
States there was a set of wage and price guidelines that 
were working fairly well. If you like, we could discuss 
incomes policy later. 

I think incomes policy always tends to break down if 
demand ever gets excessive. But there may be a role for 
incomes policy, provided one can develop perhaps other 
methods to strengthen and reinforce it. 

A year later the Government set up a task force on 
labour relations, which again reported within something 
like 12 months. We now have a Prices and Incomes 
Commission which has a research arm, which I am sure 
is doing very good work; but again they are expected to 
report within 15 or 18 months. One just cannot turn 
research on and off like that. I contrast the position of 
how we learned to put a man on the moon. If we had 
approached that job the way we approached the problem 
of dealing with inflation, we would not have him even 
one foot off the ground yet. 

I would like to go on and say a little about the regional 
problem. One of our difficulties in Canada is that unem- 
ployment is so unevenly spread across the country. At 
the moment, it seems to be particularly high in Quebec, 
in the Atlantic Provinces and, within the past year, also 
in British Columbia. This has always been true. There 
has been this unequal impact. 


I would like you to think for a moment what the 
situation would be if, instead of five different regions of 
Canada, all within one country, you thought of each of 
the regions as a separate country with its own currency, 
bound together in a common market. What would happen 
in the current circumstances, if you set those currencies 
free for a while to equilibrate? I expect you would find 
the Quebec dollar depreciating and the Atlantic dollar 


depreciating, and this would encourage an expansion of. 


exports from these regions and discourage imports, and 
would stimulate the regions. We are all one country, and 
we have to learn to solve some of our regional problems 
more effectively than we have thus far. 


While there is no simple answer, several years ago I 
wrote a monograph which was published by the Ontario 
Committee on Taxation entitled The Theory of Fiscal 
Policy as Applied to a Province. What I argued there 
essentially was this, that many of our provinces in 
Canada are larger than individual countries in western 
Europe. They are larger than Denmark, for example, and 
in some cases Holland or Belgium. Yet we always assume 
these countries will have an independent fiscal policy. 
Why, then, should not a province have an independent 
fiscal policy? I went ahead to examine that question. Of 
course, there are limitations, but all our provinces will 
have to learn to think more in fiscal policy terms than 
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they have in the past, especially when you think in terms 
of fiscal policy in sort of broad stabilization terms—main- 
taining high employment and price stability. Many of the 
problems dealing with labour come within the province’s 
jurisdiction. 

There is a good deal more capital expenditure at the 
provincial government level than there is at the federal 
Government level. These are particular borrowing prob- 
lems that limit what a province can do. If we think about 
these it may be that we can learn to deal with them also. 
I would be glad to expand on this in the questions. 


There has been quite a bit of discussion on the whole 
question of wage and price controls, I did not say any- 
thing specifically about that in my paper. You have to 
ask yourself, when you introduce a policy on wages and 
prices, what you hope to gain from a longer run point of 
view. As Sir Roy Harrod pointed out, it may be a useful 
device for a short period, to give you time to work out 
another problem; but it does not solve anything from a 
longer run point of view. On the other hand, there may 
be merit in working out some devices that will check 
excessive wage settlements. 


Professor Weintraub, who teaches at the University of 
Waterloo, recently published an article in the Lloyd’s 
Bank Review. He proposes something called an ‘excess 
wage settlement tax”. I believe there are problems con- 
nected with it, but essentially what he proposes is this: 
Let us assume we are determined to hold the line at 5 
per cent as the maximum salary and wage increase to be 
authorized by any business firm. We would say that if 
any firm grants more than that they will have a tax 
imposed on the corporate profits, and that would force 
them to resist more strongly this wage settlement. 


Of course, if you introduced this in a period of relative 
wage and price stability it might work, but one of the 
difficulties here is that one of our problems in Canada at 
the present time, about which we do not have nearly 
enough information, is that there is a lot of unhappiness 
about wage differentials. One group gets a large wage 
settlement. It immediately makes a lot of other groups 
unhappy and they then want increases. So we are getting 
a kind of wage-to-wage spiral more than a wage-to-price 
spiral. It is just partly a matter of getting an acceptable 
pattern of wage differentials. I suggest this somewhat 
tentatively because no one has really gone out and talked 
very much to the workers about it. If the nickel workers 
in Thompson turn down what seems like a very good 
settlement or just accept it by a vote of 51 per cent, then 
one ought to go and really find out what it is that 
determines their attitude. Why do they think they need 
that much? There has been very little research into this 
whole area. | 


When you come to impose a freeze or if you are 
thinking of imposing any kind of freeze on wages and 
prices, the only thing that makes any sense is some kind 
of freeze on incomes, because we have such an impact on 
prices from the outside, through imports and exports, and 
probably the most difficult area to deal with is profits: 
because profits are much more sensitive to the capacity 
at which a firm operates. Profits fall off sharply as 
volume goes down, and you may have the same margin 
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of price over wages and salaries. At one time it may 
yield quite a good profit—I was almost going to say a 
handsome profit—and at another time it might yield a 
much lower profit. 

Just to make one final point that I did not make in my 
brief, there is in the longer run at least one major 
consideration which is favourable to more price stability 
than we have had. We have had a problem related to the 
age structure of our population. There has been a real 
shortage of trained people in the population between the 
ages of, let us say, 25 and 50 and 55 and 60 at a time 
when demand has been expanding rapidly. The rapid 
growth in our school systems and then in our universities 
has sort of focused the demand on people with skills as 
has the growth of new government duties. But in the 
longer run there is going to be a greatly increased supply 
of these people. What has happened is that a lot of 
people in my own age group are probably now earning 
_ incomes which are higher in real terms that what econo- 
mists call the long-run supply price. They are higher 
than the real income that will be maintained over the 
longer run. That means that as this increased supply of 
trained people becomes available and you get this compe- 
titive effect being felt throughout the labour market, 
that is going to be a favourable factor on the price side. 


If you just calculate the sharp increase in the birth 
rate which came about in 1946, just after the boys got 
back home, which is just 25 years ago now, you will see 
that that group is just beginning to move up into the 
area where they are trained and are just starting to get 
experienced, and, increasingly, they will be coming into 
the labour market and will be starting to affect the 
' competitive position there. 


Thank you, Mr. Chairman. 


| The Chairman: Thank you, Dr. Barber. You have 
_ raised a wide number of points on which I am sure there 
will be many questions. 


Senaior Molgai: Dr. Barber, one of the economists we 
had before us yesterday suggested that inflation was 
going to be with us and we should learn to live with it. 
That is a simplification of what he said. A number of us 
on the committee expressed a fear of the spiraling effect 
of inflation, which, according to what I have been taught, 
is a traditional effect. But the view presented yesterday 
"was that there is no proof, no real indication of this 
Spiraling effect. It is something we are afraid of that does 
not really exist. Have you any particular views on that 
subject? 
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' Dr. Barber: I would take the view that we do not 
really know. I do not think we can rule out the answer 
either way. If you look at what has happened in Cana- 
da—and I did review the price history over the past 20 or 
25 years in my brief—you will see that it is only in the 
tast four years that there has been a sort of basis for 
developing an expectation of continuously rising prices. 
Before that the price change was always so intermittant 
that there were interruptions and people would begin to 
forget. 

- But now, partly because there has been this sustained 
expansion throughout North America that has lasted 


pretty much through ten years—and this is partly 
because we have learned to manage the economy better 
and that situation is likely to continue—we are likely to 
continue to operate at higher levels than in the past so 
that we are likely to be facing the inflation problem. 


The Governor of the Bank of Canada, I know, takes 
the view that it may accelerate; that if you try to operate 
at 4 per cent unemployment you may have 2 per cent 
inflation to start with but then a few years later it may 
be 3 or 4 per cent and then a bit later it might go to 5 or 
6 per cent. 


I do not think we know the answer. My view is that 
we must be prepared to try to attack the inflation and to 
develop new weapons for dealing with it. I do not think 
we can assume that it will not accelerate. 


If it were just Canada alone, one thing that would keep 
the inflation from accelerating is the effects of other 
countries. To some degree in Canada the rate of inflation 
in the past has never moved too far from what has been 
happening in other countries. Again this could change. I 
would have to fall back simply on the point that we do 
not know and we are going to have to be prepared for 
that eventuality. We are going to have to develop new 
weapons to deal with it. 


Senator Molson: It was also said yesterday, Dr. Barber, 
that in conditions like those obtaining in South America 
people have learned to live with a very high degree of 
inflation. There inflation is not far from constant; it is 
recurring inflation, but, in fact, it has never taken off in 
the hyper-inflation spiral. By our standards their infiation 
has been just enormous from year to year, but it has 
remained within certain limits. The theory is that people 
can get accustomed to live with that kind of inflation and 
to cope with it. Would you subscribe to that theory? 


Dr. Barber: I am sure that after a country has been 
experiencing that kind of inflation, which may range 
anywhere from 20 to 50 per cent a year or more, all sorts 
of changes must occur in interest rate contracts, and so 
on. At the same time there may be lots of people who 
will suffer, such as old-age pensioners and others. It is 
also true that in Germany in the 1920s a lot of people in 
the middle-income group were wiped out completely by 
the hyper-inflation, and who knows what that laid the 
stage for later. 

I would have thought western Europe was a better 
model to look at because throughout western Europe they 
have had more inflation on the average in the past 20 
years than we have had. In most cases they have kept it 
down to a range of 3 or 4 per cent per year. Because of 
balance of payments considerations, they have frequently 
had to adopt what they call a disinflation policy for a 
period. But the way they operate they think that if they 
slow it down to a 2 per cent price rise for a period they 
think they have achieved something and then they go 
back and refiate. But so far you cannot see that it has 
accelerated. You look at countries like Sweden and 
France and many other countries that have had consider- 
ably more inflation than we have had in Canada since 
1950 and they have operated at considerably lower levels 
of unemployment. 
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Senator Nichol: Dr. Barber, when Dr. Lipsey was there 
last week, he differentiated between types of infiation 
which he called expected and unexpected inflation. This 
is what he says: 


If I can add one other academic point, the text- 
books have a lot of traditional wisdom about the 
harm that inflations do. I am guilty of it in my own 
textbook. All of the textbook discussions that are 
rather casual talk about unanticipated inflation. This 
is what would happen if suddenly, as in Germany 
after the first war, a price level changed dramatical- 
ly and no one expected it. The consequences and 
harm done by the expected inflation are clearly dif- 
ferent. I also expect that quantitatively the harm is 
less for the obvious reason that if people expect a 3 
or 4 per cent inflation they invest their money in 
inflation-hedged investments— 


And so on. I would like to know if you see such a 
differentiation between two types of inflation and wheth- 
er you think one can be reasonably sanguine about one 
kind without expecting it to turn into the other kind. 


Dr. Barber: I think he was simply making the point 
that if we had 3 per cent price rise per year, and if we 
could be confident that it would not accelerate, we could 
in time learn to live with it. I would agree with that, but 
I would emphasize that “in time”. “In time” covers a long 
period of time because in the meantime all the pension 
contracts you might have been accumulating in the last 
25 years are not going to be protected—but from this 
point on if the interest rate carried an inflation premium, 
your future contributions will be protected. But you see 
there are two points there. Firstly, we do not know 
whether it will in fact accelerate, and even if it does not, 
it takes a long time to fully adjust to that anticipated 
inflation. 


Senator Nichol: You see, the crux of this debate—we 
have several cruxes in what is going on before this 
committee, but one of the deeper and more basic argu- 
ments is this one, because some people come here and 
say that we cannot tolerate inflation levels such as we 
have had because if we do it is going to accelerate to 9, 
15 and 25 per cent and we are on a treadmill to oblivion. 
Others say that this is an unfounded fear and we do not 
need to worry about it. 


Dr. Barber: The answer is, we do not know. We have 
to be prepared to cope with that kind of a problem if it 
develops. We have to develop new kinds of weapons for 
dealing with inflation. 


Senator Laird: What weapons? 


Dr. Barber: I suggested one—ingenious proposals such 
as Professor Weintraub’s excess wage settlement tax. 
That is just a proposal. There may be problems with 1a 
but it gives you an idea. Perhaps you can adapt it and 
use it in different ways. Perhaps you could put a straight 
payroll tax on excess wage settlements which you could 
argue would help deter them. 

The point of Professor Weintraub’s proposal was to try 
to put the pressure on employers to resist wage increases. 
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I think that would work better if you could somehow 
introduce it in a period of wage and price stability and 
perhaps combine it with a prices and incomes policy. 

Wage and price guidelines in the United States did 
seem to be working for awhile and perhaps, if the United 
States had not got into the Vietnam War, so that you 
suddenly got excess demand occurring, they might not 
have broken down. I do not think anyone knows that. All 
of these kinds of guidelines do break down if you devel- 
op excess demand. But if you can pull up short of that, 
and if you had some supplementary device like an excess 
wage settlement tax to try and reinforce the guidelines, 
some combination might very well work. 


The Chairman: On the same question, as the expecta- 
tions rise we are told by some that the trade-off moves 
away from zero and you may achieve a situation in 
which you are now contemplating 6 per cent inflation, 
but the unemployment rate moves back to 6 or 7 per 
cent. In the short term you have inflation. You reduce the 
unemployment, say, to 3 per cent frictional unemploy- 
ment and as time goes on you still move back to the 
same problem, except that the number of chips in the 
game are higher. 


Dr. Barber: Some economists argue that there exists 
what they call the natural rate of unemployment, which 
they define as the rate of unemployment that gives you 
wage and price stability—presumably wages going up on 
the average at the rate of productivity gain. But econo- 
mists are split on this question. I do not think the evi- 
dence is really very clear. If there is a natural unemploy- 
ment rate, no one knows what it is exactly. 


The Chairman: If expectations rose over the trade-off, 
do you think they would become more severe or, on the 
other hand, that we would achieve a level... 


Dr. Barber: They would argue that trade-off would not 
change. They would say... 


The Chairman: I am asking you what your view would 
be. 


Dr. Barber: I do not think there is any reason to think 
that the whole curve necessarily shifts. I am not con- 
vinced, really, that expectations accelerate either. 


The Chairman: You are not of the opinion that the 
curve would shift, that if you accepted a degree of infla- 
tion you might achieve a lower rate of unemployment 
over a longer period of time? 


Dr. Barber: We know there is always uncertainty 
about Government policy. We are never sure what the 
Government is going to be. One of the problems is that | 
we do not have any measure of the anticipations. I would 
like to see a province bring out a bond on which they 
had a guarantee of the capital. In other words, they 
would agree to repay at the end of the period their 
original capital plus the rise in the consumer price index, | 
and test the market and see what interest you would 
have to pay throughout those kinds of bonds. If some 
provinces did that we would have a measure of what the 
market expected in the way of inflation. 
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Senator Desruisseaux: Is that not being done in 


France? 


Dr. Barber: I think it has been experimented with in 
some countries. I am not sure about France, but someone 
told me that Israel is doing that. But we are really 
concerned about expectations in our own country. 


Senator Desruisseaux: I was informed that pension 
plans were on that basis in some European Countries. 
Would that be right? 


Dr. Barber: I am sorry, but I do not really know about 
pension plans in Europe. I would endorse the general 
proposition that as long as we are in fact experiencing 
some inflation, and we know that the cost of unemploy- 
ment is very high, we should be prepared to protect the 
lower income groups, the people who are getting 
squeezed in that sector. 


Senator Hays: Would that not be inflationary? 


The Chairman: There are two supplementaries. May I 
come back to you? 


Dr. Gillies: I would like to follow up this question of 
expectations. Assuming that we do not know whether 
inflation would go to a recycling, and so on, on reviewing 
the evidence would you be willing to suggest that we 
should go for an expansionary policy to get full employ- 
ment even though it may cause some inflation? This is 
really the question that has to be answered. It seems to 
me that we do not know but we have to make a judg- 
ment. What would be your judgment as to what to do on 
that particular question? 


Dr, Barber: My judgment would be that we ought to 
move the economy back to around 4 per cent, that there 
would be some danger, as the Economic Council has 
pointed out, in pushing it back too quickly. One of the 
things that happened in 1965-1966 is that the whole level 
of demand in Canada moved up so rapidly that it pulled 
wages up and opened up wage differentials which, like 
ripples or large waves, continued to move through the 
economy long after. 

There must be some explanation of why wages have 
been going up faster in Canada than in the United States, 
certainly in manufacturing, for the last five years, even 
though at the present time price increases are lower in 
Canada and the unemployment rate is quite a lot higher. 


If we move back to 4 per cent, we must be perpared to 
develop new tools to tackle inflation. There is always 
going to be some price rise, but on the other hand the 
consumer price index probably does understate improve- 
ments which take the form of better quality. I remember 
noting several years ago that one of the larger price 
increases over the past 10 years was the cost of admis- 
sion to the movies. Of course, the reason that price went 
up was that everyone was at home watching them on 
television. That is in the consumer price index, and it 
measures. However, the sort of gains obtained indirectly 
are not incorporated and they may very well add up to 
an amount of one per cent or 2 per cent. Therefore a 2 
per cent price rise is nothing to be very worried about. 
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Senator Nichol: In relation to expectations and the 
problem of measuring them, part of the present problem 
is that the strength of the grip of inflation psychology on 
the people is not known. Witnesses here have expressed 
the concern that if they loosen things up too much again 
people will say well, there it goes again, and off goes the 
system spiralling again. 

How much use is made of public opinion analysis in 
this kind of work? I suppose in some way it has a 
slightly sinister sound, but it is very effective and accu- 
rate in some fields in determining public opinion. Is this 
used in the field of economics? 


Dr. Barber: Until very recently there was very little 
money available to support economic research in Canada, 
I was a member of the Social Science Research Council 
in 1962 and reviewed applications in Ottawa. We had 
approximately $25,000 to allocate to all the social sciences 
for one year. 


Senator Nichol: Which organization was that? 


Dr. Barber: It was named the Social Science Research 
Council. There just was very little money available. 
There has been already a very considerable improve- 
ment, but I think that there has been much too casual an 
attitude towards the importance of social science 
research. 

To cite another example, I have sometimes said that 
the view of the Bank of Canada towards the importance 
of research can be judged by where the director of the 
research department fits into the hierarchy. 


Senator Nichol: Where does he fit in? 


Dr. Barber: I think he ought to be above the level of a 
deputy governor. However, the bank is full of former 
heads of the research department who have been moved 
up to some position of adviser. I can think of five or six. 


Senator Nichol: How does the amount of money spent 
on economic research by the federal Government com- 
pare with, for instance, defence research? 


Dr. Barber: It is very much smaller. It is hard to know 
how much real research there is within the Govern- 
ment as opposed to sort of pulse-taking and monitoring. 
If a patient’s pulse is continually taken and his heart 
monitored there is no research into his basic health being 
carried out. It is only recently that there has been an 
increased emphasis on research within the Canadian 
Government. There are a great many able young econo- 
mists within Canadian universities now, mainly because 
enrolment has increased, who in time will make an impor- 
tant contribution. However, I think it is important that 
their research proposals are financially well supported. 


Senator Nichol: The first aspect is that of having an 
adequate amount of research, funded properly. You have 
mentioned that as a specific suggestion in your report. 
Then you mentioned an economic adviser type of 
proposal. 

The other point is to have the results of the research 
applied in a useful manner. This is something we have 
touched on throughout these hearings. 
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How would this council of economic advisers which 
you suggest function? What would be its relationship to 
the Economic Council of Canada, the Bank of Canada 
and the Department of Finance? Many good ideas have 
just never been developed. How can that technical or 
mechanical gap be bridged? 


Dr. Barber: I can tell you how it has operated in the 
United States. The council there advises the President of 
the United States directly. 


Senator Molson: Has it been successful? 


Dr. Barber: Over the years it has really been extreme- 
ly important. When it was first established it was not 
very clear, but over time and particularly in the last 
decade it has made a very major contribution to econom- 
ic policy. 

They have brought in some of the very best economists 
in the American universities. They have also appointed 
junior people in a supporting role. It has always had a 
fairly modest budget and has been kept small, but it 
always has the ear of the President and advises him 
directly. Their annual reports are usually very informa- 
tive. Arthur Okun, who developed Okun’s law, was at 
one time chairman of that council. In comparison I do not 
think the Prime Minister of Canada has anything near it 
in the way of advice. 


Senator Nichol: Not even the beginnings of it? 
Dr. Barber: No, not really. 


Senator Manning: Dr. Barber, you referred earlier to 
the regional nature of the economic dislocation. You gave 
a parallel or illustration of what the situation would be if 
these were separate countries operating on their own. 
Having regard to the fact that we are one nation with 
one currency and we have constitutional circumstances 
which prevent the regions from dealing with or interfer- 
ing with trade flowing between provinces, could you 
enlarge on what you feel the provinces could do in the 
field of fiscal policy to help correct the situation we face 
today? Would you also comment on the extent to which 
that would need to be co-ordinated with national fiscal 
policy? 

I am sure that you are well aware that in many cases 
in the past the provinces have felt that efforts on their 
part to deal with regional problems through fiscal policy 
have been neutralized or even destroyed altogether by a 
counter policy operating at the national level. 


Senator Benidickson: And vice versa. 
Senator Manning: Or vice versa. 


Dr. Barber: I think if the federal Government were 
doing its job properly in terms of endeavouring to main- 
tain a fairly high level of employment overall and a 
reasonable price stability within that context, each prov- 
ince then would have to work out what its own problems 
were. I think the Government should deliberately judge 
whether it ought to be a deficit or a surplus, relative to 
its position in national context. That is a cyclical prob- 
lem. That is assuming the swings of the cycle hit differ- 
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ent provinces to different extents. Maybe in one year it 
will hit one province and at one time another, depending 
what industries are being affected. 

There is also the longer term structural problem, and 
that may be more difficult to deal with. We do have a 
Department of Regional Economic Expansion. You cannot 
think of any country in western Europe that would have 
tolerated the level of unemployment that has existed in 
the Atlantic Provinces over that long a period. J think we 
have to improve our methods of dealing with that. I do 
not really know what success the Department of 
Regional Economic Expansion is having. It is new and 
just beginning to tackle that job. 

I think the provinces can think more in fiscal terms. I 
think traditionally, and even among economists, the feel- 
ing has been that fiscal policy is something for the feder- 
al Governent to think about. I think the provinces must 
learn to think in terms of fiscal policy, also, and perhaps 
have to adapt within the context and hope that the 
federal Government is running its show properly. 


Senator Manning: We have had opinions expressed 
that fiscal policy is not a satisfactory instrument to use 
on a regional basis. What I am concerned about is that 
we are faced with this specific problem in Canada today 
of irying to get this level of unemployment reduced, and 
at the same time curb the pressures of inflation to a 
reasonable degree. This committee, I think, is anxious to 
make some specific recommendations that will achieve 
that objective. 

My point is: How far should we be directing our 
thoughts to what should be done at the provincial level 
versus the federal level, or do these things have to be 
tied up in package? 


Dr. Barber: I am surprised that you say people thought 
fiscal policy cannot be adopted regionally. I think this is 
true of monetary policy. Money flows so readily from one 
place to another. 


I think fiscal policy can really comprehend a great 
range of different measures and you may be able often to 
achieve the effects of monetary policy through fiscal 
devices. You can put more money into housing through 
fiscal devices or more money into municipal public works 


by various devices of this kind. I would distinguish the 


structural problems. If unemployment has been high for 
10 or 15 years, that is clearly a structural problem. It has 
something to do with the structure of the country and it 
is something that you are going to have to try to change 
and reorient. You have either to develop new industry 
there or encourage the people to move elsewhere, 
although generally they do not want to and that means 
that somehow you have to find industry for them there 
and develop it. 

It is a job for an organization like the Department of 
Regional Economic Expansion. The swings affect prov- 
inces differently at different times because they are all 
dependent on somewhat different industries, and indus- 
tries have their ups and downs, and within an overall 
national total the province has to try to adapt its fiscal 
measures and budget in dealing with this. 
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When I wrote this monograph which is entitled The 
Theory of Fiscal Policy as Applied to the Province, my 
feeling was that most of the provinces had not thought 
very much about that and many of them were not staffed 
to think in these terms. I think there has been a consider- 
able improvement since that time. 


The Chairman: Senator Manning is probably the man 
who has more knowledge than anyone else in Canada in 
the operation of fiscal policy by a province. I wonder if 
he wants to pursue that point with Dr. Barber, as to 
whether or not the provinces do take an interest in fiscal 
policy? 


Senator Manning: I would have to agree with Dr. 
Barber that there has not been the attention and empha- 
sis given to that in the past that there should have been. 
Certainly in the last few years it has become much more 
an issue of concern. I think in the view of many of these 
provinces there is a great deal of concern, no matter 
what the fiscal policy is that they develop within a 
province. Its benefits or success in attaining the objec- 
tives for which it was developed can be seriously circum- 
scribed, or even neutralized altogether, by the overall 
national monetary policy. This creates not only an atmos- 
phere of frustration, but a lot of disagreements that are 
detrimental to the country as a whole. 

I will use a very simple illustration. Some of the devel- 
opments we try to stimulate in Alberta are certainly 
aided by the fiscal policy, and then the national Govern- 
ment decides this is a hot area of the economy and ought 
to be closed off. There are sanctions then imposed on 
certain types of development which have grown up as 
part of the effects of local fiscal policy. Why should you 
spend money and effort to try to develop a place—and 
this happened to be in the construction—then find you 
are penalized because this is a hot area and ought to be 
cooled down. They made some adjustments in the com- 
pletion of construction in a few areas such as Ontario, 
British Columbia and Alberta. This is the type of conflict 
that has developed in that field. 

I wonder if you have some specific thoughts this com- 
mittee may consider as to how this could be avoided in 
the future and we could get more effective co-ordination 
between National and provincial policies in this field. 


Dr. Barber: The only specific suggestion I can make is 
that there is need for the federal Government to plan 
their development of policies carefully, and support 
them with more analytical research to begin with. 

The government began this business of supporting 
regional development and it is my impression that they 
have changed their policies a number of times over a 
very few years. One of the difficulties was that they 
decided they wanted to do something and sort of rushed 
ahead and did it very quickly, and did not have the 


depth of research and an analysis of what the effect 


would be to begin with. It is, perhaps, just another 
illustration of the general lack of research strength in the 


_ federal Government supporting the development of poli- 
cies that are in the national interest as a whole. 


~ 


Senator Nichol: On the subject of regional develop- 
ment, how do you feel in general about the policy of 
forced growth industries, of subsidies, tax incentives, 
construction of interest structures and so on? What do 
you think our track record is going to be in the long run 
on this type of thing when we locate a business where 
perhaps it naturally would never be. 


Dr. Barber: You can think of some horrible examples, 
as we both know. 


Senator Nichol: We can think of some successful ones 
also, can we not? 


Dr. Barber: Yes. It is a pretty new field—regional 
economics of growth and development. I think there have 
been some pretty successful areas. I can remember when 
New England, in the United States, was very worried 
about what was going to happen. Their textile industries 
and leather industries were moving into the southern 
United States. They have subsequently developed a lot of 
pretty successful high technology industries, many of 
them growing around the university complex and M.1.T. 
at Cambridge and the whole nature of that economy has 
changed, and perhaps changed toward the higher income 
status. 


Senator Nichol: They went through 10 or 20 years of 
the textile industry dying and moving into cheap labour, 
and moving out of that whole bout. Then it was slack for 
a long time and a lot of those factories remained empty, 
but when they started filling up again when the electron- 
ics and instrument industries and all the other sophis- 
ticated things began to come, did they come through the 
forced draft sort of thing or come there because this is a 
pretty sophisticated work force? What I am asking is: 
Did these industries come there because of a forced 
growth situation, or was it a natural outgrowth of the 
labour and educational system of New England? 


Dr, Barber: I think, perhaps, more the latter. In other 
words, I think quite a bit changed during the war. There 
was war industries that developed, but I think the devel- 
opment came to a considerable extent because there was 
quite a lot of money put into those educational institu- 
tions and a lot of research oriented to defence going on, 
and there were a lot of skilled people who left the 
universities and set up businesses of their own, and over 
time this whole development took place. I do not think it 
was planned quite that way, but I think this illustrates 
one of the bases upon which you can get successful 
growth. 


Senator Nichol: What I am trying to find out is wheth- 
er these things really solve unemployment—that is the 
forced growth type of thing. When Professor Scott was 
before us he referred to the lengthening cue. When you 
go into an area that is naturally, physically and geo- 
graphically wrong for industry and force an industry 
there, do you really provide jobs or are you just sort of 
creating another vortex around which people would 
move from other places, and create disorganization in the 
market rather than doing anything creative? 
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Dr. Barber: For what it is worth, if you look at the last 
annual report of the Bank of Canada, they have charts of 
the unemployment rate over the past decade or more. It 
is fairly obvious that relative to the Canadian total, the 
Atlantic provinces unemployment rate has improved very 
significantly. It is still higher than the Canadian average. 
We know there has been a lot of attention devoted to 
sponsoring development in the Atlantic provinces. This 
would suggest that there has been some improvement. 


The Chairman: Or movement. 


Dr. Barber: There has always been some movement 
out. Moving the people out does not always improve the 
situation and some times it makes it worse. 


If you have unemployed people there who are drawing 
welfare benefits, some of them paid by the federal Gov- 
ernment, if they go and are no longer spending their 
money there, there may be more unemployed people. 


The famous Swedish economist, Myrdal, argued that 
we think too much in terms of equilibrating situations; 
some of them can be disequilibrating. 


People move out, and the people who are left are even 
worse off. You have to stop there and stabilize it 
somehow. 


Senator Benidickson: Mr. Chairman, this is a less 
politically minded body than, perhaps, a committee of the 
House of Commons. On the other hand, a lot of us have 
had experience in the political field. We talk in terms of 
policy or planning and yesterday Dr. Johnson, I think, 
emphasized that this planning should be on a longer term 
basis. The Chairman complimented Senator Manning for 
his knowledge in the field of provincial fiscal policy-mak- 
ing. He, perhaps, was more fortunate than most leading 
the Government, in that he was in less danger of being 
upset in a shorter period than is customery in the 
country. 


How does the federal group form policies when their 
term of office, under our system, is relatively short, the 
maximum being about four years? We have, of course, the 
Economic Council now, which commands a fair amount 
of respect, and you mentioned in 1962 the setting up, 
with very small resources, of a group to give economic 
and social advice. How permanent is any policy? Does it 
not require a longer period to be effective than the 
normal term of a government? 


You have a Government that accepts a policy and you 
have an Opposition who says, “I am going to change that 
policy and do it differently.” In fact, it is likely to do So, 
and upset something that fiscaly may be quite sound, but 
requires a fair length of time to make it effective. How 
do you get planning and policies, if some time is required 
to make them effective, under our democratic system of 
periodic, and sometimes frequent, elections? 


Dr. Barber: I do not see as much conflict as you 
suggest. I think all parties have a very considerable 
interest in seeing that the economy will work well. I 
think they may sometimes have different values. One 
party may put more emphasis on the old age pensioner 
than another, but if we want to take a specific example, 
in my judgment, one reason why the Conservative 
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administration eventually lost office was that the unem- 
ployment rate was too high for too long. In other words, 
people do not have views on whether one policy is better. 
The average citizen does not know whether a free 
exchange rate or a fixed rate is best for Canada, but he 
can judge if the unemployment rate is too high, or other 
day-to-day things are difficult. I do not think there is that 
much difference in the kinds of policies that benefit the 
Canadian people, on that different parties have that 
much difference in interest. I think there is an interest in 
all parties in getting a better economic effort all around. 


Senator Laird: As you are well aware, the Opposition 
is suggesting a lowering of taxation as a means of pro- 
moting more employment. For the moment, at least, there 
is variance with the existing Government and, since we 
have mentioned taxation what part, in your opinion, does 
it play in this problem of inflation and unemployment? 


Dr. Barber: Are you talking about the general fiscal 
effects or monetary effects of taxation, or of specific tax 
devices? 


Senator Laird: I am talking about specific tax devices 
such as the lowering of the corporate rate of tax, and the 
lowering of personal income tax. In your opinion, Dr. 
Barber, what effect would that have on first, employ- 
ment, and, secondly, inflation. 


Dr. Barber: I have been out of the country for nine 
months, so I would hesitate to offer an opinion on what 
particular policies would best move the country back to 4 
per cent unemployment. and at the same time minimize 
inflationary effects. Thax changes can have enormous 
effects, though. I think one reason that the whole North 
American economy has been as prosperous as it has over 
the past decade was that the Kennedy administration 
first proposed, and the Johnson administration carried 
through, a major tax cut when the government was 
running a substantial deficit and there was quite a heavy 
unemployment. That had the effect of moving the whole 
economy back to a higher level of operation. Having got 
back to the lower tax rate, the yields were so much 
higher that they ended up, in the long run, with lower 
deficits. 


I think tax changes have enormous potential, but I 


cannot at this point suggest anything specific. 


Senator Laird: I am not asking you to. You have made 
the general statement, and that is what I was interested 
in. 


Senator Benidickson: Dr. Barber mentioned the effect 
of the fiscal policy of President Kennedy, which was 
followed up by President Johnson. Yesterday, more than 
once, Dr. Johnson indicated that fiscal policy in the 
United States at the moment was predicated on the 
short-term and, particularly, the re-election of the cur- 
rent president. In a democratic country, is that not an 
inferential thing, and does it not upset the best of plans 
and the best of policies? 


Dr. Barber: I would agree that under the American 
system of government fiscal policy is harder to use effect- 
tively, and this is partially because they have an election 
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every two years, and also that the President cannot count 
on getting his policies implemented. Congress may debate 
them endlessly at times. One reason inflation became 
fairly widespread in the United States was because Con- 
gress refused to pass the tax increase which the Council 
of Economic Advisors and the President recommended. 


I do not think we face quite that kind of problem in 
Canada. I think that fiscal policy can be used more 
promptly and more effectively here, partly because we 
have the Cabinet system of government, parliamentary 
democracy, as opposed to the divided powers they have 
in the United States system. 


Senator Hays: One of the questions I wanted to ask is 
in connection with interest rates. For many years in 
Canada we had a pegged interest rate insofar as banks 
were concerned. Around 1966, or the fall of 1965, it was 
allowed to float. Do you see any merit in the pegging of 
interest rates? It is something we know something about 
and it has been done before. Does this control inflation, 
or does it not? 


Dr. Barber: I am not quite sure what you are referring 
to. 


Senator Benidickson: The change in the Bank Act. 


Dr. Barber: There was a ceiling in the interest rate the 
banks could charge at one time. 


Senator Hays: Yes; 6 per cent. 


Dr. Barber: I think that ceiling worked because the 
whole rate pattern in that period was lower. I think it 
would have broken down anyway in the sort of move to 
the higher interest rate level. Monetary policy and inter- 
est rate is a pretty complicated kind of issue and I don’t 
really see much scope for trying to peg rates. I think that 
it immediately gives a competitive advantage to other 
financial institutions if you peg it in certain areas, and it 
is pretty difficult in Canada, living so close to the large 
U.S. capital market, to try and insulate our market from 
theirs. 

I think a free rate gives us a little more scope in 
monetary policy and, through the traditional monetary 
weapons, to bring interest rates down. I have some spe- 
cial views on monetary policy, but they are fairly techni- 
cal and I do not think it would be useful to pursue them. 


Senator McLean: The pressure was from the banks to 
lift that control at that time because they were losing 
business to the other financial institutions. 


Dr. Barber: They argued that it would produce lower 
interest rates. 


Senator Hays: That is right. 
Senator Beaubien: It did not quite work out. 


Senator Hays: They were pegged after the depression 
and we lived with them for 25 or 30 years. 


Senator Beaubien: We had ways of getting around it. 
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Senator Hays: We had two rates, and we still do—one 
for those that do not need the money, and a high rate for 
those who do. 


Senator Beaubien: Dr. Barber, in the United States the 
President picks the Secretary of the Treasury, and he 
picks a man he thinks is a pretty good businessman to 
run the finances of the country. In our system the Prime 
Minister has to pick somebody who has been elected, and 
it could be, I suppose, that there would not be any man 
there who would be qualified. Would you like to discuss 
the two systems, and do you have any suggestions to 
make? 


Dr. Barber: I really feel this is the kind of question 
that a political scientist should be dealing with. I am an 
economist. I am not really sure that without any exper- 
tise I am qualified to answer that kind of a question. 


Senator Michaud: My question is more related to the 
local situation in the Maritimes. You made the statement 
a while ago that moving the population from a depressed 
area was not necessarily the best solution. The particular 
riding I am interested in is that of Kent. Traditionally it 
is a rural and farming community. In 1941 there were 
roughly 320,000 acres of what they call total area of 
census farm land. In 1971 I think we can expect that it 
would be down two-thirds, to 100,000; this is a loss of 
200,000 acres. In 1931 the census population was 18,000. 
Presently they are making a special study of the econom- 
ic situation in that particular area through the establish- 
ment of a New Start project and their aim is to further 
reduce the population to 15,000. In other words, we are 
completely disregarding the agricultural aspect of the 
situation as it exists there, and the farm as an enterprise 
is going to disappear completely. 

I was just wondering whether that is a rational way to 
look at the particular problem? In the meantime, I might 
add, there is no industry of any sort outside of those 
primary resource industries of farming, lumbering and 
fishing. 


Dr. Barber: As you know, senator, agriculture, in par- 
ticular, all over the world, has been subject to strong 
competitive pressures and the impact, as much as any- 
thing else, of new farm technology which enables one 
person to do a lot more work than any number did when 
I was a boy growing up on the farm. If you compare a 
self-propelled combine with the kind of outfit that ran a 
steam thesher in the early 1900s, you know there has 
been a very great revolution. I do not know enough about 
your riding to know what kind of potential it has. The 
point I was making about moving people I would not 
apply to a very small area. I was saying it may not be 
the best thing for the Atlantic provinces as a whole to 
try and move large numbers out. I think within the 
Atlantic provinces you have to pick the areas that have 
the most potential for growth and develop them. I think 
people will move fairly readily short distances within the 
area with which they are familiar. 

It is apparently true that the people in the United 
States are much more willing to move than Canadians. 
Some end up working 40 miles from their home, and 
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commuting every day. Canadians, I am told by industry 
people, are a little more reluctant to move and I think 
this is one of our problems. 


Senator Michaud: I realize that the population we had 
in rural areas cannot remain as such. That has to be 
reduced in the face of modern technology. The point I 
was mostly concerned about is while we admit the rural 
population must diminish, must we also admit that the 
area of the arable lands must diminish when we consider 
that it is our main source of potential productivity? 


Dr. Barber: I do not quite know what is happening 
there. 


Senator Michaud: It is disappearing altogether. It will 
be totally wiped out. 


Dr. Barber: Is it going to urban use? 
Senator Michaud: Wilderness. 


Dr. Barber: Apparently no one considers it is competi- 
tive at present time to use it in world markets. It is 
difficult to do anything about that. 


I would like to make one further point about this 
movement of a large number of people off the farms. I 
think society has some obligation to ease that transition 
and I think that we have not paid enough attention to 
that in the past. We benefit from the improvement 
in technology that has made our agriculture more produc- 
tive. In the process people, and sometimes older people, 
have had to leave the farms and find a job as best they 
can in the city. One of the recommendations in my royal 
commission report is that the Department of Agriculture 
ought to have a small unit to make it a continuing 
concern to try to ease the transition where technology 
makes it quite clear that people are going to have to 
leave smail farms. 


The Chairman: Dr. Barber, coming to another subject, 
those who argue against the idea of accepting a particu- 
lar rate of inflation say that it would be dangerous if the 
government were to compensate those who cannot pro- 
tect themselves against the inflation. Would it make sense 
for the government to take the attitude that whether or 
not there is going to be inflation, they are going to 
protect those who cannot protect themselves on the 
grounds that it would, first of all, be a protection to those 
who cannot protect themselves and, secondly, it would be 
a spur to the Government not to inflate the economy or 
allow the economy to inflate. 


Dr. Barber: I realize this argument is often advanced, 
but I have never seen any one really try to support it 
with quantitive data. Supposing we did tie our pension 
plans to the Consumer Price Index, and some of our 
other welfare schemes particularly affecting the lower 
income groups? 


The Chairman: Or our bonds. 


Dr. Barber: The bond market, to some extent, adjusts 
itself. 


The Chairman: That is right. We will leave it where 
you were. 


Dr. Barber: If you think that is going to add additional 
inflationary impact, you could easily counter that some- 
where else in your fiscal policy. I think that is a fairly 
weak argument and I do not think people who make it 
have thought it through or tried to support it quantita- 
tively. I am not sure you can show it is all that an 
important inflationary influence. 


Senator Beaubien: Dr. Barber, the revenues of the 
federal Government have gone from $6 billion in 1962 to 
$14 billion, and a great deal of that would be due to 
inflation. In a way, the Government has a tremendous 
interest in continued inflation, has it not? 


Dr. Barber: Governments, I suppose, have different 
interests. One of their interests is to get re-elected. If 
people are too worried about inflation they may not be 
elected. 


Senator Beaubien: That is a short-term objective. In 
the long term how can we ever meet our commitments if 
we did not have inflation? We over-spend and because 
the money goes down in value, we are able to meet our 
costs, and the Government has enough revenue to meet 
the costs that it is going to incur. 


Dr. Barber: There is some evidence, with the kind of 
income tax structure we have, that a 5 per cent rise in 
money income because of prices may give you more than 
a 5 per cent increase in Government revenues, and per- 
haps less than 5 per cent increase in expenditures, gener- 
ally. Perhaps, if we were compensating those hurt by 
inflation in the Canada Pension Plan, there would not be 
guite that differential. 


Senator Beaubien: The Government would go bust 
right away. 


Dr. Barber: No, I do not think so. Governments take a 
lot of ruining and countries do also. People are prepared 
to write them off much too lightly. 


The Chairman: We were talking earlier of regional 
development. I wonder if it would be true to say that we 
have been carried away in our regional development by 
the myth that we have to develop secondary manufactur- 
ing industries across the country. Would we have been 
better to have tried to develop industries of a sort of 
exportable service nature that would employ more 
people? 

One of the things that impresses me in looking at these 
figures is the fact that you find that there is an expendi- 
ture of thousands of dollars to employ eight or ten people 
and you wonder whether, in trying to develop a second- 
ary manufacturing industry, we are not making a dread- 
ful mistake. 


Dr. Barber: I would agree that people who get involved 
in regional development problems often look too exclu- 
sively at secondary manufacturing. 

I did a little work in Manitoba when the committee on 
Manitoba’s economic future was working, and one of the 
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things that struck me is that in Manitoba one of the more 
important industries is really the financial services indus- 
try. You have head offices of several life insurance com- 
panies and a large mutual fund there, and maybe you 
ought to be thinking about supporting and developing 
that industry just as much as secondary manufacturing 
or any other. I think your point is well taken, that the 
service industries are rapidly growing from the stand- 
point of employment. I do not think that you should look 
exclusively at any particular area. 


In my view, the only theoretical point in economic 
development is, if you are going to expand your base of 
support you either have to export additional goods and 
services or you have to produce services and goods you 
were formally importing. It always struck me as a little 
odd that organizations such as the committee on Manito- 
ba’s economic future, where they are worried about the 
future of the economy, should quite often go out and 
import a lot of expert services. 


The Chairman: As a result of improved communica- 
tions and computer techniques in Canada over the last 
few years we have seen a gradual drawing-in of the head 
office control of large corporations to Toronto, Montreal 
and, to a lesser extent, Vancouver. 


Senator Nichol: Much less. 


The Chairman: I suppose Toronto would very much 
lead the parade at the present time. This has been made 
possible by communications, and yet a rational look at it 
would indicate that the further improvement of com- 
munications indicates that the head offices of many com- 
panies could be in many different parts of Canada, and 
they could use communications to decentralize the country 
and, of course, they would take with them numerous 
services such as those of lawyers, accountants, and so 
forth. Senator Nichol says that I am dreaming and I 
probably am, but I wonder if you could dream along with 
me for a moment and give us your view on whether 
there is a policy direction there. 


Dr. Barber: This is a rapidly developing and changing 
field. I do not really feel qualified. I think Professor 
Gillies would be much more expert in this field, and 
would be more able to advise you on that. 


Senaior Nichol: The reason I said you are dreaming, 
Mr. Chairman—and I didn’t mean to be impolite—was 
that I was referring to the system that has been operat- 
ing in Canada since 1867 and that and shows very little 
sign of modification. It may be in your grandchildren’s 
time there will be something like that happening. 


I wanted to get back to the two points that Dr. Barber 
made: one about the council, and the other about the 
need for putting more money into economic research. Over 
and over again on quite important problems about which 
we have asked our guests to comment during the last 
three weeks, the answer came quite honestly, “We wish 
we knew that or could study that” or, “This is being 
studied by Professor so and so as the University of such 
and such.” In a quite disconnected way, some of these 
things are occasionally answered. To discuss fiscal and 
monetary policy as an instrument, when you do not know 
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the structure, then to know where you are and how you 
should use such an instrument, if it were effective, seems 
to me so basic. How much work would have to be done 
before you could find such a mechanical system which 
would be workable in this country? I am thinking of the 
federal sphere alone; let us not complicate it by talking 
about the Constitution at this moment. 


Dr. Barber: When I was at the University of Manitoba, 
with my tongue in my cheek I once suggested that we 
should replace the Governor of the Bank of Canada with 
a computer. I do not think that I could offer a real 
judgment. One of the points I made is that I think we are 
going to need a sustained research effort. It has to be a 
point of continuing concern over time, and that means 
that in the Government, itself there is going to have to 
be more depth in the research. 


I made the point, I think, that the Department of 
Finance, considering the complete range of its respon- 
sibilities, has never had the depth of research. There are 
a lot of very able young people now taking economics in 
graduate schools and they will be getting training. For a 
period of time there was a shortage. I think within the 
last eight years there has been a considerable improve- 
ment. The Economic Council has not been with us very 
long, but in that time has turned out a lot of studies. We 
are making progress, but I think we still have a long way 
to go. 


Senator Nichol: I proposed this as a layman, but I have 
become more confused the longer we carry on here. We 
have the Department of Finance here and we have the 
Bank of Canada here, both with groups of economists. 
The relation between the two is ill-defined. Here we have 
the Economic Council quite clearly defined, but with no 
mechanical connection whatsoever, to put it politely, 
between itself and the Department of Finance or the 
bank. 

This seems to me to be a marvellous structure for 
economic argument, but it does not look very efficient. Is 
it a pretty good system, or do I misunderstand the 
system? 


Dr. Barber: I must admit that I have not thought very 
much about the problem of the structure of research 
within the federal Government, so I am not sure that I 
can give you a good answer on that. I think for a long 
time there was just a real shortage of people. For quite a 
while the Public Service of Canada, in recruiting econo- 
mists, tended to recruit too many at a junior level, and 
not get the very best who have gone on to graduate 
schools and have their PhD, many of whom often ended 
up by staying at the American universities where there 
were good research funds and an exciting intellectual 
atmosphere. We are just beginning to change. I think 
there will be a lot of opportunity in the years ahead 
because there are a great many young people just coming 
into the university and now in graduate schools who, in 
time, will be able to make a very considerable impact if 
their research is supported. 


Senator Hays: In that context of whether they are 
doing a good job or not, may I ask you the question: 
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What country in the world has done a better job than 
Canada in the last 20 years? 


Dr. Barber: If you want to look at objective criteria, it 
depends upon what your gidelines are. 


Senator Hays: Let us say standard of living. 


Dr. Barber: In terms of level of unemployment, we 
come pretty close to the top. We have, for some reason, 
accepted a much higher unemployment rate than most 
European countries. We have had a slower rate of price 
increase. Maybe this suggests that Canadians prefer it 
that way. I think, we are changing our views. We are not 
prepared to accept as much unemployment. Our growth 
has probably been slower than that of many of these 
countries but, on the other hand, you can argue that it is 
harder to grow rapidly when you are already almost at 
the head of the pack. These other countries come along 
and adopt the techniques that have been developed else- 
where and it is easier to grow rapidly there. I think 
Canada’s growth record has been really quite creditable. 


Senator Hays: What about exports and competitive 
position? 


Dr. Barber: Well, you know, much is due to the fact 
that we have a lot of natural resources and this has 
generated a great deal of growth. 


Coming back for a moment to Senator Nichol’s ques- 
tion where he pointed to the people in all of these 
departments, it is my impression that for quite a long 
time many of these people were busy just coping with 
day to day problems, rather than having sufficient people 
to really look ahead and do research and explore some of 
the implications of where they were goOing. 


Senator Nichol: Professor Scott and a lot of other 
people who have appeared before us support what you 
have said. We spent quite a lot of time asking about lags, 
and how much was known, when a certain policy at 
C.M.H.C. was adopted or the interest rate changed about 
what happens to the housing industry and to construction 
wages, and how long it takes to happen. Simiarly, in 
different industries there are different types of lags, 
inside and outside, and so on. The answer was that they 
did not know and had not done much work in that, and 
yet that is the key to the game, is it not? 


Dr. Barber: I am told that when the Governor of the 
Bank of Canada and his staff were on the witness stand 
before the Carter Commission they were asked how 
much research was done on these questions, and they 
admitted that they really did not do that kind of work, 
and they had spent more of their time in improving the 
information available and having a good set of data to 
know where the economy was and where it was going, 
but it is only since then that they have begun to do some 
research. 


Senator Benidickson: That was in 1964? 


Dr. Barber: I think the hearings were somewhere about 
that time. 
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Senator Nichol: It takes quite a bit of courage to make 
a tariff change, a tax change, or an interest rate change, 
without any knowledge of what is going to happen when 
you do it. It is frightening. 


Dr. Barber: Perhaps we are courageous people. 
Senator Nichol: Perhaps we are. We usually survive. 


Dr. James Gillies, Study Director: Yesterday Dr. John- 
son said there was no such thing as cost-push inflation. 
What do you think of that? 


Dr. Barber: Well, I would like to see his evidence. I 
would like to hear him explain why wage rates have 
been going up faster in Canada than in the United States 
for the last five years, even though our unemployment 
rate has been higher. I really think that because of strong 
demand pressure in a certain period you get some large 
wage settlements that open up wage differentials between 
different groups. You then create a lot of dissatisfaction. 
You get pressures to catch up. That is a kind of wage 
push and it may continue a long time after the demand 
that initially started it has stopped. In relation to that, I 
think one of our problems in Canada, perhaps, is that 
because we are a supplier of basic materials to the North 
American economy, our economy is subject to pretty 
wide swings, and you see this particularly in the con- 
struction industry and business capital spending. I think 
we have to work out some method of moderating those 
swings. 

I think I cited in my paper some statistics on the 
percentage increase in business capital spending as a 
percentage of your national product. I was just checking 
what happened in 1965-66. Between the first quarter of 
1965 and the last quarter of 1966, which is about 18 
months, business capital spending in Canada for plant 
and equipment increased one-third. This is in real terms, 
constant prices. That is a very large sudden increase in a 
short period of time and that is the period, also, in which 
the whole pattern of wage settlement suddenly moved up 
to a higher level and it has sort of continued with 
fluctuations since then. 


Senator Hays: That is when we took the bank interest 
rate off. 


‘Dr. Gillies: Do you think that the Bank of Canada 
should buy the bonds, debentures and so on of the prov- 
inces so that they could effectuate their fiscal policies and 
also know that they have a buyer of last resort for their 
debt instruments? 


Dr. Barber: I discussed this question to some extent in 
this monograph I wrote on the theory of fiscal policy, and 
I took the view that the borrowing position of the Provy- 
ince of Ontario and Province of Alberta is really not that 
much different from the position of the Dominion of 
Canada, in the sense that if the Bank of Canada is 
pursuing easier money policies, generally, it benefits both 
equally. 

I do not think that particular proposal has a great deal 
of merit. It may be that the Government, as a whole, 
might want to have a policy of supporting the borrowing 
of provinces that are subject to unusually high rates of 
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unemployment and I see nothing wrong with that, but I 
think that is a decision that has to be made by the 
government as a general policy, and that should not come 
within the scope of the Bank of Canada in its day-to-day 
management or year-to-year management of monetary 
policy. 


The Chairman: You mentioned, at the start of your 
brief, Okun’s Law. We will have Arthur Okun here to 
expand on his law. Do you know whether it is applicable 
to Canada? 


Dr. Barber: After preparing this brief, I was reading 
one of the Economic Council’s reports and they make a 
somewhat similar estimate on using conservative 
approaches, and arrive at a lower figure. I think it is 
something in the range of $3 billion or more. I think the 
law applies. It is a question of fact, how large the 
amount is. 


The Chairman: That means that the ratio is different? 


Dr. Barber: The ratio might very well be different in 
Canada. 


The Chairman: I mean in order to arrive at the figure 
of $3 billion. 


Dr. Barber: They did not explain how they did it. They 
just said that using “rather conservative methods” they 
had arrived at this estimate. 


The Chairman: What figure did you arrive at? 


Dr. Barber: I arrived at $5 billion, applying Okun’s 
law. Canada is regionally spread out and whether it 
would work out the same way here is debatable, but 
undoubtedly the same kinds of considerations are 
operating. 


Senator Nichol: Dr. Barber, when Dr. Young was 
before us we were talking about the scale of mechanics of 
things which lie within the phraseology of prices and 
incomes policy, all the way from the more modest and 
quite types of discussion through the things which the 
Prices and Incomes Commission has been doing here, all 
the way down through to full-time price and wage con- 
trol, which hides under many different names. You have 
to struggle pretty hard sometimes to find out exactly 
what some of them mean. 

How do you feel about the possibility of selective 
controls? You have mentioned the tax in here. How do 
you feel about it and the theory that once you get into 

the business of enforcing price and wage controls, the 
system escalates until you arrive at a complete system, 
and how does it apply to the problem we have right 
now? 


_ Dr. Barber: An eminent British economist has argued 

that it is really probably easier to prevent inflation get- 
ting under way initially, than it is to deal with it after it 
is under way and has acquired some momentum. 

a 


Senator Nichol: Where are we now? 


_ Dr. Barber: I think we have built up some momen- 
tum—we had certainly by the end of 1969 or early 1970. I 
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am not familiar enough to know. The unemployment rate 
has risen rapidly. We have had some special factors 
bringing down the price increase. We had one of the 
lowest price increases in 1970 of any major country. It 
was under 2 per cent on a 12-month basis. Whether the 
wage settlements have begun to moderate or not, I do not 
know. The Bank of Canada in its report in February 
could not see much evidence of it. 


When you bring in these sorts of Wage and price 
controls the question is: How much of a problem is this 
wage differential problem? How much of what is going 
on is simply the fact that you have developed a pattern 
of wage differentials in respect to which some labour 
groups regard their position as quite unacceptable rela- 
tive to other groups? If this is the problem then I think 
you have to look at that directly and see if you can work 
out some method at arriving at an acceptable pattern. I 
do not think that sort of selective wage and price con- 
trols is the answer to that kind of problem. 


Senator Nichol: It has been widely suggested by differ- 
ent groups on different platforms all over the country. 


Dr. Barber: I think what you have to ask when you 
introduce them is where does it get you aside from the 
effect over a short period of time. If the problem is that 
certain groups regard their wage level unacceptable rela- 
tive to other groups, you can freeze that for a while. 
Once you take the freeze off you are back to where you 
were. 


I read a report on the British experience which cited a 
group that for ten or 15 years had been feeling that their 
position had been depressed and as soon as they got a 
chance they made an effort to get back to what they 
regarded as their rightful place. ; 


The Chairman: Following that for a moment, if the 
productive sectors of the economy are entitled to a wage 
raise, and if the demand in the unproductive sectors of 
the economy cause wage earners in those sectors, because 
of this relativity, to demand the same wage rates, does 
that mean that inflation of wages is inevitable or that 
there will always be an inflationary element in the total 
wage bill? 


Dr. Barber: The wage and price guidelines set forth 
originally in a report of the Council of Economic Advi- 
sors in the United States said all industries ought to pay 
a wage increase which was at the level of productivity 
generally. In other words, if productivity is going up on 
the average of 3 per cent per year, then everyone gets a 
3 per cent wage increase. If one industry does not have 
any productivity gain, that means it has to put its price 
up because it does not have any productivity gain to 
offset that 3 per cent wage increase. 

They argue that others that may have 6 per cent 
productivity gain should also pay the 3 per cent wage 
increase and their prices ought to come down. It never 
works out quite that well, but the theory is clear enough. 


Senator Molson: You put one out of business and give 
the other... 
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Dr. Barber: No, this treats everyone fairly. The hair- 
dresser whose productivity does not change—the prices 
of these things go up, and perhaps the prices of television 
sets come down. In a rough sort of way, this does work 
out for relative prices. The prices of some of our durable 
consumer goods have been, up until recently, the most 
stable in the whole economy. 


Senator Beaubien: If your price is limited by world 
price, what do you do? You cannot put it up because 
your wages go up? 


Dr. Barber: I think that this question of how the world 
price imposes itself on your country is different to some 
degree whether you have a fixed or flexible rate. In 
theory, a flexible rate can adjust to moderate the impact 
of prices and wages from outside. If workers here judge 
what they want partially on the basis of what workers 
are getting in other countries, then there is an expecta- 
tion element that comes in which is quite apart from the 
price of the imports and exports as such. 


Senator Molson: What do you do if the productivity of 
one part of an industry increases 5 per cent, and the 
average increase is 3 per cent, and the people involved 
ask for their share of the increase? That is what I meant 
when I say some businesses disappear and others get 
more business. 


Dr. Barber: These are guidelines and, in practice, some 
firms do go out of business if they cannot pay competi- 
tive wage rates. 


The Chairman: I do not know if you answered my 
question. I think you got to the point where you said that 
the theory was perfect. 


Dr. Barber: Perhaps you would repeat it. I have lost 
track of it. 


The Chairman: It seems to me that industries which 
are highly productive will probably have wage increases 
relative to that productivity, but demand does not always 
follow productivity and there may be greater demand for 
those industries that are not increasing their 
productivity. 

As a result of the relative effect of wages, those in less 
productive industries or industries which are not increas- 
ing their productivity, because of the demand for those 
services or goods, will ask for the same increase in 
wages. A fortiori, you must, it seems to me, have an 
inflation in wages; there must always be, unless the 
economy is severely depressed, an inflationary element in 
wages. You answered by saying the theory is that the 
productive industry will take less. 


Dr. Barber: You are right. I think there is a bias 
because it works, to some degree, both ways. I think that 
industries that generate high productivity growth find it 
easier to pay wage increases and the workers demand 
and get larger wage increases there. It is also true to 
some degree that industries with no productivity growth 
or low productivity growth will likely resist wage 
increases more, and may in practice pay somewhat less, 
but I think that, on the average, there is likely to be 
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something of a bias towards inflation. My general view is 
that we simply try to keep our price increase down to 
within somewhat reasonable limits, 3 per cent or less, 
and try to prevent it from accelerating, if there is any 
evidence that it is going to accelerate. . 


The Chairman: It was interesting to me to hear that 
even John Young accepts a 2 per cent inflationary level 
annually. 


Senator Langlois: Dr. Barber, following what you have 
just said regarding the infiuence of wage increases on the 
economy, am I right in assuming that we have been hurt, 
not so much by the wage increases, but by wage 
increases coupled with loss in productivity, resulting 
from wage increases coupled with an excessive demand 
for shorter hours, or as we have experienced, for exam- 
ple, in the shipping industry, wage increases for cargo 
handling coupled with demands for larger work gangs 
and less sling loads, even though the gangs were not even 
called to touch the cargo due to mechanization? Is that 
not really the source of the problem? 


Dr. Barber: I think that kind of problem has been with 
us for a long time. I think the hand loom weavers did not 
like it when they brought in power looms several hun- 
dred years ago, and I think that this kind of problem, 
where a union proposes what is sometimes called feather- 
bedding—you maintain the demand for labour at a 
higher level than needed—is likely to be much stronger 
in a society where the unemployment rate is high. If you 
can keep unemployment down to minimum levels, and 
the workers see that they can get a job elsewhere, they 
may accept changes that improve productivity. I think 
our productivity record has been fairly respectable over 
the past 20 years and it is my impression, having lived 
for six months in the United Kingdom, those attitudes 
are not nearly as prevalent on this continent as in 
England. 


Senator Langlois: Would you say we have had an 
increase in these unreasonable demands in Canada in 
recent years? 


Dr. Barber: I do not know. I would guess that as the 
unemployment rate rises there is more concern about the 


- effect that a technological change is going to have on the 


jobs, and if they are worried about whether they are 
going to be able to get a job you are more likely to get 
these kinds of demands. 


The Chairman: On that subject, if I read Mr. Kierans 
correctly, and also Dr. Reuber... 


Senator Langlois: Is it possible? 


The Chairman: ...they both expressed a concern about 
tax subsidies being directed towards capital intensive 
industries, and stated that these subsidies should not be 
employed, and if there were to be subsidies they should 
be directed toward labour intensive industries. 


One economist who came here—and I cannot recall 
who it was but the committee may be able to recall—said 
that this, after all, was what... 
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Senator Nichol: I have it here. It is on May 4. 


The Chairman: I will let you ask the question then, 
senator. 


senator Nichol: The conversation the Chairman i3 re- 
fering to is one which took place between Senator 
Lamontagne and Sir Roy Harrod, in which Sir Roy 
Harrod came awfully close to calling Senator Lamon- 
tagne a Luddite. What he actually said was, “I am not a 
Luddite myself!” 


Ts that the exchange you 
Chairman? 


were speaking of, Mr. 


The Chairman: I think so. There was another exchange 
involving Doulgas Gibson, who followed up that point. I 
may not be quoting him correctly, but he said that after 
all that is what we were attempting to do, “to improve 
the productivity of man and to take steps to reduce the 
cap tal intensification of our industry”. Really, it was to 
go against the whole stream. 


Dr. Barber: Well, I think the issue is where you are 
trying to develop certain areas as part of your regional 
policy. This is where this has come in, has it not? I think 
there has been a change of emphasis within the Govern- 
ment. I think initially some of the attempts to promote 
employment in what were regarded as high unemploy- 
ment areas took the form of capital subsidies. There were 
also tax incentives. For example, when Massey-Ferguson 
built its combine plant at Brantford there was some kind 
of incentive scheme. My understanding is that the 
Department of Regional and Economic Expansion have a 
different formula which is more oriented to the amount 
of employment created in an area. 


Really, it comes down to what your objectives. are. I 
agree with Douglas Gibson that overall in the economy 
we do not want to try to promote low productivity. But, 
if you really are concerned about providing jobs in an 
area where the unemployment rate is high, and these 
people otherwise are not doing anything, then the 
employment becomes a matter of concern in these poli- 
cies. The alternative may just be that the labour is not 
employed, if it does not move readily out of the area. 


Senator Manning: Mr. Chairman, is not this theory 
that the resources industries or low-employment indus- 
tries can be divorced in matters of this kind from the 
high-employment industries which are the service indus- 
tries? Is not the fallacy that in most cases these two 
things are inseparably related or lined together? You do 
not get the one without the other. 


_ J think particularly of the situation in the petroleum 
‘industry. So far as resource development is concerned, 
‘that is not a large employer of labour, but it generates a 
fantastic number of service industries, and these are very 
large employers of labour. But for anyone to talk about 
having the service industries, and not direct his attention 
to what is needful in order to develop the resources 
industries is ridiculous, because if one declines the other 
declines in proportion. If the resource industry goes down 
1 per cent so far as employment is concerned, then the 
‘Service industry attached to it probably goes down 10 per 
pcent. 


' 


Re Sh Steere: 


The Chairman: Senator, you talk of the primary indus- 
tries and of the service industries. What about the 
secondary industries? 


Senator Manning: There again many of the secondary 
industries have a very close relationship with the pri- 
mary industries because they are the sources of raw 
products. My whole point is that I do not see how you 
can divorce the one from the other by just putting them 
into compartments and saying that the service industry 
should be stimulated without paying attention to either 
the primary or the resource industry. 


I do not know whether you agree with that, doctor. 


Dr. Barber: I would certainly agree that there is often 
this complementarity. Several years ago when I was look- 
ing at rates of growth of non-farm employment it was 
quite clear that Alberta had had the most rapid growth 
of any country in Canada, and I do not think that that is 
generally recognized, because people look at the total 
employment growth and the farm-agricultural part of 
Alberta has been losing labour. 


Senator Manning: We have never quite regarded our- 
selves as a country. 


Dr. Barber: I am sorry, did I say “country”? 
Senator Nichol: He was only being complimentary. 
The Chairman: Did you wish to continue? 


Dr. Barber: No. I would just agree that there are often 
these large complementary territories. I was making the 
point earlier that people who get concerned about devel- 
opment in an area may look too exclusively at certain 
kinds of industry. They should canvass the whole range 
and really try to assess where the potential strength is. 
Sometimes, as you say, the development of natural 
resources may generate a whole complementary range of 
industry. 


Senaior Nichol: Yesterday morning we had Messrs. 
Acheson and Chant from Queen’s who gave a very long 
paper. In essence they criticized the Bank of Canada on 
the secrecy of its techniques and the ambiguity of its 
goals. Would you like to comment on that? Have you 
seen the report in the newspaper on what they said? 


Dr. Barber: I did not see that particular piece in the 
paper. 


Senator Nichoi: Then I will withdraw my question. It 
would be unfair to ask you to comment on something 
that you have not seen. 


Dr. Barber: There is fairly popular support for criti- 
cism of central banks. 


The Chairman: Does the question relate to your con- 
cepts of changes in the monetary policy that you men- 
tioned earlier? 


Dr. Barber: My feeling would be that people sometimes 
expect too much of monetary policies. The lags are fairly 
long. I agree to some extent with the views exipressed by 
Douglas Gibson, whose testimony I read, that you have to 
think well ahead when implementing a monetary policy. 


eee Ad) 
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On the side of secrecy generally there should be more 
vehicles whereby the research that goes on inside the 
Government could be published in a form available to 
outsiders. There is this gap. University economists pub- 
lish their research findings and exchange them. There is 
guite a lot of research—not enough, but an increasing 
amount—going on inside Government. 

There may be legitimate argument that more of that 
should see the light of day. There should be some kind of 
journal in which it could be published. There are quite a 
few articles in the United States written by members of 
government organizations, who publish their views based 
on their own research. We need more public discussion of 


these issues. We need some kind of a journal on current 
economic policy which would provide a better venicle for 
publication of these views. 


The Chairman: Honourable senators, if there are no 
further quest:ons I would like, on your behalf, to thank 
Dr. Barber. I know what a sacrifice he has made in 
coming here. He has just returned from nine months 
overseas, and has just published a massive document on 
the subject of agricultural machinery. Despite this, he 
has been able to come here and give us a very outstand- 
ing presentation. For that, Dr. Barber, I thank you. 


The committee adjourned. 
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“With leave of the Senate, 
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That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
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Estimates reaching the Senate. 
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After debate, and— 
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That the Standing Senate Committee on National 
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the question of methods by which fiscal and mone- 
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Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
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its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 


“With leave of the Senate 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relation thereto. 


The question being put on the motion it was— 
Resolved in the affirmative.” 
Robert Fortier, 


Clerk of the Senate. 
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Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
4.00 p.m. to consider the Question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Bourque, Croll, Grosart, Isnor, Laird and 
Molson. (8) 

Also present but not of the Committee: The Honoura- 
ble Senators Haig, Inman, Kickham, Kinnear, Rattenbury 
and Smith. (6) 

In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics. 


It was Agreed to print as an appendix to these pro- 
ceedings a letter from Dr. John Crispo, Director, Centre 
for Industrial Relations, University of Toronto, addressed 
to the Chairman, relating to his evidence given before 
this Committee on May 12, 1971. 


Witness heard: 
Mr. Russell Bell, 
Research Director, 
Canadian Labour Congress. 


At 6.20 p.m. the Committee adjourned to Wednesday, 
June 2, 1971, at 10.00 a.m. 
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Gerard Lemire, 
Clerk of the Committee. 
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The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Tuesday, June 1, 1971 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 4.00 p.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, first may I say 
that I have received a letter from Dr. John Crispo who 
was a witness before this committee. He asks if we would 
place on record some additional information which 
relates to the testimony he gave here. With your permis- 
sion, I will table this letter and ask that it be printed as 
an appendix to today’s proceedings. Is it agreed? 


Hon, Senators: Agreed. 
(See Appendix p. 14: 22) 


The Chairman: Honourable senators, we are fortunate 
to have with us today Mr. Russell Bell, who is Research 
Director of the Canadian Labour Congress. Mr. Bell 
received his M.A. in political economy from the Universi- 
ty of Toronto. He was research director of the Co-opera- 
tive Commonwealth Federation (CCF) Party from 1953 to 
1958. He was associate research director of the Canadian 
Labour Congress from 1958 to 1964. He was with the 
Economic Council of Canada in 1964, under the chair- 
manship of Mr. John Deutsch. In 1969 he was appointed 
research director of the Canadian Labour Congress. 


It is important for this committee to hear the views of 
organized labour during its hearings. Therefore, it is a 
real honour to welcome one of the very fine minds in the 
field of economics, whose discipline tends very much 
towards the labour side. Having introduced Mr. Russell 
Bell, I now ask him to give a short summation of his 
brief. 


Mr. Russell Bell, Research Director, Canadian Labour 
Congress: Thank you very much, Mr. Chairman. 


Honourable senators, first of all, I would like to compli- 
ment the committee on having launched what I consider 
to be an extremely important inquiry into economic mat- 
ters of the highest importance to this country. I say this 
particularly in view of the fact that we have had in this 
country now for the past several years some very bad 
economic policies which have led to disastrous conse- 
quences. I say that, not for the purpose of implying guilt 


regarding anyone in particular, but I think it is important 
to bear in mind that, unfortunately, we have adopted 
policies that have led to severe unemployment, severe 
economic and social costs for the purpose of combatting 
inflation, when those policies have had only a minimal 
influence in bringing about a reduction in the rate of 
price increases. Therefore, it is extremely important that 
there be committees such as this for the purpose of 
looking into these policies. 


As I have indicated in my short brief, it is my hope 
that this will become a permanent institution, in the 
sense that it will conduct periodic reviews, as is done by 
comparable institutions in other countries. 


In my brief, I concentrate to a very large extent on 
incomes policies, from the point of view of examining 
these policies as possible complementary tools to conven- 
tional economic stabilization policies. 


While I was invited here in an individual capacity, it is 
natural that, because of my association with the Canadi- 
an Labour Congress, my remarks will be cast in the 
mould of the kind of background experience I have had 
with the Canadian Labour Congress in discussing these 
particular policies with the Prices and Incomes 
Commission. 


Honourable senators, as you are undoubtedly well 
aware, we have rejected outright the kind of incomes 
policy that has been espoused by the Prices and Incomes 
Commission. As you will recall, the Prices and Incomes 
Commission attempted, at the very time it was set up, to 
get agreement among the various parties on a so-called 
voluntary restraint program. This became more specifi- 
cally defined later on as a 6 per cent wage and salary 
guidelines program. We rejected this out of hand, for a 
number of reasons. 


First of all, the commission itself had never under- 
taken to do any inquiry into why price inflation had taken 
place. Briefly I would like to read the terms of reference 
which were set out for this commission, which I think 
everyone will regard as the mandate that the commission 
was to carry out—which it did not carry out. 


I am going to quote verbatim from the terms of refer- 
ence set out in the Government White Paper entitled 
“Policies for Price Stability”, which was issued in 
December, 1968. Under those terms of reference the com- 
mission was 
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charged with the responsibility for conducting stu- 
dies of price and income developments in Canada 
and for producing regular reports on its findings. 

The purpose of the commission will be to discover 
the facts, analyze the causes, processes and conse- 
quences of inflation and to inform both the public 
and the Government on how price stability may be 
achieved. 


The body with which I am associated—I want to 
emphasize this fact—expressed the view that there was a 
definite need for a full inquiry into the underlying causes 
of escalating prices. 

The Canadian Labour Congress emphatically expressed 
this point at the very time the Prices and Incomes com- 
mission was set up. It was our belief that research into 
inflationary causes—undertaken by an independent body 
of experts whose impartiality and objectivity could not 
be challenged, and with the right to give the widest 
possible publicity to its findings—could make a signifi- 
cant contribution to the public’s understanding of 
inflation. 


Certainly according to our understanding, this body 
was not set up as a royal commission. A royal commis- 
sion has a temporary period of tenure for the purpose of 
inquiry into a specific problem. Once that problem has 
been inquired into and the recommendations have been 
made by that royal commission, that body naturally folds 
up. This was not to be the case with the Prices and 
Incomes Commission. 

The Prices and Incomes Commission was to be a con- 
tinuing body, to Keep its eye at all times on price, cost, 
income and productivity movements in the Canadian 
economy. Unfortunately, the commission was no sooner 
set up than it turned itself into an operational body. 


Before having undertaken the necessary inquiry into 
ascertaining why prices had escalated, it jumped to ‘“‘so- 
lutions’”—and I say solutions in quotation marks. Conse- 
quently, it had no information on the problem to com- 
municate to the parties concerned; yet, at the same time, 
it attempted to involve those parties in the so-called 
“operational solution.” In other words, it was a quick, 
facile gimmick for the purpose of attempting to bring off 
something dramatic which even it must have known it 
could not have achieved. 

I would make one other point, too, which undoubtedly 
has been made before your committee by other witnesses. 
The commission ignored the thorough work that has been 
undertaken by the Economic Council of Canada, which in 
considerable detail has gone into the reasons why an 
incomes policy in a country like Canada is unfeasible. 
Moreover, an incomes policy has been proved to be 
generally unworkable in other countries. This point has 
been well documented in other studies. Bear in mind that 
an incomes policy is more feasible for countries that are 
much more homogeneous than Canada. We have all kinds 
of obstacles in Canada which do not obtain in other 
countries. But even where obstacles in other countries 
have been less than those in Canada, an incomes policy 
has not proved to be successful in terms of having any 
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significant effect in reducing the rate of over-all price 
increases. 


Senator Croll: Where has an incomes policy been tried, 
Mr. Bell? 


Mr. Bell: It has been tried in the United Kingdom, 
Senator Croll. As a matter of fact, in that connection, the 
Prices and Incomes Board folded up just a few months 
ago because it was completely unable to bring off any 
kind of effective guideline. An incomes policy has also 
been tried in the Netherlands and in Sweden. 


Senator Croll: Please, do not say “Japan”. Anyway, it 
was not really tried in the United Kingdom; they passed 
the act and then they walked away from it. 


Mr. Bell: Oh, but it was tried in the United Kingdom. I 
am. sorry to differ from you, but I must point out that it 
was tried in the United Kingdom and failed. It definitely 
failed even though it was tried over a considerable 
period of time. 


The Chairman: I think, Senator Croll, that there was a 
freeze and, if I recall correctly, an attempt to enforce 
that freeze by virtue of the incomes policy. 


Senator Grosart: On that point, Mr. Chairman, I 
wonder if Mr. Bell has made a study of the three classic 
cases in recent times: Britain, Sweden and _ the 
Netherlands. 


Mr. Bell: This was very clearly documented in Profes- 
sor David C. Smith’s study for the Economic Council of 
Canada in connection with the reference from the Gov- 
ernment to that council. The result of that reference was, 
of course, the Third Annual Review which went into 
considerable detail. 

On that particular point I should like to refer to what 
Professor Smith had to say. I will not read all that I have 
quoted in my submission; I will just pick out the cardinal 
points. 

Senator Grosart: Perhaps you could just summarize it. 
There are five main points made in that reference, are 
there not—publicity, discrimination, rigidity, group pres- 
sures and inequities? Is that not correct? 


Mr. Bell: Yes, that is right. The important point that is 


‘made here is this: 


Some argue, for example, that a more fundamental 
set of policies to deal with the recurrent British 
balance-of-payments problem would have been 
adopted sooner if the hope of large effects from an 
incomes policy, based largely on moral suasion, had 
not been continually encouraged in the past. It has 
been argued in the case of the Netherlands that 
stronger deflationary measures would have been 
easier to introduce following the out-break of serious 
inflationary pressures in 1963 if there had not been a 
belief that incomes policy would make these mea- 
sures unnecessary... 

I continue the quote: 


Second, a period of restraint that has some effect in 
the short run has frequently been followed by a 
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wage and price explosion. This was the case in the 
Netherlands after 1963, in Sweden in the early 1950s 
and in the United Kingdom following the 1948-50 
period of restraint. Thus, the pressures are often 
only stored up to be released at a later time. 


_ We will talk about the longer period of time in a 
moment, but the big disadvantage of applying an incomes 
policy over a relatively short period of time—that is, 
over a year or 18 months—is that it has the danger of 
eventually causing a wage and price explosion because 
people adopt the mentality, whether you like it or not, 
that they have to catch up for what they have lost during 
the time that policy was in effect. 


Senator Croll: Just to clarify that particular point, Mr. 
Chairman, can Mr. Bell tell us whether the circumstances 
in those countries he mentioned were similar to the 
circumstances in our country, namely, over-production 
rather than seeking for goods? I think it is a different 
story. Are we talking about the same set of circum- 
stances in those countries? 


Mr. Bell: No, we are not talking about the same set of 
circumstances. My point was that being smaller coun- 
tries, they are in so many respects so much more homo- 
geneous than Canada. Having more homogeneous labour 
markets, being more centralized in their institutions, 
therefore, an incomes policy would be more likely to 
succeed in those countries than it would in a country like 
ours, where we are highly decentralized so far as collec- 
tive bargaining institutions, political institutions and 
business institutions are concerned. 


The major reason—it is not the only reason but it is 
the major reason—why we rejected an incomes policy is 
that it is inherently inequitable. It is inherently inequita- 
ble because not all forms of income can be made to 
comply with the guidelines or guide posts, or whatever 
you wish to call them. In our discussions with the Prices 
and Incomes Commission we never received any convinc- 
ing evidence that non-wage forms of income—namely, 
Salaries, profits, rents, interests, professional fees, unin- 
corporated business income, and so on—could or would 
effectively comply with any voluntary restraint policy. 


I say that this is hardly surprising because it is simply 
impossible for anyone to give any such guarantee. The 
administrative and political complexities involved in 
securing a restraint on many forms of non-wage income 
make an income policy absolutely and utterly impracti- 
cal. Therefore, speaking from a trade union point of 
view, I say in as emphatic terms as I can that no trade 
union leader could guarantee those whom he represents 
that these non-wage forms of income could effectively be 
brought under restraint. No trade union leader could 
guarantee that under such a policy there would not be a 
diversion of labour income into other forms of income. 
No trade union leader could ever give any assurance to 
his constituents that voluntary sacrifices made by them 
would be at all equitably shared by other forms of 
income. It is just not possible. An incomes policy simply 
_ Cannot be made equitable, even with the best of inten- 
tions on the part of those who sponsor it. 
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Coming now to the 6 per cent wage and salary guide- 
lines—which were proclaimed a year ago today, if I 
recall correctly—these were so patently inequitable that 
virtually nobody took them seriously. Why were they 
inequitable? They were inequitable because a 6 per cent 
ceiling applied to a $6,000 income, as against an income, 
of, for example, $30,000, makes for two very different 
things. 

There seems now to be general agreement—and even 
the Chairman of the Prices and Incomes Commission 
indicated this to your committee when he appeared 
before you—that a voluntary restraint program cannot 
work, and I say that is the present stage in this game of 
madness on the part of some who advocate mandatory 
controls of a selective nature. I think this is the ultimate 
inequity. This would mean that certain economic ele- 
ments would be singled out and would be required by 
law to make sacrifices on behalf of the rest of the coun- 
try. This is so preposterously discriminatory as to boggle 
the mind. I think our society has enough internal stresses 
and strains, without the need for sitting up all hours of 
the night inventing new ones. 


To sum up, I think that income policies, whatever their 
shape and form, whether voluntary or of a mandatory 
nature, simply will not work because they are so trans- 
parently unjust to the vast majority of people. I think 
there might be one exception, as I have indicated in my 
brief, an that would be under circumstances of a national 
emergency such as war. But apart from the gross inequi- 
ties of such policies, they have other major disadvantages 
which have been cited in the quotes in my brief. For 
example, if applied over a long period, they would result 
in major distortions in market forces, yielding nothing 
but misallocation of resources, which would eventually 
seriously impede the attainment of important economic 
and social goals. If applied over the short-run, and I have 
made reference to this before, the likelihood is that such 
temporary restraint would be followed by a wage and 
prices explosion such as has happened elsewhere. Conse- 
quently, I do not think we can gain anything by the 
application of an incomes policy either over the short run 
or over a long-run period. 

People want to know what are the alternatives to the 
general monetary and fiscal stabilization policies, if you 
rule out an incomes policy. I think that there are positive 
measures which should supplement general fiscal and 
monetary policies in promoting economic stabilization. 
These are specific supply policies which should be 
employed to deal with specific price and cost pressures 
which may arise in particular sectors of the economy and 
which are generally immune to demand-restraint policies. 
Better policies are needed for dealing with bottlenecks 
and product and service methods; that is to say, in 
improving the relationship of supply and demand in 
these important markets. 

Likewise there is a definite need for more effective 
manpower and labour market policies to improve labour 
mobility, to improve facilities for training, retraining and 
upgrading of members of the labour force in line with 
changing technological conditions, as well as an improved 
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capacity on the part of manpower authorities to antici- 
pate bottlenecks in labour markets. These supply and 
other complementary policies have been described in 
considerable detail, in about 28 pages, by the Economic 
Council in its Third Annual Review, and it is my impres- 
sion that these policies have not been given sufficient 
attention by Government. As a matter of fact, I do not 
think they have been given sufficient attention by your 
committee to date. 


However, one has to be honest and admit that reconcil- 
ing the goals of full employment and reasonable price 
stability is difficult, and that the achievement of these 
goals simultaneously has eluded virtually all industrial- 
ized countries. I think the great tragedy is that Canadian 
authorities have attempted to deal with inflationary pres- 
sures as if Canada were an isolated country with a closed 
economy and immune from the external inflationary 
forces which are so widespread. The result, as everybody 
well knows, is that the anti-inflationary policies have had 
relatively little influence in checking inflation but have 
had tremendous economic and social costs. These policies 
have been responsible for creating economic slack, for 
hundreds of thousands of unemployed Canadians, for 
mounting welfare costs to municipalites, for billions of 
dollars lost in unproduced goods and services, and for 
hundreds of millions of dollars lost to governments in tax 
revenues. While the rate of price increases has been 
slightly reduced over the past year, even this compara- 
tively small reduction may be more the result of our 
floating exchange rate, which went into effect a year ago, 
than of the tight fiscal and monetary policies which were 
used to combat inflation. 


It is my view that we should rid ourselves of this 
obsession with fighting external inflationary forces which 
are clearly beyond the control of our domestic policies. 
We should have expansionary policies which are geared 
to the longer term potential growth rate of the economy, 
and turn our backs forever on erratic “stop and go” 
policies which invariably are implemented in this coun- 
try. We should ensure that the principal sufferers of 
inflation are protected by cost-of-living adjustments. 
These adjustments could be financed from the higher tax 
revenues which automatically fiow to governments when 
the economy is operating at or close to potential. 


This has been brief and inadequate, Mr. Chairman, but 
I have attempted to sum up some of the points which I 
thought should be brought to the attention of the 
committee. 


The Chairman: I think it has been very useful to the 
committee, Mr. Bell. Now we are open to questions. 
Senator Croll. 


Senator Croll: Mr. Bell, I share your view completely 
on controls, but not your reasons. Let us see if we can 
get into some of these. By the way, you are associated 
with the labour group. and the new political party that 
has been launched in Canada says that twenty Canadian 
super corporations and twelve strong unions control the 
economy of this country. How close are they to the 
truth? 
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Mr. Bell: I am sorry, I did not hear what you said. 


Senator Croll: About twenty super corporations and 
about a dozen or so strong unions control the economy of 
this country. That is statement No. 1 of the new party. 


Mr. Bell: I take it that you are referring to Action 
Canada? 


Senator Croll: Yes, I am. 


The Chairman: To set the record straight, if I read the 
ad correctly, I do not think it was designated as a new 
party. 


Senator Croll: A movement. What have you to say on 
that, Mr. Bell? It is more than a mere surface statement. 


Mr. Bell: I presume that the advertisement was insert- 
ed in all major newspapers across Canada. I have not 
read all those papers, but I have read a number of them. 
I think the advertisement was an attempt to create the 
impression that, to use their words, the giant corporate 
interests and super union czars were responsible for 
many of our economics ills. 


This is a blatant falsehood; it is totally inaccurate. It 
may very well convince a number of people who are not 
at all familiar with the role of trade unions in this 
country, people to whom this movement is attempting to 
appeal, but those people are not at all the downtrodden 
people. If I recall the advertisement correctly, there was 
a reference to doctors, lawyers, dentists and others. I 
have nothing against such people, but they are not “the 
downtrodden people.” 


The average industrial wage in this country amounts to 
$6,200 or $6,300 per year. We do not know for sure what 
is the average industrial wage of union members, but 
hopefully it is higher than that. 


The Chairman: I think Senator Croll was asking 
whether the statement of Action Canada, that the econo- 
my is controlled by a small number of very large unions 
and corporations, is correct. 


Mr. Bell: No, it is absolutely incorrect. Certainly, it is 
absolutely incorrect in so far as labour unions are con- 
cerned, and I would say it is incorrect in so far as 
business organizations are concerned. 


We could carry on this conversation for some period of 
time, but I say specifially that the people who are respon- 
sible for policies are government people. For example, 
they are responsible, for our stabilization policies. I have 
said consistently, time and time again, both privately and 
publicly, that the private parties do not create an infla- 
tionary situation, and that presumably is what we are 
talking about, because this is one of our economic prob- 
lems. They respond to an inflationary situation, but they 
do not create it. It is physically impossible for any of the 
private parties to create an inflationary situation. 


I do not want to give the impression, because it would 
be a grossly misleading one, that Government policies 
have been altogether responsible for our economic 
instabilities. We have to take into account external fac- 
tors, which have been very strong, which have had a 
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pervasive effect on the Canadian economy. Canada has 
an open economy. 

My criticism of Government economic policies focuses 
very largely on the fact that those policies are designed 
as though we were a closed economy and as though we 
were immune from external sources of inflation. We are 
not. This has been brought out very well by others who 
have appeared before the committee, so perhaps I am 
repeating ad nauseum what you have already heard. 


Senator Croll: The second statement that concerns me 
is that dealing with controls. The distinction was made 
between wartime controls, controls in the days of scarci- 
ty, and controls imposed today. We tried controls in those 
days and they had some effect. In some respects they 
were not too bad, but they were not successful. These 
days we are not dealing with scarcity. We are dealing 
with something entirely new, something else. In that light 
the same groups say that controls may be very effective, 
useful, and in fact, essential. 


To differentiate between the need for controls under 
one set of circumstances and another, you did say that in 
an emergency you could see merit in having controls, and 
I agree. What is there to the argument that controls 
today are for a different purpose than they were in days 
gone by? 


Mr. Bell: The only argument behind the advocacy of 
controls today is that it is a simple panacea to a complex 
problem. There is a certain attractiveness about it 
because it is a simple thing. If you talk about 6 per cent 
wage and salary guidelines, everybody can understand it. 
It has a certain attraction because of its simplicity. But 
precisely because of its simplicity it is unworkable, it is 
no good, because you cannot devise a highly simplistic 
formula to deal with highly complex economic processes. 


Senator Croll: That was not the question. 
Mr. Bell: But that is my answer. 


Senator Croll: That was not the point. That is not the 
argument that they made. 


Mr. Bell: Who are “they”? 


Senator Croll: I am talking about the movement. These 
are two important arguments about which we are con- 
cerned at the moment. That was well publicized across 
the country. People pay attention to it. There are a great 
number of people in this country who believe that to a 
great extent the large corporations and unions have con- 
_ trol over the economy. Perhaps not a great number of 
people, but some people think that controls might be 
useful in these circumstances. It appeals to them for 
reasons which they express. My question is: Are condi- 
tions which exist now different from those which existed 
in days gone by; and under these conditions are they 
likely to be more acceptable? 


Mr. Bell: Conditions are always different from those in 
the past. Conditions today are obviously considerably 
different from those which obtained in the 1930s or 
during the Second World War. 


You refer, Senator Croll, to when we did have controls. 
That, of course, was during World War II. In my remarks 
I pointed out that in that type of national emergency 
controls would undoubtedly be invoked and probably 
sanctioned by the public at large. 


Senator Croll: The emergency was due to shortages, 
was it not? 


Mr. Bell: It was a question of a very large part of our 
economic resources being directed towards a war effort 
which, of course, does result in shortages of civilian 
goods and services. 


Senator Grosart: It was rationing. 


Mr. Bell: Precisely, and under those circumstances I 
would be the first person in this room, as a matter of 
fact, to advocate not voluntary controls, because they 
never work under any circumstances, but mandatory 
controls right across the board, such as we had in World 
War II. 


However, my point is we have no national emergency 
or crisis. In so far as economic instabilities are concerned, 
I have to admit that they are relatively slight in compari- 
son to those of other countries. In light of this, I cannot 
find a rationale to justify any form of controls; the 
situation just does not exist. 


Senator McDonald: During wartime, of course, we had 
shortages, not only of goods and services, but also of 
labour. 


Mr. Bell: That is right. 


Senator McDonald: Perhaps the situation could be lik- 
ened to that which prevailed in The Netherlands, Japan 
and Germany. They suffered high inflation, but certainly 
not high unemployment. How is it that many in Canada 
believe that unemployment is a necessary factor in the 
fight against inflation, yet there is virtually no unemploy- 
ment in the three countires I mentioned? 


Mr. Bell: I will choose my words carefully. I do not 
know how many believe it, but the reason certain people 
believe that it is necessary to fight inflation with the type 
of measures we have been using is that they lack an 
understanding of the working of our economic processes 
and the fact that Canada is part of a world community. 
When I say “world community,” I refer to the industrial- 
ized west, which has been experiencing a considerable 
degree of inflation. They also lack, as I pointed out in my 
brief, the understanding that policies which are available 
to us cannot effectively combat inflationary forces which 
originate outside the country. 

One must always bear in mind an obvious point, but 
sometimes the obvious is ignored, that Canada’s is a 
relatively small economy compared with that of the 
United States. Our economy is very closely inter-related 
with that of the United States through our trade, capital 
movements, and so on. When that country goes through 
any kind of major economic trend, whether inflationary 
or deflationary, we are exposed to the same experience. 
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We should start with how inflation started in the first 
place. Tracing this over the last five years, during which 
we have become particularly seized with the importance 
of this problem, we discover that certain decisions made 
in the United States brought about inflation. These deci- 
sions were transmitted, as undoubtedly they would be 
expected to be transmitted, to our own economy. 


Senator McDonald: Mr. Bell, is it not true that maybe 
not identical but similar policies have been used in 
Canada to combat inflation to those that have been used 
in The Netherlands, Japan and Germany? Yet in Canada 
the result is mass unemployment, whereas in Japan, The 
Netherlands and Germany they experience overemploy- 
ment. One of their largest problems today is that they 
have not enough people for the work available. 


Mr. Bell: I want to make two points: first of all, we 
applied very tight fiscal and monetary restraint at a time 
when we did not have full employment—in other words, 
we did not have excess aggregate demand working in the 
economy. In my view that was one of the real follies of 
applying that type of tight restraint. It was applied when 
we still had economic slack and unemployment. We also 
had a rapid increase in our labour force. This is a major 
difference between this country and those we are discuss- 
ing. It should always be borne in mind and, from my 
point of view, it is one of the major aspects of the 
situation to be borne in mind. Our average annual 
increase in the labour force is 3 per cent, which is very 
much higher than that of any of the European countries 
referred to by Senator McDonald. It is also higher than 
the increase of the labour force in the United States. In 
view of this, the policies we applied were really stupid 
and piled up unemployment on top of that already 
existing. 


Senator McDonald: And you say that when the mone- 
tary and fiscal policies were applied in The Netherlands, 
Japan and Germany they had a problem of shortage of 
labour? 


Mr. Bell: Yes, there is an important difference here, 
closely inter-related with the point I made previously. 
Had we experienced a problem of excess demand, the 
need would have been indicated that some form of 
restraint should be applied through general stabilization, 
monetary and fiscal policies. However, these policies 
should not be applied to the degree that they were on 
the restraint side when we did not have excess demand at 
work in our economy. 


Senator Raitenbury: Mr. Bell, apart from the Chair- 
man’s outline of your activities, I notice that you have 
always been connected with some commission or labour 
congress. You have never been a parliamentarian nor, I 
gather, in business. Perhaps this accounts for the fact 
that I term the brief negative. You have torn everything 
down and have disagreed with wage restraints. You 
explained why, in your opinion, our economy is different 
from those of Japan and the western nations mentioned 
by Senator McDonald. I do not think it is different. 


National Finance 


June 1, 1971 


We are an exporting country and must live on our 
exports. However, be positive for a minute. If you were 
a parliamentarian, what would you do to correct this 
situation? 


Mr. Bell: Senator Rattenbury, I have indicated, very 
briefly admittedly, in this short brief... 


Senator Rattenbury: At pages 10 and 13. 


Mr. Bell: At page 11, positive measures. They are not 
products of my imagination; they have been detailed 
after considerable investigation by the Economic Council 
of Canada in its Third Annual Review. I refer to the fact 
that these policies are detailed in approximately thirty 
pages in that review. These and supplementary policies 
are long-run, and if effectively implemented will not 
produce short-run results. They are long-run policies, but 
if they were implemented I think they would avoid to a 
considerable extent specific price and cost pressures that 
arise from time to time in particular sectors of our 
economy in the absence of such effective policies. 


Senator Rattenbury: In effect, a long-term policy is, 
what this Government, or any government probably in 
this situation, is aiming for. You talk in your brief about 
“stop and go, stop and go.” Emergencies arise and some- 
times temporary measures have to be taken to look after 
those emergencies. I do not call the remarks you make on 
page 11 an answer to the situation in which we now find 
ourselves. Senator McDonald pointed out that we have 
high unemployment, as opposed to over-employment in 
Japan, for example. We are interrelated with all export- 
ing nations, I agree. I disagree with trying to tie the 
economy of Canada in with the economy of the United 
States, as your congress is trying to do by wage parity. It 
is not economically possible. 


Mr. Bell: The congress is not responsible, sir, for col- 
lective bargaining. 


Senator Rattenbury: Well, it is labour, and the con- 
gress is labour. If we do not bandy words about but look 
at an overall policy, I think you must agree with me, if 
you are fair. It is not possible to try to tie 20 million 
people in with 200 million. I cannot sit here and be happy 
about reading and listening to a brief of this nature, 


“which is tearing apart our economic development but 


offering no solutions. 


Mr. Bell: There is no intention whatsoever of tearing 
apart our economic development. The intention is to tear 
apart economic policies that have been unfeasible, given 
the nature of the problem and the conditions we are 
attempting to grapple with, and to offer alternatives over 
a longer run period. Those alternatives are briefly 
indicated in the brief. The only reason I did not go into 
great elaboration is because they are set out in great 
detail, as I have said several times already, in the Third 
Annual Review of the Economic Council. 


The Chairman: I wonder if I might ask a supplemen- 
tary there. Apropos the need to, as you say, deal with 
bottlenecks, what role do you think the unions should 
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play in dealing with bottlenecks? We have had Dr. 
Crispo here, who mentioned such specific union problems 
as those of the construction unions, with special hiring 
hall practices that apparently, in his judgment, constitute 
bottlenecks. Indeed, he used the term “bottleneck.” What 
obligation does the union movement have in the removal 
of bottlenecks? 


Mr. Bell: So far as the role of the unions is concerned 
in certain industries, I would like to be very frank and 
say that restrictive practices should be looked into. As a 
matter of fact, labour leaders are on record as having 
indicated this before. In the much larger sense of exam- 
ining the difficulties in the construction industry, I think 
one has to recognize that this is a very unstable, volatile 
industry; it always has been, and I believe there is a very 
important role for governments to play in bringing about 
a greater degree of stability in this industry. If this role 
were undertaken, I think many of the problems that arise 
in the construction industry would be resolved. As long 
as the construction industry operates on this volatile 
basis, all kinds of problems, both on the labour and 
management sides, will occur. We have pointed this out 
ourselves On a number of occasions in the past. 


Senator Rattenbury: What do you feel brings about 
this instability of the construction industry? 


The Chairman: I wonder if I could just follow up on 
that line? I am not sure what actions you think the 
government should take in reference to the construction 
industry to remove this instability. 


Mr. Bell: Perhaps I could elaborate on that. There is a 
definite need for all three levels of government—because 
all three levels of government are involved in the con- 
struction industry in the public sector—to co-ordinate 
their policies for the purpose of bringing about a more 
stable demand growth in the construction industry. We 
have had very little stability in the construction industry 
because there has not been any effective planning by 
governments to ensure that what I would call demand 
growth for construction is put on a stable basis. Let me 
put it very bluntly. Until that is done, I do not think 
there is much the private parties in the construction 
industry can do that will be very effective. 


The Chairman: Let us assume for a moment that the 


- government did what you suggest and created, as far as 
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it could, stable conditions. What, in your judgment, is the 
obligation of the union movement? That comes back to 
my original question, giving cognizance to the point made 
by Dr. Crispo, that indeed the construction industry 
would never achieve stability until we get rid of the 
hiring hall, I think he said. 


Mr. Bell: I do not think the hiring hall is a very 
important problem at all. The point that my good friend 


_ John Crispo overlooks is the fact that most of the prob- 


lems that arise in the construction industry are due to 
the instability of that industry. The instability of that 
industry will continue as long as there are the severe ups 
and downs in demands for construction in this country. 


Senator Beaubien: What do the figures show? Do they 
show tremendous differences in construction from one 
year to another? 


Mr. Bell: Yes, and also during the same year as a 
matter of fact. The construction industry is very sensitive 
to ups and downs in the economy. One of the ways to 
bring about stability in the construction industry is to 
make sure that we have a more even type economic 
activity all round. Until that is ensured, the construction 
industry will be highly susceptible to this kind of overall 
economic instability that now exists. 


Senator Croll: Is a 10 to 15 per cent variation really 
that important? That is about all we have had, you know, 
in the past five years—about 117,000, or 90,000. Is it that 
important? Can that much cause so great a difficulty? 


Mr. Bell: I would say this, Senator Croll, that in so far 
as the internal points of pressure build up in our economy 
from time to time, they are probably to a large extent 
due to the volatility of the construction industry. 


Senator Beaubien: Is the Government building itself— 
because we are talking about Government intervention 
now. What can affect the private sector is the Govern- 
ment end of it. Of course, there are three levels of 
government. 


Mr. Bell: That is right, there are three levels of gov- 
ernment—federal, provincial and municipal. The public 
sector of the construction industry is very important. 


Senator Beaubien: Yes, of course it is. 


Mr. Bell: If the public sector of the construction indus- 
try could be stabilized, it would have a very important 
effect in so far as the overall construction industry is 
concerned. It can make a major contribution to eradicate 
what I call the specific points of pressure, bottlenecks and 
so on, that do build up in our economy and give rise to 
price and cost pressures. 


Senator Beaubien: Are you saying then, Mr. Bell, that 
if the private sector is building a lot, the Government 
should build less; and if the private sector goes down, the 
Government should take up the slack? Is that what you 
are saying? You are not thinking overall in that way? 


Mr. Bell: Not exactly in those terms. If the Govern- 
ment planned over a fairly considerable period of time— 
which the Government can do, much better actually than 
the private sector of the construction industry... 


Senator Beaubien: Yes? 


Mr. Bell: And if it planned its major construction 
projects over a fairly considerable period of time, and 
indicated that it was definitely going to stick to that kind 
of schedule, and when I say “government”, I mean all 
governments—this is where co-ordination of policies 
comes in... 


Senator Beaubien: It would be difficult, but I can see it. 
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Mr. Bell: It is difficult, but not impossible. Then I think 
that much of the price and cost pressures that arise from 
the construction industry could be averted. 


Senator Haig: What you are suggesting is a planned 
development, over a period of ten to fifteen years, of 
public works, in all fields. 


Mr. Bell: In fields of health, education, road building, 
all the things that come under the public sector for 
which governments at the three levels are responsible. 


Senator Rattenbury: I disagree with Mr. Bell in his 
statement that more government intervention is good for 
the country. Basically, I think we have too much govern- 
ment intervention now. If the economy is allowed to run 
the natural course of events, we would probably get 
further ahead faster. 


Mr. Bell: On this particular point, Senator Rattenbury, 
you said I said more government intervention in the 
economy. I was not talking about more government inter- 
vention in the economy. I was talking about the need for 
governments doing something about what they are 
already engaged in doing—that is, in the public sector of 
the construction industry—but doing it much better. 
Governments have not been efficient, on the whole. There 
are exceptions, but governments on the whole have not 
been efficient in planning their public expenditures in 
that important sector of the economy. That is all I am 
talking about. 


Senator Rattenbury: We have been talking long enough 
and we finally agree. I agree with that statement. 


Senator Grosari: Could I ask Mr. Bell if, in his opinion 
or judgment, business and industry have lived up to the 
commitments they made to the Young Commission? 


Mr. Bell: My answer to that is “no.” I would like to 
elaborate on that. One has to turn back to the February, 
1970 conference, where business and industry were 
represented—we were not—and the outcome of that con- 
ference in itself indicated that there would be no tangible 
fulfilment of the kind of things that the Prices and 
Incomes Commission wanted. The conference statement 
itself, as a matter of fact, indicated all kinds of exclu- 
sions, which we documented in our submission that year 
to the federal Government. 


Senator Haig: Did you boycott that conference or were 
you not invited? 


Mr. Bell: We were not invited, sir. 


Senator Grosari: My question was not whether the 
hopes of the commission were lived up to, but whether 
the commitments made by business and industry had 
been lived up to. 


Mr. Bell: There were really no commitments to be 
made at that particular point of time. 


Senator Grosart: There were no commitments made by 
business and industry? 
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Mr. Bell: There were no commitments to be fulfilled. 


Senator Grosart: Were they made, even if they were 
not to be fulfilled? Were all the papers in Canada wrong 
when they said—and Dr. Young himself said—business 
and industry had agreed to a 6 per cent ceiling? 


Mr. Bell: There was no such 6 per cent ceiling adhered 
to at that point in time. The 6 per cent ceiling was 
suggested four months after that conference. 


Senator Grosart: I am not talking about the conference. 
I am asking: at any time, after the setting up of the 
Young Commission, did business and industry make a 
commitment with respect to ceilings? 


Mr. Bell: I find no evidence of it. 
Senator Grosart: They never made it? 


Mr. Bell: First of all, the 6 per cent ceiling was not to 
apply to business; the 6 per cent ceiling was to apply to 
wages and salaries. 


Senator Grosart: I was not asking that. I am asking if 
business and industry made any commitments whatso- 
ever to the Young Commission. 


Mr. Bell: At that conference? 
Senator Grosart: At any time? 


Mr. Bell: I can only go on the basis of the conference 
itself. The conference statement contains their “lip com- 
mitments,’ which I have never taken very seriously. 


Senator Grosart: I am not asking you, Mr. Bell, wheth- 
er you took them seriously or not. I am asking you a 
simple question, whether, in your judgment, business and 
industry made any kind of a commitment whatsoever to 
the Young Commission. 


Mr. Bell: A verbal commitment. 


Senator Grosart: I said any kind—I did not say verbal, 
written or telegraphed. I am asking you: In your judg- 
ment, did business and industry make a commitment? 


Mr. Bell: They never carried out any commitment. 
Senator Grosart: That is not what I am asking. 
Senator Beaubien: That is an understatement, Mr. Bell. 


Mr. Bell: I cannot tell you, Senator Grosart, what they 
said to Dr. Young, the Chairman of the Prices and 
Incomes Commission. 


Senator Grosart: I am not asking you whether you can 
tell me. I am asking you whether, in your judgment, they 
did or did not make any commitment. 


Mr. Bell: My guess would be that they made no com- 
mitments—and if any commitment was made it was not 
carried out. 


Senator Grosart: Well, “They made no commitments, 
but if they did...”! 
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Mr. Bell: No meaningful commitment. I can promise to 
give you a million dollars... 


Senator Grosart: 
meaningful. 


The Chairman: I think, Mr. Bell, what Senator Grosart 
is saying is: Even if it was a commitment that might not 
or could not have been carried out. Was any commitment 
made by industry to the Prices and Incomes Commission? 
And it is my understanding that indeed a commitment 
was made. 


I am not asking whether it was 


Senator Grosart: If it was not, then the papers must be 
wrong or I do not know how to read English. 


Senator Croll: It is the second part of that, Senator 
Grosart. 


Senator Grosart: All right. We will leave it. I take it, 
then, what you say is that, as far as your judgment is 
concerned, business and industry made no commitment. 


Mr. Bell: I would just enlarge upon that by saying that 
business is so organized—or not organized, perhaps, is a 
more appropriate way of putting it—that individual busi- 
nessmen cannot make commitments on behalf of employ- 
ers in this country. 


Senator Grosari: They can, but they may not be able 
to carry them out. You are still not answering my ques- 
tion. However, I will leave it. I know why you are not 
answering it. I must say I do not find your answer, or 
your evasion of my question, very satisfactory, Mr. Bell. I 
am sorry to say that. 


Mr. Bell: To pursue this point, obviously we are not 
communicating very effectively. 


The Chairman: That is probably an understatement at 
this point, Mr. Bell. 


Mr. Bell: I cannot say whether or not a particular 
employer made a commitment because I was not there. I 
do not know. 


Senator Grosart: And you do not read the papers. 
That’s all right. 


Then on page 12 you make the statement, speaking of 
government anti-inflationary policies, that “they have 
had relatively little influence in checking inflation but 
have had tremendous economic and social cost.” Do you 
find that somewhat contradictory to the OECD statement 
that from the middle of 1969 to the middle of 1970 
Canada had the best record of cost control in the world? 


Mr. Bell: I do not find any conflict there at all. 


Senator Grosart: But you said it had little influence 
and the OECD says the influence was the best of 22 
OECD countries. 


Mr. Bell: I have said time and time again, perhaps ad 
nausam, that Canada’s rate of price increases has been 
extremely favourable—perhaps that is exaggerating a 
little but it has been quite favourable by comparison 
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with a number of industrialized countries, but that per- 
formance has not been the result of the application of 
these particular policies. I think if you want to measure 
the effect that these particular policies had on our price 
performance, you have to examine the price index before 
those policies were put into effect and after those policies 
had their run. If you examine, for example, the Consum- 
er Price Index, which may not be all that good a means 
of measurement, or if you look at the gross national 
product price index, you will find that the rate of decline 
in the increase in any of those indices was very small, 
and it may very well be, as a matter of fact, that the 
floating exchange rate that we went on had more to do 
with that small rate of price reduction than these par- 
ticular policies. 


Senator Grosart: We are not in the same time period. I 
am talking about mid-1969 to mid-1970 and I will give 
you the relative figures. You said you would like to rely 
on consumer price indices. In Canada it rose by 3.3 per 
cent, in Germany 4 per cent, United States, 5.8 per cent, 
France 6 per cent, Japan 6.2 per cent and the United 
Kingdom 6.7 per cent and so on. There is the evidence. 
And this was before the floating dollar. 


Mr. Bell: That is all right, but you are making a 
comparison between our rate of price increase and theirs. 
I am making a comparison between the rate of price 
increase in Canada before these policies were put into 
effect and after they were put into effect. And I find there 
has only been a relatively small rate of price reduction. 


Senator Grosart: But a moment ago you said we are 
influenced largely be external factors and I am giving 
you the record of the external factors in other countries 
who were not able to hold it down as we were able to 
hold it down. 


Mr. Bell: We had high unemployment. 


Senator Grosart: I am not talking about that. I am 
talking about the one statement that our anti-inflationary 
policies have had little influence in checking inflation. 


Mr. Bell: That is right. At the present time the rate of 
price increase on an annual average basis is 5.5 per cent. 


Senator Grosari: But here is the effect over a period, 
and we are not into that kind of thing yet. 


Mr. Bell: Oh, yes, we are. 


Senator Grosart: What is the current rate? What is the 
rate over the last year? 


Mr. Bell: For 1970? 


Senator Grosart: Would you give us the rate of the 
increase in the Consumer Price Index relating it to the 
anti-inflationary policies and show us what has 
happened. 


Mr. Bell: Our rate of price increases in 1969 if I 
remember correctly was 4.5 per cent. 


Senator Grosart: I have just given you the figure from 
mid-1969 to mid-1970 as 3.3 per cent. 
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Mr. Bell: In 1970 it was reduced to about 3.6 per cent, I 
think. Now one of the reasons why the Consumer Price 
Index came down as low as it did in 1970 was because 
between August of 1970 and December of 1970 the food 
prices declined by 44 per cent and the reason for that 
was primarily due to the supermarket price war. Now if 
you substract the food component from the Consumer 
Price Index, you will find that the rate of decline from 
1969 when these policies were really in effect was from 
about 4.5 per cent to about 3.8 per cent. 


Senator Grosart: But why pick that out of the 


aggregate? 


Mr. Bell: My point is that that is a very slight reduc- 
tion in the rate of price increase to pay for the very 
heavy economic and social costs. 


Senator Grosari: I am not arguing that point at all. I 
am questioning the accuracy of your statement. You have 
answered my question by giving me the figures and 
saying that the rate, even in the period when you say it 
was 5 or 6 per cent, was still the best in the world. 
However, I will leave that. And now I come to unemploy- 
ment. What do you see, Mr. Bell, from your experience, 
as the size percentage-wise of all incomes on inflation. 
What percentage would you say it accounts for? 


Mr. Bell: I don’t think that wages account for inflation 
any more than I think that business practices account for 
inflation. 


Senator Grosart: Are you saying that the level of 
incomes in a country such as Canada has no effect what- 
soever on inflation of prices? 


Mr. Bell: I have said time and time again that wages 
and other forms of income respond to the economic envi- 
ronment that obtains at a particular point of time. Wages 
are highly sensitive to economic conditions. 


Senator Grosart: I agree that they respond but I am 
asking if they are a causative factor in any way. 


Mr. Bell: They are not a causative factor and they are 
not an independent factor as many people think they are. 


The Chairman: I have a supplementary question on 
that. It has been put to us by many economists, Mr. Bell, 
that there is such a thing as cost-push inflation. Are you 
saying there is none? 


Mr. Bell: I think whatever cost-push inflation exists 
would have a very minimal influence on the overall 
inflationary rate that has taken place. 


Senator Grosart: Would that include profits? We were 
talking about incomes. Would you say that business prof- 
its had no effect on inflation? 


Mr. Bell: I would say at the most a very minimal 
effect. I just do not believe that private parties are physi- 
cally capable of creating an inflationary situation. They 
can-sustain it to a certain extent by the kind of response 
they make, admittedly, but they cannot create it. 


The Chairman: Why do you talk about bottlenecks? 
Mr. Bell: That is a different matter altogether. 
The Chairman: Is it a different matter? 


Mr. Bell: You can talk about bottlenecks in the labour 
market or about bottlenecks in the product and Service 
markets, and these bottlenecks undoubtedly do create a 
certain amount of inflationary pressures. These bottle- 
necks that exist have existed all along, even when the 
overall rate of price performance has been quite good. 

I come back to the point that in so far as it is 
necessary to iron out bottlenecks in product and labour 
markets, they do give rise to occasional inflationary pres- 
sures. All these particular policies, special supply and 
complementary policies, could probably be effective in 
avoiding that kind of thing. We are dealing with an 
inflationary situation which is to a very large extent 
beyond the control of those, or of any of our other 
domestic policies, because most of the inflation comes 
from abroad. Because we are a highly exposed open 
economy it is virtually impossible to deal with that kind 
of situation. 


Senator Grosart: From the evidence that we have had 
here, and from what I have heard elsewhere, I am 
inclined to agree with Mr. Bell that any kind of an 
incomes policy, whether mandatory, voluntary, general or 
selective, is not practicable in Canada at the present 
time. Like Senator Rattenbury, I am having a little dif- 
ficulty in following Mr. Bell’s reasoning, although I have 
read his brief carefully. However, I will go back and read 
the Economic Council’s Third Report, which I have not 
read for quite a while. 


Senator Croll: If it is not labour or industry, and only 
some of it is imported, who is causing all the inflation in 
this country? 


Mr. Bell: To a very large extent the inflation that we 
have experienced in the last few years has been imported 
inflation. In 1965 the economy of the United States was 
operating pretty close to potential at a time when the 
Johnson administration made a critical decision. I am not 
arguing the merits or demerits of the Vietnam war, 
because I do not wish to get into that subject, but at that 


point in time, which was July, 1965, the decision was 


made to escalate America’s commitment in the Vietnam 
war. 

As you will recall, at that time the United States had 
relatively few troops involved in the war. The decision 
was then made to increase very substantially America’s 
fighting commitment in the war, at a time when the 
American economy was operating at very close to its 
potential. 

Economists within and outside the administration 
argued that some fiscal measures should have been 
adopted in order to offset those substantially increased 
expenditures associated with the military commitment. 
They were arguing a 10 per cent surtax, or whatever it 
was. The administration refused to do this, presumably 
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because an increase in taxes is never a politically popular 
thing to do. 


The Johnson administration placed that tax before 
Congress, if I recall correctly, in August, 1965, but Con- 
gress was reluctant to implement it and it did not go into 
effect until July 1, 1968, which was exactly three years 
after this large increase in military expenditures had 
begun. It was far too late. The inflationary forces had 
already—long since, in fact—begun to work, and then, 
because of the close economic interrelations that we have 
with the American economy, they pervaded our economy 
as well. 


In my view, and it is one shared by many others, it 
was a mistake that precipitated the kind of inflation that 
we have sustained. That does not explain all of our 
inflation, but it does explain a large part of it. Had other 
offsetting measures been introduced in the United States 
at that time, I do not think we would be sitting here 
today discussing inflation. 


Senator Croll: Earlier you said there was a lack of 
understanding in this country of the cause of inflationary 
tendencies in this country, that people who were respon- 
sible did not catch the point that you made a few 
minutes ago, or did not understand it. The Government 
has called upon the best possible people it can obtain— 
we have heard many of them here—as did the United 

tates Government. The President had the capacity to 
call on very many people. Yet at the present time, when 
we find ourselves in this unusual predicament, do you 
seriously suggest that we can get out of it by policies 
dealing with supply and labour mobility, training man- 
power, and bottlenecks—that that is the answer to our 
present problems? 


Mr. Bell: No. I did not suggest that, Senator Croll. 1 
said that where inflationary pressures arise in broad 
sectors of our economy, as a result of bottlenecks et 
cetera, that these policies could be effective in avoiding 
that kind of situation from developing. But these policies 
could not be effective any more than any of our major 
economic stabilization policies, fiscal and monetary, could 
be effective in dealing with a universal inflation. 


Senator Croll: I have one further question. Mr. Bell, be 
practical. Tell us an instance of the bottlenecks you refer 
to. 


Mr. Bell: I am thinking in terms of bottlenecks, for 
example, in labour markets. You get bottlenecks in 
labour markets where you have an imbalance in supply 
and demand for labour in those particular markets. There 
may be a demand on the part of employers for skilled 
Manpower that is simply not available in a particular 
labour market. That will have a tendency to artificially 
-Taise wages unless something is done. We need a policy— 
and here I am speaking specifically of manpower and 
labour market policies—that would prevent that situation 
from arising, that would prevent that kind of cost pres- 
sure from arising. The same could be said about product 
‘markets where bottlenecks exist. 


Senator Laird: I notice with interest that your Presi- 
dent, Donald MacDonald, suggested, according to yester- 
day’s newspaper, that one means of creating employment 
would be to lower the rate of personal income tax and do 
away with surtax. I assume that you agree with that 
proposition. What would you say about going the whole 
hog and lowering the corporate tax as a means of creat- 
ing employment? 


Mr. Bell: We suggested a reduction in income taxes in 
the lower income brackets; that is not an across-the- 
board proposition. 


Senator Laird: Why not? 


Mr. Bell: There is a good social reason, but I will 
concentrate on the economic reason because we are 
speaking in an economic context. 


With regard to the unemployment problem, those in 
the lower income bracket who receive additional income 
in the form of an income tax reduction have a greater 
propensity to spend money, which would be a quicker 
and more effective means of bringing about an increase 
in employment. This is a short-term type of 
proposition. . 


Senator Laird: I realize that. 


Mr. Bell ...as distinguished from long-term means of 
dealing with the unemployment problem. 


Senator Laird: But by the same reasoning could you 
not attract more money for productivity by lowering the 
corporate rate of tax? 


Mr. Bell: No, because at present we have considerable 
under-utilized plant capacity. More purchasing power is 
required in the hands of consumers with the greatest 
propensity to spend. This would increase the demand for 
goods and services with, in turn, a stimulating effect not 
only in creating employment but increasing the utiliza- 
tion of capacity of plants. 


Senator Laird: Then do you agree that in all likelihood 
that would create an inflationary pressure? 


Mr. Bell: No, I do not, for this reason, we have too 
much slack in the economy. Because of that I do not 
believe this would have any significant influence on 
prices. As long as our economy is operating as it is, well 
under potential, we do not risk much danger in that 
direction. 


Senator Laird: Again in connection with the problem 
of inflation, there is a fairly substantial segment of socie- 
ty which lives on fixed incomes. You dealt with that 
particular group in so far as you mentioned old age 
pensions and so on from Government sources. What 
about the group of thrifty people who have managed to 
save enough upon which they hope to be able to live for 
the remainder of their lives? 


Mr. Bell: You have to make a value judgment, as I do 
here. That judgment is that those who are dependent on 
social security in the form of pensions, unemployment 


14:16 


insurance benefits, and so on, or those whose income is 
below subsistence levels, should be relieved by cost of 
living adjustments. I do not think it is necessary to 
protect those who do not need the protection. 


Senator Laird: Yes, but those I have mentioned cer- 
tainly do need protection, which they can only obtain 
from additional Government funds. How do we raise 
those additional Government funds? 


Mr. Bell: As I say, senator, these adjustments could be 
financed by higher tax revenues which automatically 
flow to governments when the economy is operating at or 
close to potential. All three levels of government have 
lost hundreds of millions of dollars in tax revenues 
because the economy has been operating well below 
potential. 


Senator Laird: I am afraid that still does not answer 
the problem of the person on low fixed income, so I will 
pass. 


The Chairman: Mr. Bell says he makes a value judg- 
ment between those on low fixed incomes and those who 
have savings. At page 13 he says there should be some 
form of subsidy for those on low fixed incomes and it 
should come from tax revenues derived from full 
employment policies. 


Senator Laird: I have already read what was said and 
realize it would come from increased taxation. 


The Chairman: No, in fairness to the witness, he is not 
suggesting increased taxation but the rate being the same 
and in fact being reduced in certain cases. By virtue of 
the economy being at full potential the tax revenue 
would increase. 


Senator Laird: Somehow or other it never seems to 
work that way. 


Senator Rattenbury: No. 


Dr. James Gillies, Study Director: There is a body of 
thought among economists that inflation goes through 
two stages, excess demand and rising prices. There is also 
the view that as time goes by the causes of inflation shift 
because higher incomes are needed to meet higher prices. 


This results in wage increases higher than increases in ~ 


productivity. Do I understand you essentially reject the 
idea that there can be cost-push? 


Mr. Bell: No, I did not say that, Dr. Gillies. There can 
be at particular stages of the business cycle. 


Dr. Gillies: Do you think we are in that stage now? 


Mr. Bell: I think that there may be some of this. It is 
extremely difficult to measure. If you are referring, as I 
suspect you are, to the fact that some wage settlements 
are in excess of productivity increases, my observation is 
that whenever we go through a phase such as we have 
recently, wages do begin to catch up and take the lead. 
They take the lead over profits in the early part of the 
business cycle. In the early part of 1961, when we started 
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to get out of the trough, wages for a long time lagged 
well behind profits and other forms of income. This has 
been well documented by the recent OECD report. As a 
matter of fact, one of the reasons I do not favour an 
incomes policy is precisely because whenever one is 
applied, depending on what part of the business cycle we 
are going through, it can unfairly lock in some forms of 
income. I think this was one of the greatest criticisms— 
not the greatest but one of the major criticisms—that 
could be made against an incomes policy. 

To get back to your point, the fact that wages now are 
climbing faster, is nothing more than the way the tradi- 
tional business cycle has always functioned. In the early 
part of that business cycle, wages lagged far behind, but 
this is the way the system works, and we are not respon- 
sible for the system. 


Dr. Gillies: Would you not think that there may well 
now be in the economy considerable cost-push inflation, 
particularly in hospitals, education, the service trades? 
Therefore, my question is, would it be truly inequitable— 
it would have some inequity, but what would your posi- 
tion be about having an incomes policy that is a freeze, 
so that we have time to work out the bottlenecks and 
other signs that are now in the economy? If we just froze 
things, could you argue that that would be terribly ine- 
quitable—to give time to work through some of the bottle- 
necks in the labour force and problems which you are 
suggesting are causing inflation? 


Mr. Bell: I do not think it would work, in the first 
place, because as I have said I guess ad nauseam by now, 
an incomes policy will not work. But, just for the sake of 
argument, if we assume that people would accept an 
incomes policy, to do the kind of thing... 


Dr. Gillies: A freeze, just a freeze. 


Mr. Bell: I do not think they would accept it, but this, 
to my way of thinking, would be a very unfair way of 
going about dealing with these particular bottlenecks that 
you have just alluded to. It would mean freezing—to use 
your own term—wages and salaries of many people, at 
the very time when they had been lagging behind. 


Dr. Gillies: Yes, but I thought the point was that they 
had caught up. 


Mr. Bell: In other words, the implication of this kind of 
approach is to impose sacrifices on all kinds of people 
who had not had a chance of catching up. Therefore, 
again I come back to the point, that any attempt to apply 
an incomes policy is inherently inequitable. 

I make the same argument against the so-called man- 
datory selective wage and price controls. Without doubt, 
that kind of proposition is the most inequitable of all, 
because in effect we would be asking certain people, 
certain economic segments, to accept sacrifices on behalf 
of the rest of us. 


Dr. Gillies: I do not wish to argue against my convic- 
tions, but I am troubled by this, because what you are 
saying is that we are now getting wage increases greater 
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than producivity; that this is an inflationary force in the 
economy; that we can only stop inflation of this type 
through structural changes in the economy. But I do not 
see that that is going to happen in the short run, so I 
guess you are saying we must live with inflation for quite 
a while. 


Mr. Bell: I do not think these are having, though, any 
significant effect on inflation movement within Canada. 
That is my first premise. 

With respect to the domestic pressure points, we do not 
know too much about them, admittedly, and we do not 
have enough data really to make any certain judgment 
on them or on what their significance is; but I would 
venture to say that they have only a relatively small 
effect on the over-all inflation rate in this country, and I 
think that by adopting policies of that kind we would 
create more problems than we would solve. 


Senator Kinnear: Mr. Chairman, in the first place Mr. 
Bell said that 3 per cent of new people are coming into 
the labour force in Canada, whereas “much less” were 
coming in in other western countries. How much is 
“much less’? I like to be specific. 


Mr. Bell: It will be around 1 per cent, on the average, 
increase. 


Senator Kinnear: That is not much. In the last para- 
graph on page 10 of your submission I found the lan- 
guage difficult to follow. I should like you to explain 
every bit of it in simple language and to name just who 
the “some” are that you refer to. You use that word 
“some” quite freely. You say that: 

it would seem to be overlooked by some that people 
in the Canadian labour force are quite intelligent. 


Mr. Bell: I was referring specifically to the Prices 
and Incomes Commission. They were responsible for 
levying the so-called 6 per cent wage and _ salary 
guidelines. 


Senator Kinnear: I thought that was a _ strange 
sentence: 
It would seem to be overlooked by some that people 
in the Canadian Labour force are quite intelligent. 

Most people in most places are intelligent. 

According to an article in the Ottawa Citizen for today, 
June 1, Sidney Weintraub of the University of Pennsyl- 
vania, who has been a visiting professor at the University 
of Waterloo for the past year, would seem to be in 
disagreement with you, Mr. Bell. For example, you were 
talking about housing and numbers of houses, and in that 
connection there is in this article a quotation attributed 
to Sidney Weintraub which reads as follows: 

For to cut the total (of unemployed) in half, to 
about 350,000 for all of Canada, would have involved 
some 35,000 new houses and about 750 new public 
works expenditures in the $1-million range, or some 
equivalent plant and office construction. For Quebec, 
figures of about one-third of these are entailed. 
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When he said that Professor Weintraub was speaking 
in Montreal. I will just finish the quotation: 

Prof. Weintraub said modern wage-based inflation 
derives partly from the strength of unions, partly 
from the fact that high unemployment no longer 
depresses wages, partly from the fact that substantial 
immigration no longer exerts as much restraint on 
inflation, and above all from the material hopes of 
people in an age of affluence. 

Would you comment on that, please, Mr. Bell—because 
it seems to me that that is in direct opposition to your 
way of thinking. 


Mr. Bell: Could you just refer to the first point again? 
Senator Kinnear: I can give it to you. 


The Chairman: You are referring to the first para- 
graph? 


Senator Kinnear: To the last two paragraphs. 


Mr. Bell: Well, he says: 

“When one considers the magnitude of the prob- 
lem, of the relatively small economic effort required 
to eliminate Quebec’s unemployment, for example, 
one can only express some distress and ask: Why is 
not more being done?” 


I think, insofar as our policy-makers are concerned, 
that why more has not been done is because they have 
this phobia about inflation. 


Senator Kinnear: I know that. But if you read the 
heading, you will see he is telling us how well Canada 
has done. However, I am asking about the last two 
paragraphs. 


Mr. Bell: That is where he says: 


For to cut the total (of unemployed) in half, to about 
350,000 for all of Canada, would have involved some 
35,000 new houses and about 750 new public works 
expenditures in the $1-million range, or some 
equivalent plant and office construction. 


Senator Kinnear: Then he tells how he thinks inflation 
occurs, and that is what I want you to read. 


Mr. Bell: And the last paragraph: 


“Prof. Weintraub said modern wage-based inflation 
derives partly from the strength of unions, partly 
from the fact that high unemployment no longer 
depresses wages, partly from the fact that substantial 
immigration no longer exerts as much restraint on 
inflation, and above all from the material hopes of 
people in an age of affluence.” 


I disagree with this analysis, for the reasons I have 
already given to the committee. 


Senator Kinnear: We are having contradictory evi- 
dence all the time from witnesses and it is hard for me to 
choose which is right. It is hard to decide whether you or 
Professor Weintraub is right. I have my own ideas, but I 
do not have to give them here. 
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Senator Croll: Did I hear anything about corporates in 
there? 


Mr. Bell: There is no reference to corporates. 


Senator Inman: Has the multiplicity of welfare pro- 
grams and policies any effect on the economy of a coun- 
try such as we have with 20 million people? 


Mr. Bell: You say the duplicity of welfare programs? 
Senator Inman: Of welfare programs and costs. 


Mr. Bell: I have long been of the view that insofar as 
our welfare programs are concerned, they should be far 
better organized than they are. That is a very popular 
view and I do not think many people would disagree 
with it. They could be much more efficiently and effec- 
tively implemented than they have been to date. 


Senator Inman: But can you tell me what effect it has 
on the economy? 


Mr. Bell: Insofar as inflation is concerned, I think we 
are spending dollars through some degree of duplicity 
that could be more effectively spent to help more people 
than are being aided at the present time. Let me say this; 
I do not think that doing the things we need to do in this 
country to aid distressed people is going to have a signifi- 
cant inflationary effect. That is precisely the point I 
would like to make on that. 


Senator Kickham: Do you support the Canadian labour 
unions’ demands for an hourly rate of wages equal to 
that received by their counterparts in the United States? 


Mr. Bell: You mean wage parity? 
Senator Kickham: Yes. 


Mr. Bell: I think in those particular industries that 
have sought wage parity, there is justification on the 
grounds that the productivity in those industries is com- 
parable to productivity in their counterparts in the 
United States, so I see no reason to oppose it. 


Senator Kickham: From my reading of the subject, I 
see that the Canadian worker does not produce on a par 
with the United States worker, on a per unit basis. Is 
that correct? 


Mr. Bell: On an overall basis? 


Senator Kickham: On a per unit basis. 


The Chairman: What the witness was saying was that 
there should be parity in those industries where produc- 
tivity is the same. 


Senator Kickham: My question is that if there is dis- 
parity in one industry, naturally all members of Canadi- 
an labour unions would naturally want the same wage 
rate per hour. 


Mr. Bell: I do not think there is any problem there. 
They would not get it. Do not look at the union bargain- 
ing structure as homogencus; it is not. The bargaining 


power of unions differs very considerably from one union 
to another. Industries which have sought wage parity 
have been very high productivity industries, and conse- 
quently there is justification for that kind of demand. I 
do not see any reason for opposing it. 


Senator Kickham: Are you worried at all that the 
demands from Canadian labour unions are excessive and 
that we are placing ourselves at a disadvantage on world 
competitive markets? 


Mr. Bell: I do not regard them as excessive or as 
threatening. 


Senator Kickham: Some industries have been subsi- 
dized to compete with the clothing manufacturing indus- 
try in England and Japan. We must subsidize, otherwise 
industries in Canada will go out of existence. 


Mr. Bell: We have to make a distinction between 
demands. Demands may not be excessive; you may have 
all kinds of demands that may be excessive. The impor- 
tant point is wage settlement. 


Senator Kickham: Wage demands are excessive and 
are jeopardizing many of our Canadian industries. Our 
labour unions are killing the hen that lays the golden 
eggs. 


Mr. Bell: What evidence do you have of that? 


Senator Kickham: The evidence is that many of our 
industries are in a very dangerous situation competitively 
in world markets. 


Mr. Bell: I must refer you to the fact that in the past 
few years we have had a tremendous upsurge of exports 
in relation to our imports. The result is that for some 
time we have had a very favourable international bal- 
ance of payments position. 


Senator Kickham: You are more or less downgrading 
our economy. There have been tremendous mistakes 
made. You are now contradicting yourself. I think we are 
doing very well economically. 


Mr. Bell: I have said time and time again elsewhere 
that I find it extremely difficult to justify policies to fight 
inflation when we have not had any balance of payments 


‘problem, when we have had no problems with our 


exports, and when, on the contrary, we have had a very 
favourable export position. 


Senator Kickham: That is because of the Government’s 
having contributed thousands of dollars to research pro- 
jects emanating from universities. We have had large 
contributions from the Government and we have highly 
sophisticated mechanical and automatic equipment. Many 
union members are deprived of work because of this 
sophisticated equipment. That situation will remain for 
many years to come and we should reduce tax incentives 
for mechanized and automated equipment. That would be 
one method of giving our people employment. 

You mentioned that the reason for the consumer price 
index moving downwards was because of the develop- 
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ments in the supermarkets. Coming from a farm, my 
contention is that it is because of farm food prices. 
Dressed pork from Canada Packers and Swift’s went 
from 18 cents to 214 cents per pound. Lower prices to 
farmers is the cause of lower prices of food. You are 
billed as an economist and should be versed in all those 
things. 


Mr. Bell: I am fully appreciative of the situation in 
which primary producers find themselves. 


Senator Kickham: Would you like to see a copy of this 
statement? 


Mr. Bell: Yes. 
Senator Kickham: I will send you a photostatic copy. 


Senator Croll; What industry in this country has 


parity? 
My. Beli: I do not believe there is one. 
Senator Croll: Of course there is not. 


Senator Inman: I learned the day before yesterday that 
our exports have fallen off. 


Mr. Bell: I was speaking of our overall export situa- 
tion, which has been very, very favourable and continues 
to be favourable. 


The Chairman: Mr. Bell, you say that the floating rate 
of exchange has not been effective in insulating us from 
inflation from the United States or the world market, 
although it has had an effect of lowering our price level; 
is that correct? 


Mr. Bell: I did not say that our floating rate of 
exchange had not been effective. I think that our floating 
rate, which went into effect a year ago, has probably 
been more effective in bringing about a reduction in the 
rate of price increases than anything else. 


The Chairman: In your judgment, does the floating rate 
insulate us from world inflation? 


Mr. Bell: No, it does not insulate us, but I think that it 
provides us with a better means of dealing with inflation 
than a fixed exchange rate. It gives us a more independ- 
ent monetary policy and makes our stabilization policies 
more effective in dealing with inflation than if we were 
at a fixed rate. 


The Chairman: Does it insulate us from world 


inflation? 
Mr. Bell: No. 


The Chairman: Then you say that we are the subject 
of world inflation? 


Mr. Bell: Right. 


The Chairman: You also state that in the latter stages 
of a demand-pull inflation caused by world inflation we 


have a cost-push inflation, but that we should not. use. 
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any temporary freeze or incomes policies to control that. 
We should actually accept that inflation and build in 
safeguards against its depredations. 

We have not had a meeting in which I failed to men- 
tion the Phillips curve, so I want to keep up my score. 
Would we not, in effect, move the Phillips curve away 
from zero? Would not we create a very devastating 
trade-off? In fact, would we not have to suffer an infla- 
tion of expectations that would really be crushing?—that 
is, if I follow your reasoning. We have had economists 
before us who say, “Ah, but we can do this. Here are the 
short-range options we have open.” What you say is that 
we have 28 pages of very long-range options proposed by 
the Economic Council, but that we have no short-range 
options open at all; the floating exchange rate is not 
effective to control the importation of inflation; the poli- 
cies of the Government can only be used to increase 
unemployment, and therefore they are not effective to 
combat that inflation, so the Government’s policies 
cannot be used to control inflation; and you say that we 
should not use incomes policies. It seems to me that then 
you will create a situation in which you get an inflation 
that you cannot control at all, and you have no real 
policies for controlling it. 


Mr. Bell: There are no effective short-run policies for 
dealing with an inflation that is largely outside our con- 
trol. That is the main point I want to make. Once infla- 
tion has been reduced in the outside world, primarily in 
the United States, then we ourselves will come under 
control. 


The Chairman: Could you repeat that last sentence? 


Mr. Bell: Once inflation has been curbed in the outside 
world, primarily in the United States—in other words, 
once we are no longer exposed to this universal infla- 
tion—then we will come under control. But, as I said 
before, our policies, whether we are talking about fiscal 
or monetary policies, or any other policies that one cares 
to mention, are relatively ineffective in dealing with an 
inflation that is to a large extent a universal inflation. If I 
may again repeat myself, this is because we are a very 
highly exposed economy. To emphasize the policies we 
have emphasized in the past would simply, I think, result 
in the creation of more unemployment, without having 
any effect on the price side. 


The Chairman: I understand that, but then you have 
policies for insulating the economy against the effects of 
inflation. You say that we do not have policies to control 
what is essentially a world-wide inflation. 


Mr. Bell: Apart from those inflationary pressures that 
may arise in particular sectors of the economy, and that 
is why emphasis has been placed upon these supply 
policies to deal with these particular pressures that arise 
from time to time. But, then again, as I said, they can 
deal only with relatively small domestic inflationary 
pressures; they are not going to touch those inflationary 
pressures that are imported from abroad. 


The Chairman: I understand that, Mr. Bell, but you go 
on to say in your penultimate paragraph; 
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We should have expansionary policies which are 
geared to the longer-term potential growth rate of 
the economy, and turn our back on erratic “stop and 
go” policies which invariably are implemented in 
this country. We should ensure that the principal 
sufferers of inflation are protected by cost-of-living 
adjustments— 

and so on. Your policies are directed towards an economy 

that is essentially inflationary in nature. 


Mr. Bell: I do not agree that our economy is essentially 
inflationary in nature. I do not agree with that at all. In 
reference to the penultimate paragraph, Mr. Chairman, 
that reference is spelled out in terms of developing poli- 
cies that will be geared to the longer-term potential 
output of our economy. We have not discussed unwise 
use of fiscal and monetary policies in the earlier years 
that were not geared—and have not been geared, as a 
matter of fact—to the longer-term potential output and 
which, because of that, resulted in creating certain 
inflationary pressures within this country. 


Dr. Gillies: As a supplementary, do I understand prop- 
erly that, if there is worldwide inflation, even with the 
use of the most farsighted and best monetary and fiscal 
policies, in your view we would still have inflation within 
this economy—if there is worldwide inflation? 


Mr. Bell: If there is worldwide inflation, given the fact 
that we are a highly exposed economy, then we are going 
to have inflation. That is all there is to it. I say the same 
thing for the European countries too, because they are 
not as closely inter-related economically with the United 
States, nevertheless when the United States is in an 
inflationary situation they too, like us, will suffer as a 
result. 


Dr. Gillies: This is a question of fact to which I do not 
know the answer. Were the average weekly earnings of 
the labour force in Canada higher or lower in March, 
1971 than they were in March, 1970? 


Mr. Bell: They were higher. I have not the figures here. 


Dr. Gillies: I cannot recall the figures. If they were 
higher, what I am puzzled about is: Why is it, with such 
an increase in unemployment, that wages have not come 
down? 


Mr. Bell: They are coming down. 
Dr. Gillies: But they have not come down, as yet. 


Mr. Bell: They may not be coming down as fast as 
some people would like. If one looks at the base rates, 
which are compiled by the Department of Labour, and 
these are base rates for companies of 500 employees and 
over, they have been coming down since the third quar- 
ter of 1970. 


The Chairman: A number of the economists we have 
had here have been terribly concerned about what they 
call price expectations. That is, if the public at large 
accept the expectation of price increases, they will react 
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accordingly, to protect themselves. How do you view 
such an outlook? 


Mr. Bell: I think there are some people like that. It is 
very difficult to measure. This is the theory, and I accept 
the fact that there is possibly something in the theory, 
but it is very difficult to say just how much weight 
should be attached to it. 


The Chairman: If there is such a thing as price expec- 
tation, what in your policy would tend to control those 
expectations? 


Mr. Bell: In my policy, or the Government’s policy? 


The Chairman: Your policy? We are going to have 
witnesses from the Government, to ask them what their 
policy is. 


Mr. Bell: To the extent that we are capable—I am 
repeating myself ad nauseam here—of dealing with those 
pressures in the economy, the bottlenecks we were talk- 
ing about before, that do give rise to some inflationary 
pressures—I have to emphasize that once universal infla- 
tion does come under some control, and it is beginning to 
appear to be coming under some control—this will have 
a much more important influence with regard to the 
whole question of price expectations than anything we 
can propose here. 


The Chairman: I am not very far away from you, 
except that I do not know who brings this universal 
inflation under control. 


Mr. Bell: Well, I do. 


The Chairman: You say that the Canadian Government 
can do nothing about it, except from a very long-range 
point of view. Well, which government is it that does 
something about this? 


Mr. Bell: As a matter of fact, you had expert evidence 
presented to you by Harry Johnson on precisely this 
point the other day. 


The Chairman: The evidence that was presented to us 
by Dr. Johnson was that by accepting a floating exchange 
rate Canada could insulate its economy against outside 
influences and could pursue an independent policy. That 
argument is in complete contrast to your argument. 


Mr. Bell: I am surprised that he would put it that 
strongly. A floating exchange rate is certainly a very 
useful device in helping to insulate ourselves from some 
of these strong inflationary pressures abroad, but I do not 
think that in itself it is the sole solution to the problem. 


The Chairman: I do not say that Dr. Johnson suggested 
it as the sole solution. He suggested that it did insulate 
the Canadian economy. 


Mr. Bell: To a certain extent. 


The Chairman: And then allowed Canadian policy to 
be effective in order to create the conditions that were 
desirable. But what you say is that even with a floating 
exchange rate, while you may make policies a little more 
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effective, you still are the subject of imported inflation, 
and there is nothing you can do about that, so why not 
relax and live with it. It seems to me that such a policy 
would raise expectations to the point where you would 
have a pretty frightening trade-off after a while. 


Mr. Bell: I disagree with that. With all due respect, you 
are attaching too much weight to price expectations in 


terms of their generating significant inflationary 
pressures. 

The Chairman: You do not think they are terribly 
important? 


Mr. Bell: No. As I said before, they may have some 
effect, but I do not think the effect is all that important. 


Senator Beaubien: Mr. Bell, on the question of expec- 
tations and outside influences, did you realize that this 
morning it was announced that Alcoa signed a contract, 
as did Kaiser Aluminum, which is more inflationary than 
the 31 per cent that was granted to the canning industry 
at the beginning of this year? It was in the Wall Street 
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Journal this morning, so there is an increase of over 30 
per cent in the aluminum industry. That, of course, is 
bound to have an infiuence here. 


The Chairman: I do not think that Mr. Bell has a 
comment on that. 


Mr. Bell: I would have to look into that. 


The Chairman: Are there any further questions, 
honourable senators? 


Mr. Bell, on behalf of the honourable senators, I would 
like to thank you very much for acting as our witness 
today and giving us the benefit of your views. I am not 
certain that your views have been greeted with unanimity 
and, as you are aware, senators did not rise to their 
feet and cheer when you made some of the statements 
you made. Nevertheless, you have contributed greatly to 
the work of this committee and we thank you very much. 


The committee adjourned. 
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UNIVERSITY OF TORONTO 
Centre for Industrial Relations 
Office of the director 

Toronto 5, Ontario 

May 26, 1971 


Douglas D. Everett, Esq. 

Chairman 

Standing Senate Committee on National Finance 
140 Wellington Street, Room 403 

Ottawa, Ontario 

Dear Senator Everett: 


In my appearance before your Committee, you may 
recall that Senator Maurice Lamontagne challenged my 
assertion that the Federal Government’s fiscal policies 
were too loose during the mid and late nineteen-sixties. I 
was, and remain, disturbed by his inferences and 
implications, and promised at the time to try to clarify 
our differences. Although I now have even more reason 
to doubt that this is possible, I shall endeavour to do so. 


Our conflicting interpretations arise partly, if not 
largely, from the different ways in which one can assess 
the budgetary position of the Federal Government. In 
this sense, it is rather like the situation with respect to 
the measurement of unemployment, where at least two 
sets of figures are available, with many groups and 
individuals stressing only those figures that give the most 
aid and comfort to their point of view. 

With respect to the Government’s budgetary position, 
one can obviously treat the various levels of government 
as separate entities or combine them in some way. 
Beyond this form of selectivity, there are essentially two 
ways in which one can assess the over-all budgetary 
situation at one or more levels of government. Histori- 
cally, government budgets have, more often than not, 
been assessed on a national accounts basis. More recent- 
ly, emphasis has also been given to a cash flow form of 
analysis, focusing on actual inflows and outflows. The 
latter approach may, of course, also be visualized from a 
full-employment point of view, in which case the govern- 
ment’s net cash flow is expected to be in a deficit or a 
surplus position, depending on what is appropriate to 
offset developments in the private sector of the economy 
in order to ensure reasonably complete utilization of the 
labour force. 


It should be added that each of these methods of 
government budgetary accounting is further complicated 
when such major variables as contributions and benefits 
expended under the Canada and Quebec pension plans 
are taken into consideration. I doubt that the implications 
of including such variables in the Government’s budget- 
ary accounting are yet fully appreciated, although they 
may have some profound ramifications. 


Rather than elaborate further by correspondence on 
these various approaches to the impact of the Govern- 
ment’s budget, I would like to take advantage of a 
suggestion I made to the Committee at the time of my 
presentation. On June 8th next you are scheduled to hear 
a brief by a group from the Institute for Policy Analysis 
at the University of Toronto, who are much more conver- 
sant with these matters than I. On checking with them, I 
have learned that they will be dealing with these issues, 
and I would urge you to take full advantage of that 
occasion to clarify the questions involved. 


Speaking only for myself, but having checked my 
views with many colleagues, I stand firmly behind my 
assertion that the Federal Government’s fiscal (and 
monetary) policies were inappropriate during the mid 
and late sixties. However you measure the Government’s 
fiscal position at that time, it was clearly not exercising 
sufficient restraint on the economy, thus enabling it to 
gather too much steam. I said before your Committee, 
and I repeat, that this shortcoming in the Government’s 
fiscal management of the economy had as much to do 
with the ensuing inflation as anything else. 

While I am writing, I should clarify at least one other 
point. During my testimony I was guilty of misconstruing 
the position of the Prices and Incomes Commission with 
respect to a study which I undertook for them. Apparent- 
ly they are still seriously contemplating the publication 
of the study, and are now awaiting the final draft, which 
I was not rushing because I thought they had lost inter- 
est. This was a misinterpretation on my part, and I 
apologize to your Committee and to the Commission for 
the unfair innuendo I left in the wake of my testimony. 

I would appreciate it if this letter could be included in 
the official record of your proceedings. 

Best of luck to you and your Committee in its continu- 
ing deliberations! 

Warmest personal regards. 

Yours sincerely, 

John Crispo 
Director 


Published under authority of the Senate by the Queen’s Printer for Canada 


Available from Information Canada, Ottawa, Canada. 


a 


Pub lication 


THIRD SESSION—TWENTY-EIGHTH PARLIAMENT 
1970-71 


THE SENATE OF CANADA 


PROCEEDINGS 
OF THE 
STANDING SENATE COMMITTEE ON 


NATIONAL FINANCE 


The Honourable DOUGLAS D. EVERETT, Chairman 


No. 15 


WEDNESDAY, JUNE 2, 1971 


Twelfth Proceedings on the Question of 
Growth, Employment and Price Stability 


ws 


(Witnesses:—See Minutes of Proceedings) et 


23881—1 


STANDING SENATE COMMITTEE ON 
NATIONAL FINANCE 


The Honourable Douglas D. Everett, Chairman 


The Honourable Senators: 


Aird Kinley 
Beaubien Laird 
Benidickson Langlois 
Bourget Manning 
Bourque *Martin 
Croll McDonald 
Desruisseaux McLean 
Everett Méthot 
*Flynn Molson 
Fournier (Madawaska- Nichol 
Restigouche) O’Leary 
Gélinas Paterson 
Grosart Phillips 
Hays Sparrow 
Isnor Walker— (27). 


(Quorum 7) 
*Ka officio Member 


Orders of Reference 


Extract from the Minutes of Proceedings of Tuesday, 
March 9th 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, PC.: 

That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 

The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Wednes- 
day, March 17th, 1971: 


“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 


may be necessary for the purposes of its examination: 


and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Wednes- 
day, April 28th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infia- 
tion; and 

Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
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said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Tuesday, 
May 4, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relation thereto. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 


Los, 


Minutes of Proceedings 


Wednesday, June 2nd, 1971. 
(15) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
10.00 a.m. to consider the Question of Growth, Employ- 
ment and Price Stability. 

Present: The Honourable Senators Everett (Chairman), 
Beaubien, Desruisseaux, Isnor, Laird, Langlois, Methot, 
Molson and Nichol. (9) 

Also present but not of the Committee: The Honoura- 


ble Senators Cameron, Denis, Inman, Kinnear, McElman, 
McGrand, McNamara, Rattenbury, Smith and Thompson. 
(10) 

In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics; Mr. David 
McQueen, Economic Consultant. 


Witness heard: 


Dr. Raymond J. Saulnier, 
Chairman, 

Department of Economics, 
Barnard College, 
Columbia University. 


At 12.35 p.m. the Committee adjourned to 4.00 p.m. 


At 4.00 p.m. the Committee resumed. 

Present: The Honourable Senators Everett (Chairman), 
Beaubien, Bourque, Croll, Isnor, Laird, McDonald, 
Methot, Molson and Nichol. (10) 

Also present but not of the Committee: The Honoura- 
ble Senators Carter, Haig, Lafond, McElman, McNamara 
and Smith. (6) 

In attendance: Dr. James Gillies, Director; Mr. A.B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics; Mr. W. Neville, 
Editorial Writer; Mr. David McQueen, Economic 
Consultant. 


Witnesses heard: 


Mr. René Leclerc, President, 
Canadian Bankers’ Association. 
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Mr. R. M. MacIntosh, Deputy Chief General Manager, 
Bank of Nova Scotia. 


Mr. R. E. Currie, Vice-President and 
Economie Adviser, 
Bank of Montreal. 


Mr. J. E. Morgan, Deputy General Manager, Royal 
Bank of Canada. 


Witnesses present but not heard: 


Mr. J. H. Perry,—Chief Executive Director General of 
the Association. 


Mr. S. Sarpkaya,—Economic 
Association. 


Adviser of the 


At 4.55 p.m. the Committee suspended its hearing in 
order to permit the members to attend a vote in the 
Senate Chamber. 


At 5.10 p.m. the Committee resumed. 


At 6.25 p.m. the Committee adjourned to Thursday, 
June 3, 1971, at 10.00 a.m. 


ATTEST: 
Gérard Lemire, 


Clerk of the Committee. 
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The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 10:00 a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, we are fortunate 
indeed to have with us this morning Dr. Raymond Saul- 
nier, who really needs no introduction as far as honoura- 
ble senators are concerned. Dr. Saulnier is the Chairman 
of the Department of Economics, Barnard College, 
Columbia University. He received his doctorate from 
Columbia University, and, as you know, has a worldwide 
reputation as an economist. 

Dr. Saulnier was Chairman of the President’s Council 
of Economic Advisers from 1956 to 1961. That was a 
notable period in the economic history of the United 
States, for it was a period that was marked astonishingly 
by stability and growth, and a period that I suppose this 
committee seeks in its examination. As Chairman, Dr. 
Saulnier was intimately involved with the policies that 
gave rise to that growth and stability at.that time. 

It is with great pleasure that I introduce him to you 
and ask him if he would quickly review with you some 
of the material that you now have in your possession. 


Dr. Raymond J. Saulnier, Chairman, Depariment of 
Economics, Barnard College, Columbia University: Thank 
you, Mr. Chairman. 

Honourable senators, I am delighted to be here and to 
have this opportunity to talk with you about problems of 
economic stabilization. Lord knows, we have difficult 
ones everywhere in the world. I have supplied the com- 
mittee with two papers prepared with respect to activi- 
ties of mine. One is an unpublished paper on the wage 
explosion in the United States, and the other is a state- 
ment of the economic situation in the United States and 
the near-term outlook for the United States economy. 


I would be happy to discuss with you and state, just as 
fully as you wish, the view that I have about the near- 
term outlook for the United States economy, because I 
know it is always something of interest here in Canada. I 
happen to be one of those who take the view that the 
United States economy is not only already in a recovery, 
but that that recovery movement will continue through 
the rest of this year. I think it will continue through 
1972. I doubt that we will see a GNP as large as the 


administration has been talking about, but it will be a 
large one. My own forecast for 1971 has been a GNP of 
$1 trillion and 55 billions. Now, this may seem like a 
very cheerful kind of prognosis for the United States 
economy, and on balance, I think it is cheerful, but I must 
tell you that I feel anything but happy about many 
developments in the United States economy. 

We have got a recovery going, but the quality of that 
recovery leaves very much to be desired. If we reach $1 
trillion and 55 billions it will not be because we have had 
a big increase in fiscal output. Those big numbers are, in 
the main, simply a reflection of the fact that we have a 
highly inflationary economy. The faster the inflation, the 
bigger the numbers, so no one should be all that happy 
about big numbers, because to a considerable extent they 
merely represent an acceleration of inflation. Enough of 
that; I will be glad to return to these questions if the 
committee wishes. 

The second paper that I have here pertains to wage 
inflation, or call it, if you will, wage explosion. It is going 
on, as we know, all round the world. I have occasion to 
stay rather close to developments in western Europe, as 
well as here in North America, and to developments in 
South America. I have sometimes felt that we ought to 
import some South American economists because our 
economic problems are getting to be rather like the kind 
they have had in South America for sO many years. 


In the United States what we are up against is this: 
New settlements for wages are being made that involve a 
cost to the employer of something between 10 and 15 per 
cent per annum. The settlement that was made only a 
few days ago in the aluminum industry involved, as you 
know, an increase of 31 per cent, spread over three years, 
but that 31 per cent does not include the costs of some 
changes in working hours and vacation rights, et cetera, 
which are also a cost to the employer. So the real cost 
that the aluminum industry people will have to absorb 
over the next three years is, I am sure, greater than 10 
per cent, or somewhere between 10 and 15 per cent. 

I am on the board of several industrial companies, and 
I know from my own experience that their settlements 
have been made around 13 per cent. When you have 
labour costs rising—let us take 13 per cent as a fair 
representation of new _  settlements—the productivity 
improvement that can be achieved will vary, of course, 
from one industry to another, but in the United States 
economy the average, which is sort of par for the course, 
is three per cent per annum. Let us say that we have an 
industry that does better than average and is able to 
improve productivity by 5 per cent. If you have labour 
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costs going up 13 per cent and productivity going up 5 
per cent, what is implied is a rate of increase of prices 
that will have to approximate to 8 per cent. The arith- 
metic is very simple. It will have to approximate to 8 per 
cent if profit margins 1n that industry are not to be 
diminished. 


I think you have observed that, when the aluminum 
companies settled their contract recently, they announced 
at the same time an increase in prices of 6 per cent. 
What we have is a wage inflation at a rate which implies 
chronic price inflation. 


The rate of that price inflation, in my judgment, 
cannot be significantly less than 4 per cent for any 
extended period of time. We have a situation which 
implies a base rate of inflation of 4 per cent and, in many 
cases, probably more than that. 


This is not unique to the United States economy. I do 
not present myself to you here as one who is altogether 
familiar with Canadian economic developments; but I 
know enough about Canadian economic developments to 
know that the United States has no monopoly on wage 
inflation, and you have your own case. Shortly I am 
going to Germany. There, and throughout western 
Europe, there is wage inflation—actually, rather more seri- 
ous than we have in North America right at the moment. 
That is the key problem; that is the crucial problem. The 
question is, what can be done to overcome that, to bring 
labour cost increases down to the point where they would 
be consistent with, and broadly equal to, productivity 
improvements, so that we can have a reasonably stable 
price level? It is my view that economic growth can be 
achieved satisfactorily only in a context of relatively 
stable prices. 


Honourable senators, I have made some suggestions 
here as to what I think is the best strategy for approach- 
ing this problem and trying to re-establish stability of 
cost and prices in our economy. I expect my views on this 
are of a rather orthodox character. Believe me, I make no 
apology for that. I believe that what we need more than 
anything else is a good strong dose of orthodoxy. I am 
prepared to accept the possibility of some contribution 
being made by the so-called incomes policy; but I do not 
come before you as a great admirer of the incomes policy 
approach—and I would be glad to explain in more detail 
my reservations about it. 


If I have one suggestion to make to you for you consid- 
eration, it is this. In my judgment, overcoming the infla- 
tion problem means that, first of all, you must have a 
proper fiscal policy. The federal Government, the provin- 
cial governments, must operate as closely as possible—at 
least, this must be their goal—to a balanced relationship 
between income and outgo. That is No. 1. I put fiscal 
policy first because fiscal policy is the government’s busi- 
ness. This is the government’s own financial housekeep- 
ing, and if they do not keep their own finances in order 
they cannot very well expect anybody else to do it. 
Therefore, I say, that, just as an example to the whole 
community, there must be a proper fiscal policy. 


Secondly, it is absolutely impossible to overcome infla- 


tion unless there is a monetary policy which is compat- 
ible with reasonably stable prices. That does not mean a 
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money policy in which you have no increase in the 
money supply, but it certainly does mean a money 
policy in which increases in money supply are geared to 
a return to stable prices. Given the right kind of fiscal 
policy and the right kind of monetary policy, the next 
step, in my judgment, is to be sure that all the programs 
and activities of the government are used systematically 
and very deliberately to avoid any worsening of the 
inflation problem, to help produce stability. Let me 
explain what I mean by that. 


In the United States we have defence expenditures of 
about $80 billion a year. That is 7 or 8 per cent of the 
whole Gross National Product. If you put all federal 
spending together, it comes to $200 billion a year, includ- 
ing trust funds, expenditures, and the like. So the United 
States federal government is an enormous factor in the 
economy. 


A contract is let, let us say, in California, to produce 
military hardware. The contractor goes out to hire 
labour. If the labour market is tight—it does not happen 
to be tight in California today—he pays what he has to 
pay to get that labour. The bill goes to the Defense 
Department, which underwrites that wage settlement. We 
had a guideline for wage increases in the United States 
of 3.2 per cent, which was supposed to be the limit. He 
pays 5, 6, 7, 8, 9, 10, 11, 13, 15 per cent, whatever is 
necessary. Then anyone else in California who wishes to 
hire labour has to meet his wages, which are underwrit- 
ten by federal payments. 


I say that, unless the federal Government utilizes its 
programs to help achieve some stability, we will never 
stabilize costs and prices. I have used procurement as an 
example. We have vast credit programs, the whole busi- 
ness of the pay of federal employees. If we had na- 
tionalized industries, then they would be utilized to help 
advance stabilization purposes. You know as well as I 
that in Great Britain wage and price inflation has been 
spawned within the nationalized industries just as much 
as within the private sector. Therefore I say that the 
Government must utilize its own programs and activities 
to help stabilize the economy. 

In recapitulation, given the right kind of fiscal and 
monetary policies and the proper use of governmental 


programs and activities, what is left? I say presidential 


leadership. The political leadership of a country is where 
the major educational effort has to be made. Political 
leadership must say the right things and talk frankly, 
candidly to the people. It must talk to the leadership of 
business and labour. I believe that in the United States 
two, three or four years ago the President should have 
been calling the leadership of labour and business in and, 
as I have put it, talking turkey to them. Instead we got a 
standoffism, and unwillingness, to intervene, and the situ- 
ation regularly worsens. I will leave the statement there: 
fiscal policy, monetary policy, a proper, deliberate and 
systematic use of all federal activities and programs and 
strong presidential leadership. 


Now, needed beyond that, believe me, is patience, 
political courage and a willingness to stick with a pro- 
gram even when it hurts. I do not present this to you as a 
program that will necessarily be politically popular. 
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Unfortunately and unhappily, it is just not possible to be 
politically popular and at the same time right in econom- 
ic policy matters when economic conditions are as badly 
out of joint as they are today. 


I have been asked many times, “Would it not be bad 
politics to push for a policy of this kind? Is unemploy- 
ment not bad politics?” It certainly is, but so is inflation 
bad politics, and we can get ourselves into a situation in 
which we experience both heavy unemployment and 
rapid inflation. This, of course, is the worst of all possible 
worlds politically, but that is where one can arrive. We 
are rather deep into that in the United States today, I am 
sad to say. 


I will leave my comments there; I would be glad to 
discuss these points. 


The Chairman: Thank you, Dr. Saulnier. It might be 
helpful to the committee if you were to review that 
section of item B at page B-5 headed “How inflation was 
Overcome in the Fifties’. 


Dr. Saulnier: When I became Chairman of the Council 
of Economic Advisers, which was in December, 1956, we 
had an inflation problem. I thought it was a very difficult 
one which it was for those days. Labour costs were rising 
a little over 6 per cent a year; prices were rising approx- 
imately 3 to 34 per cent a year. As I say, I thought it 
was difficult, but it looks pretty attractive when com- 
pared to the present problems. 


We were determined to overcome that inflation. What 
were our objectives? Firstly, we wanted to work back to 
a situation in which labour cost increases would be about 
equal to productivity improvement. That meant we had 
to have labour cost increases, not of 6 or 63 per cent, 
but of 3 to 34 per cent, because that was the kind of 
productivity improvement we could achieve as a general 
rule. We felt that if we could bring price increases down 
to around 1 per cent a year, it would represent virtual 
stability. Finally, our third objective was that we would 
achieve a surplus in our trade accounts of about $5 
billion a year. This would make it possible for our over- 
all balance of international payments to be roughly 
balanced up. 


By 1961 we had achieved all these goals. In a momentI 
will describe how it was done. Unfortunately, in the pro- 
cess regrettably, and not by design believe me, we had 
gone through a sharp recession in 1957-58; we had a 
small recession in 1960-61, and the Republican candidate 
for the presidency in November, 1960, was defeated. 
Believe me, the loss of that election was not part of our 
design! I was not there to stabilize the economy for the 
benefit of my friend Walter Heller. I had others in mind. 
Nor was it any part of our purpose that we would go 
through the mini-recession of 1960-61, but we did. The 
unemployment rate, which in the ’fifties was around 43 to 
5 per cent, rose by about two full percentage points. 


Now, what were the policies? Well, they were exactly 
the policies I have outlined here this morning. In the first 
place, President Eisenhower would say again and again, 
“There is only a limited amount that the President of the 
United States can do. He cannot dictate what labour 


settlements should be. He cannot dictate what monetary 
policy should be, because we have an independent central 
bank. But there is one thing I can do, and that is send up 
to Congress a budget that will help to stabilize the econo- 
my and overcome inflation, and that I will do.” And that 
he did, so fiscal policy was the first pillar, so to speak, of 
this edifice. 


The second pillar was money policy. I have gone back 
and calculated what happened to the money supply while 
I was chairman of the Council of Economic Advisers. I 
was chairman for four and a half years, a longer period 
than anybody else has ever been chairman. While I was 
there, the average rate of increase of the money supply 
was 0.5 per cent per annum. I have told my students, 
whom I like to give all the advice I can, “If you are ever 
going to be chairman of the Council of Economic Advis- 
ers, try to be chairman in a period in which the money 
supply is rising faster than 0.5 per cent.” This is a 
monetary straightjacket. That is what it was, and I would 
say rather tighter than necessary. Believe me, by that I 
do not mean it should have been going up 10 per cent a 
year, because 10 per cent a year is a formula for achiev- 
ing 5 to 6 per cent a year inflation, just as sure as 
shooting. 


We had, let us say, an austere fiscal policy. We had a 
pretty tight money policy. Thirdly, the President used 
every opportunity he could get to speak out on the 
necessity of holding wage payments in line with produc- 
tivity improvement. Believe me, I had to do some educat- 
ing of the public and my professional contemporaries on 
this subject. 


Let me tell you parenthetically that the first economic 
report I had to write was in January, 1967. If you look at 
that economic report you will find a section dealing with 
the problem of wage inflation and how labour cost 
increases have to be kept in line with productivity 
improvement. We have a practice in the United States of 
seeing that everybody has a chance to comment on the 
economic report before it is published, so it goes out for 
what we call an agency review. As part of that agency 
review I had a visit from a delegation of the Labour 
Department. They came four or five strong from the 
secretary’s office to protest what I was saying about 
labour cost increases. They said, ‘In the first place, this is 
bad economics. Labour costs really don’t have anything 
to do with inflation. Furthermore, it is bad politics.” I 
replied, “Look, boys and girls, don’t you worry about the 
politics. The politics we will take care of across the 
street”—“across the street” being the White House—“‘It is 
the economics that is my business, and I am here to tell 
you that this is good economics.” Five, six, seven years 
later the whole concept of the relationship between 
wages and productivity as part of the inflationary process 
has been, so far as I know, thoroughly accepted in aca- 
demic economics. There are still a few who like to think 
that wages do not have anything to do with it, but it is 
strictly a minority position now. We had some educating 
to do, and the President was behind us in physical policy, 
money policy and leadership on the wage price rela- 
tionship. 
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In 1959, once we were out of the 1957-58 recession, let 
me modestly say that I had a fairly heavy hand in 
establishing two committees in our government and I 
wrote the titles for them. One of them I christened The 
Cabinet Committee on Price Stability for Economic 
Growth and I hope you will reflect over those words— 
“Price Stability for Economic Growth.” It was not price 
stability just for the sake of having stable prices; it was 
having stable prices necessary in order to achieve 
growth. The Vice-President, the incumbent at the time 
being Mr. Nixon, was the chairman of the Cabinet Com- 
mittee on Price Stability for Economic Growth and it 
became known as the Nixon Committee. 


My object, incidentally, was to try to get a committee 
at the Cabinet level where you could have regular dis- 
cussions in depth about economic policy questions. The 
second committee I carried myself and the title, which I 
also wrote, was Cabinet Committee on Government 
Activities affecting Costs and Prices. Believe me, when 
you get representatives from all the Government agen- 
cies, sitting around the table, whose activities affect costs 
and prices, you have a large group and you need a 
sizeable table. 


I would get my troops, as I used to call them, together 
and we would have the Defense Department, Post Office 
Department, housing agencies, small business administra- 
tion, and all of these various groups. The object was to 
be sure that what they were doing would help us in our 
stabilization efforts and not embarrass us in those efforts. 


One of the principal things we had to work on was the 
Labour Department. I do not know what the situation is 
here in this fine country, but in the United States the 
Labour Department sets minimum wages for all kinds of 
crafts. We have a national standard of $1.65 an hour, 
which is paid to newsboys. The Labour Department will 
go into, let us say Portsmouth, New Hampshire, and they 
will decide in the shipyard that the going wage for steam 
fitters is going to be $5.50, $6.50, $8.50, or whetever it is 
per hour, and that is the minimum. If you are going to 
work on a federal contract, that is what you have to pay. 
They set it there for a while, and then they return in 
another few months and find that somewhere along the 
line a settlement has been made that raised the rate from 
$8.50: to $9.00. They will then say that $9.00 is the mini- 
mum, and that is applied throughout the community. 
Therefore, in a kind of a ratchet process, these craft 
payments are moved up and up and up. This is all done 
under what we call the Davis-Bacon and Walsh-Healey 
legislation. 

In my small committee I said, “We are going to try to 
do something about that. We are not turning the clock 
back on these things, but the ratchet process has got to 
stop.” A newspaper-girl came in to see me and I had the 
usual frank discussion with her. She said, ‘“‘What are you 
going to do?” I said, ‘““We are going to do a lot of things, 
including something about the Davis, Bacon and Walsh- 
Healey legislation.” She trotted over to the Labour 
Department and reported to them what I had in mind 
and I was, to all intents and purposes, locked out of the 
Labour Department. I would have to say that that com- 
mittee was less than a complete success, but I am here to 
say that it was aiming to do the thing that needs to be 
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done, and we simply have to learn how to be successful 
at this. If I had had a little more time, I would have been 
successful, but time ran out on me. 

In 1961, as a result of these efforts, we had finally 
brought price increases to 14 per cent a year. Labour 
cost increases were about 34 per cent, productivity was 3 
per cent, the trade balance of the United States was at 5 
billions plus—$5 billions positive, I mean—and we had 
weathered a gold crisis. I would say that we had achieved 
economic balance. The blemishes in it all were that we 
had gone through a mild recession in 1960-61 and we had 
lost an election. 


The Chairman: Thank you, Dr. Saulnier. We are now 
open for questions. 


Senator Nichol: Dr. Saulnier, could I ask you two 
technical questions pertaining to your paper, which has 
bothered me, not being a professional economist? 


Dr. Saulnier: If I may interrupt to say that may very 
well be an advantage for you. 


Senator Nichol: On page 2, in the third paragraph, you 
refer to “diffusion indexes.” That is a phrase which I do 
not understand. 


Dr. Saulnier: We have in the United States a method 
of following developments in the economy which involves 
the use of, among other things what we call, leading 
economic indicators. If you watch those indicators, you 
get advanced clues of what the economy is going to do. 
One of them is the average length of the work week. We 
take figures on the average length of the work week and 
we divide them according to industry. We may have 
figures for 50 industries, in which we have the average 
length of the work week in each of those 50 industries. 


A diffusion index is an index that tells us what per 
cent of those 50 sub groups is rising. It may be that 60 
per cent are going up and 40 per cent are stable or are 
going down. You watch what is happening to the index 
of the average length of the work week, the leading 
indicator. That tells you something. You then look at the 
diffusion index of that leading indicator and it gives you 
some hints as to how the leader is going to operate, is 
going to change. So you may say that a diffusion index is 


-a device for forecasting what will happen to a leading 


indicator, which in turn forecasts what would happen to 
the economy generally. 


Senator Nichol: I am glad I asked that question, 
because it leads me into the second question. I was really 
only asking for specific information there, but it does 
lead me to the other question. We seem to have been 
dealing, over the last two months with, I guess, three 
aspects of the whole problem. The first is really: What is 
the problem, where are you in the cycle—or, more accu- 
rately perhaps, where are you in what cycle? Secondly: 
What do you do about it?—which is what you have been 
dealing with mostly today. Thirdly: How do you do it in 
technical, mechanical terms, in your own particular gov- 
ernmental structure? In your case it is federal, state, 
municipal relationships; in our case it is federal, provin- 
cial, and so on. 
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The part I want to argue about is the first part, the 
part about telling where you are, assuming that you 
know what to do. It seems to me that part of our Canadi- 
an problem has been to know, to put it in its simplest 
way, which is the enemy—unemployment or inflation—or 
which goal should we be after. I think this has resulted 
in varying monetary and fiscal policies; and, in some 
instances, serious over-correction, without a proper 
understanding of the lags, of the timing and so on. If you 
would be good enough, I would like to ask you if you 
could talk about this question of lags for a moment and 
the question of how you tell where you are in the cycle. 


Dr. Saulnier: I am speaking now of the United States 
economy. I would say definitely that we have passed 
what we call the trough or the bottom of the 1969-70 
recession, that we are in a recovery period. I would say 
that we are about one-third through that recovery. I 
would measure recovery by the distance between the 
trough, the low point of the cycle, and the point at 
which you get back to what you may call the path of 
potential growth. We are about one-third along that 
journey. 


We are moving. People like to say we are going slowly, 
but it is not really all that slow, by the usual standards. I 
expect to see us move further along that path in 1971 
and 1972; but I do not expect us to have completed the 
recovery by mid-1972, which, as I understand it, is a kind 
of political objective in the United States. 


Senator Nichol: Perhaps here, too. 


Dr. Saulnier: Perhaps here, too. I doubt that that will 
be achieved. That goes to your question; Where are you? 


Now, how do you follow it? I do not know whether you 
are familiar with this document here. It is a magazine. It 
has a little bit of history. It is called Business Conditions 
Digest. It has a pretty fair price on it, $15 a year. I would 
still say it is the outstanding publications bargain in the 
United States. It comes out every month. It is a full com- 
pendium of these leading indicators, diffusion indexes, 
GNP numbers, the whole lot. 


I had something of a hand in this myself. In 1957 I 
realized we were moving into a recessionary period. I did 
not have really as much control over the statistics as I 
thought I needed. I got a chap by the name of Shiskin. 
He is, in my judgment, one of the great statisticians of 
our time. Julius Shiskin got all the economic series; we 
put them on tape, we put them into a computer. Every 
month we would bring these materials up to date, and we 
simply ran this stuff off. When I was in government I had 
an internal document which put all the numbers togeth- 
er. This is what a council of economic advisers should be 
doing. In my judgment, a council of economic advisers is 
an essential part of government machinery. It should be 
an essential part of government machinery. 


We would put these together. Every month I would 
discuss this at the Cabinet, and personally with the Presi- 
dent, as the numbers came along, day by day and week 
by week, keeping him informed on this. 

When the Kennedy administration came in, they decid- 
ed that this document ought to be published. I was not all 
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that sure that that was a good decision—but it was. It is 
now published. This goes to the second part of your 
question: How do you keep yourself informed? Just by 
getting the full battery of economic statistics and keeping 
them up to date. I would be lost without a document on 
our economy of that kind. 


Senator Nichol: Do you then think, sir, that the United 
States Government is in a position to identify the spot at 
which it is at any given time in the business cycle with 
reasonable accuracy? 


Dr. Saulnier: Yes, I do. The economy is full of surprises 
and one has always to be prepared to be taken by 
surprise. However, a pretty good job can be done by 
approaching it with sufficient objectivity, not trying to 
find in the numbers what we wish to find in them, but 
simply studying them for what they have to tell. By 
being objective and detached, a good job can be done. 


Senator Nichol: Something springs to mind. I remem- 
ber an economist named Pierre Rinfret speaking in Brit- 
ish Columbia last year. 


Dr. Saulnier; 
favourites. 


Yes, he happens to be one of my 


Senator Nichol: At the time he made the speech the 
then President, Nixon, said that he anticipated a budget 
deficit in the United States of $3 billion. Rinfret at that 
time said that he just did not believe that; he said it 
would be $17 billion, $18 billion or maybe $19 billion. 

This is the dilemma: how does this sort of thing hap- 
pen? It turned out that Rinfret was right. Is this because 
the economic forecast was wrong or because events 
changed, or, I should say, events forced the Government 
to change its position? 


Dr. Saulnier; Which budgetary  defiicit 
discussing? 


Senator Nichol: I think it was for 1970. 


was he 


Dr. Saulnier: I think he was referring to the fiscal year 
1971, the estimates for which were put forward in late 
1969 and January, 1970. The administration was talking 
of a deficit in the order of $3 billion, $34 billion or $3.6 
billion. Just about everyone outside the Government at 
that time was sceptical of that number. My own figure 
was $18 billion; we will probably have a deficit of around 
$21 billion in this fiscal year. 


Why was the administration putting that number for- 
ward? It was an expression of hope and political aspira- 
tions, so to speak, rather than an objective judgment as 
to what in fact would happen in the economy. You 
know, political candour is not really one of the hallmarks 
of politics, yet candour is something from which we can 
all benefit. We do not have half as much of it as we could 
use. 


Senator Cameron: The witness said that a pretty 
sophisticated statistical program was instituted and in 
spite of it something went wrong and it was not borne 
out. Are you satisfied with the quality and speed with 
which your statistical program is available today? 
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Dr. Saulnier: There are many improvements which 
could be made. We need more weekly figures. I have here 
the issue for April, which contains data through March. 
The date today is June 2. True, the Chairman of the 
Council of Economic Advisers has always in front of him 
an updated version containing the very latest statistics. I 
used to have what I called my black book. I still keep a 
black book at home with weekly and monthly data kept 
up to date. However, it is still behind the times, which is 
very dangerous. 


I used to think of it as if I were a medical man 
asking for a patient’s temperature and being told that I 
can only learn what it was last week. That is not good 
enough for me; I want to know what it is right now. 
There are many improvements to be made. I consider our 
statistics to be good, but they can certainly be improved 
upon. Primarily, it means bringing them more nearly up 
to date. The area in which the figures are least satisfac- 
tory is that of labour cost increases. 


Senator Cameron: I have felt for a long time that in 
Canada we need to improve our statistical system by 
speeding it up and making it more accurate. 


Dr. Saulnier: That is right. 


Senator Cameron: In the light of what you say this 
morning, you had up-to-date statistics but still something 
went wrong. In other words, my law of the unexpected 
has entered the picture somewhere. 


Dr. Saulnier: The patient may die even if I know his 
temperature. Knowing what his temperature is is no 
assurance that he is going to live, but I still want to 
know. The next question is; How do I treat him? The 
mistakes that we make are not that we do not know 
enough about the economy, but that we either do not 
understand what to do about it, or do not have the 
courage to do what intellectually we know should be 
done. I could document that; I will spare you. 


Senator Inman: My question concerns women. I was a 
young married woman in the years when it was unheard 
of for a woman, whose husband earned an adequate 
income and who had young children, to go out to work. 
Of course, the war almost forced them out during the 
forties. If my figures are right, I believe in Canada 45 per 
cent of the labour force are women, and almost 30 per 
cent are married women. What effect do you think mar- 
ried women in the labour market have on unemployment, 
and hence on the economy of the country? 


Dr. Saulnier: I cannot speak to the situation here, but I 
know it is not all that different from the United States. 
Incidentally, I speak as one who has spent a fair part of 
his life trying to improve the position of women in 
professional careers. I have been a member of the faculty 
of a women’s college for 33 years, and many of those I 
like to call my girls are out doing important work today. 

It is very difficult to forecast the impact of women on 
unemployment. Women tend to move into and out of the 
labour force more than men. After all, you are not in 
the labour force unless you tell whoever is gathering the 
statistics that you are either working or wishing to work. 


If economic conditions are bad, it is hard to tell whether 
the reaction of women will be to remove themselves from 
the labour force on the ground that there are not enough 
interesting jobs, or jobs that will pay them enough, so 
they stay away rather than seek employment. When they 
react in that way they tend to reduce the unemployment 
rate. On the other hand, they may react to adverse 
economic conditions by deciding to take a job to help 
with their family budget, in which case unless they get a 
job—and they may not get one at once—the unemploy- 
ment rate goes up. 


Much of the movement of the unemployment rate in 
the United States is attributable to this shifting of 
women into and out of the labour force. It is complicated 
and essentially unpredictable. I am not saying women are 
unpredictable by nature, but in their role in the labour 
force they tend to be a little unpredictable. 


Senator McGrand: I have two short questions. On page 
B-1, when you are discussing wage inflation in the 
United States, you say at the bottom of the page: 


If wage increases lead to still more rapid price infla- 
tion, as they threaten to do, government will be 
forced to “put the brakes on” again. This would 
mean another credit squeeze, almost certainly more 
disruptive than in 1969-70. 


What were the disruptive results or consequences in 
1969-70? 


Dr. Saulnier: They were many and very serious. The 
most serious of all was, I would say, that when interest 
rates rose sharply there was a tendency for funds to flow 
out of the thrift institutions into other uses. There was a 
shortage of financing for housing, so there was simul- 
taneously a sharp increase in the cost of mortgage credit 
and a reduction in the amount of that credit available, 
and building dropped very sharply. I would say the first 
disruptive effect is on the housing financing, home build- 
ing industry. 


Senator McGand: Do you mean that if the government 
were to put on the brakes again you would repeat the 
disruptive results of what happened when they put on 
the brakes before? Is that what you mean? 


_ Dr. Saulnier: I do indeed. I do not want to say too 
much. We just cannot have a policy of restraint ever 
again. I am just saying that you do not put the brakes on 
too hard. When I was in government I remember a 
cartoon showing a fellow saying, “Look, you showed us 
you can put on the brakes, but don’t throw us through 
the windshield.” That is what can happen, so you have to 
put on the brakes not so sharply as to be disruptive. 


Senator McGrand: My second question follows on from 
there. Is it possible to have selective controls over wages 
and prices in key industries? This has been sometimes 
described as putting a fence part way around your prop- 
erty. Would it end up with complete controls? Would 
partial controls in selective areas end up as complete 
controls? Can you go part way? 


Dr. Saulnier: I think the answer to that depends on the 
kind of fiscal and monetary policy you have. If you have 
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an expansionary fiscal and monetary policy, no direct 
controls will do you much good, whether they are selec- 
tive or general. If they are selective they will very soon 
become general. They will not do you any good, because 
you try to suppress wages and prices and all the time 
you are building up pressures in the economy through an 
expansion of the money supply, and somewhere along the 
line it breaks out and you get these results. You will 
recall my formula here: (1) the right kind of fiscal policy; 
(2) the right kind of monetary policy; (3) the right use of 
government programs; (4) presidential leadership. You go 
beyond that: if you want to do some job boning, get the 
fellows in and talk turkey to them. I am all in favour of 
that, but people who think they can institute something, 
which they call, in a dreamy way, an incomes policy, 
never stopping long enough to tell you what they mean 
by it, they think they will get an incomes policy and this 
will be a sort of shield behind which they can stimulate 
the economy with an expansionary money policy. Believe 
me, this is a road to disaster and will lead to nothing but 
failure. 


Senator Thompson: I am particularly interested in your 
statement that in the third quarter of 1970 the first year 
increases for construction workers was 22.1 per cent. I 
would just like to clarify one thing, which is the Bacon- 
Healey legislation with respect to federal contracts. Does 
this mean that the highest wage rate in a local communi- 
ty must be accepted within a federal contract? 


Dr. Saulnier: Correct. 


Senator Thompson: I understood you were amending 
that. 


Dr. Saulnier: There are two pieces of legislation: One 
is the Davis-Bacon and the other is the Walsh-Healey. 
Between these two pieces of legislation, we say that 
anybody who is doing federal procurement in any gov- 
ernmental operations, such as an arsenal or shipyard, and 
is employing construction labour to build a house that is 
being financed with a government insured mortgage, 
must pay a wage, which is determined by the Labour 
Department to be the going wage in that locality. There- 
fore, they have a corps of inspectors going round the 
country determining what these wages are. Every time 
there is a new contract the wages gets jacked up a little, 
thus raising the rate for all the employers affected by 
these two statutes. It is a kind of ratchet and it constant- 
ly jacks the wages up. I maintain they are not following 
the parade, but are, in many cases, leading the parade. I 
think these programs ought to be scrutinized and that 
they should be administered so as to help stabilize the 
economy rather than exacerbate the inflationary process. 


Two months ago the President stated that he was 
Suspending the Davis-Bacon legislation, but then they 
reinstated it when they had some kind of an arrangement 
with the construction workers and, in my judgment, that 
was a mistake. 


Senator Nichol: I appreciate that answer. Looking at it 
from the point of view of the construction industry in 
Canada, I think I can say for many of them that they 
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consider the Government is using them for a yo-yo and a 
sort of feast or famine, and that the Government through 
both direct and indirect means can turn the construction 
of houses on or off, and so on. I think many of the 
construction people feel that Government is creating an 
instability—I will not say an hysteria, but an apprehen- 
sion which tends to encourage labour to make an exces- 
sive demand because they feel this is the period of feast 
and say ‘“Let’s get in on it!” 

You have focused on the very large increase in con- 
struction. Could you speak a little more on that, because 
I am wondering if construction in our country, in many 
ways, is not a barometer of the employment picture and 
of the economic health of the country. 


Dr. Saulnier: Wage inflation is worse in the construc- 
tion industry than anywhere else. I have cited some 
numbers which are a little hard to believe, but they are 
correct; they are taken out of Official statistical reports. 
In the last quarter of 1970 new settlements in the con- 
struction industry involved first year increases of 22 per 
cent. At the same time the unemployment rate was 
higher in construction than any other industry. This is 
where you have a real mystery and puzzle. I thought that 
some real progress was going to be made when Davis- 
Bacon was suspended. The Government did step in, in a 
kind of selective way, to try to monitor wage settlements 
in the construction industry. They announced 6 per cent 
as the ceiling rate, but of course, it is impossible that they 
could ever have a 6 per cent rate. If they got 10 to 12 per 
cent they would be lucky. I think that is the way ae 
settlements have been made. 


Senator, when things get as badly out of joint as they 
are now the most that you can expect is to work back 
gradually to some stability. I would say that if we were 
to set a goal of getting labour costs and increases down 
from the 10 to 15 per cent level, to not over 10, and from 
10 to 8 and from 8 to 6, over a period of time we could 
move back to something that would be consistent with 
relatively moderate price inflation, but it will take time. 


In the United States the administration is saying that 
we are going to overcome inflation without a recession by 
the middle of 1972. In my opinion, this is impossible. 
Why not be candid about it and say “Look, we have a 
bad situation. I make you no promises, but I will do the 
best I can. I am going to start moving in a direction that I 
think is right and I want to move as fast as I can, but I 
cannot do it overnight.” I think if you take that kind of 
line people will go along with you. 


The Chairman: Does that complete your questioning? 


Senator Molson: I would like to come back to the 
question of money supply. I was very impressed by the 
figures Dr. Saulnier gave us, of point 5 per cent over 4 or 
5 years. 


Dr. Saulnier: It was 0.5, 44 years. 


Senator Molson: I would like to ask him what 154 per 
cent over 12 months sounds like to him. Those are the 
Canadian statistics, as we have them from April 1970 to 
April 1971, the increase is about 154 per cent—if my 
information is correct, and I think it is. It seems to me an 
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extraordinary increase and it seems to be again over- 
reacting. Would you comment on that? 


Dr. Saulnier: It is just exactly that. It is bound to be 
an inflationary increase. Here is a place, incidentally, 
where the statistics are far from adequate. We have 
different definitions of what we mean by money supply. I 
am not sure that I know just what particular money 
supply that 15 per cent refers to. 


The Chairman: Would you tell us the one that you like 
to use? I notice that you use both here in your summary. 


Dr. Saulnier: I am an electic about these things. I do 
not have any one particular number that I use. I want to 
look at regularly the narrowly defined money supply, 
which is adjusted demand deposits and currency in 
circulation. 


Senator Molson: These figures I am referring to are 
currency and chartered bank deposits. 


Dr. Saulnier: Would it include time deposits, as well as 
demand? 


Senator Molson: I think not overwhelmingly... 
An hon. Senator: Just chequing. 


Dr. Saulnier: Then it is what we would call the nar- 
rowly defined money supply; and our money supply, so 
defined, has been rising of late, 8 to 10 per cent. Some- 
times a little below 8 per cent. 


Senator Molson: Excuse me, doctor. At that rate, or 
would that be a 12 months’ change? 


Dr. Saulnier: That is over a fairly extended period of 
time. 


Senator Molson: Thank you. 


Dr. Saulnier: Let me say that a non-inflationary rate 
of increase of the money supply, thoroughly non-infla- 
tionary, would be between 4 and 5 per cent a year. So, if 
you have 10, what you have is a money policy which 
implies a 4 or 5 per cent price increase. And if it is 15, 
and if it is continued at 15 for any period of time, believe 
me, you are asking for trouble—because it is an inflation 
rate of over 5 per cent. 


The only hope that it would avoid being that is that 
the money that would be created and somehow be held 
inactive in balances. But, let us say, that is a thin reed on 
which to be relying. My reaction is that it is a thorough- 
ly inflationary rate of increase. 


Senator Molson: Could I ask a question, Mr. Chairman, 
about wage inflation, which is set out at some length in 
Dr. Saulnier’s paper? We have had one witness—I think 
it was Dr. Harry Johnson—who stated categorically that 
labour should not be blamed for the inflation in which 
we found ourselves, that big labour was the popular 
whipping boy, but should not be blamed. I think I am 
right in that? 


The Chairman: Yes, I think that is what he said. 
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Senator Molson: It is not that he said that labour is 
blamed too much—I think a lot of people can agree with 
that—it is the fact that he stated so flatly that it was in 
no sense to blame. At least, that is the way I understood 
it. Would you care to comment on that? 


Dr. Saulnier: I would not agree with that at all. My 
position would be this, that the inflationary situation in 
the economy basically is caused by monetary or money 
supply increases. This is the necessary basis of inflation. 
Does that mean, therefore, that you can assign all the 
responsibility for inflation to the monetary authorities? I 
say no. You may get your budget so badly out of balance 
that you have a governmental financing job to do which 
can only be done by having the central bank assist the 
government in the purchase of securities which will have 
an inflationary effect on the money supply. So, who is to 
blame? The monetary authorities, or the fiscal authori- 
ties? I would say they are partners in the crime, they are 
both in it, accessories. 


All right, now you get the thing started and prices 
start moving up, and the working man finds that he is 
behind again. It is only natural that he says he has to get 
a higher wage. He comes in, with a strong union and says 
he wants—as we got in the automobile, General Motors, 
settlement—10 per cent. He gets the 10 per cent because, 
after all, he has power. There is power in organized 
labour to enforce that. He gets the 10 per cent. What are 
the monetary authorities going to do? Keep the money 
supply so tight that the price increase which a 10 per 
cent wage increase implies cannot be obtained in the 
market, and you get an increase in unemployment. So the 
monetary authorities say they will validate those wage 
settlements with an appropriate increase in the money 
supply. If they do not do that, you have unemployment. 


Therefore, the fiscal authorities, the pressure of organ- 
ized labour, and the monetary authorities, all are caught 
in a process in which jointly they are producing inflation. 


To reach into that and say one is the guilty party 
mistakes the nature of the process. It is a co-operative 
process, in which they are all accessories. They all feel 
that they are victims, that is the interesting part of it; 
nobody thinks that he is initiating anything, it is a com- 
munity of victims. They are all compromised, and to a 


-certain extent that is true. 


How do you break out of this process? I think that 
political leadership has to be the answer to that. 


Senator Molson: And the response would have to come 
from all sides. 


Dr. Saulnier: The response must come from all parties. 
General Eisenhower and I had a term, which I repeat in 
this paper. He used to refer to “the shared responsibili- 
ty”. That is the responsibility which in a democratic 
society we all share to do that which is compatible with 
stability. In the absence of that sense of responsibility a 
democratic society will move in an authoritarian direc- 
tion. He did everything he could to preach that doctrine 
of shared responsibility. By the time we wound up our 
affairs we had done pretty well. I would have preferred 
to have had a little different election result. Mind you, I 
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have received no credit for it, but we had done pretty 
well. 

I think that the fifties proves, senator, that it can be 
done. At least, it could be done from where we started; 
whether it could be done from where this administration 
started is an open question. You will remember that old 
story of the fellow who stopped to ask directions of a 
Vermont farmer. He asked, “How do I get from here to 
Norwich?” and the farmer replied “Well, if I were going 
to Norwich I would not start from here.’ But you know, 
the first rule of economic policy is that you must start 
from where you are and not from where you would like 
to be. Starting from where this administration started 
was not an easy journey. 


Dr. James Gillies (Study Director): Dr. Saulnier, you 
said in your comments that an economic advisory council 
is an indispensable tool for any government. Could you 
elucidate slightly on that, in view of the fact that we do 
not have a council of economic advisers in this country 
such as that in the States? 


Dr. Saulnier: It is an indispensable tool of government. 
There is no guarantee that the Council of Economic Ad- 
visers will give the right advice. However, at least it is a 
mechanism, and one can hope for the right results. 


The council can give the contribution of professional 
economists, as economists, which is different from what 
is obtained from the head of the central bank, the head 
of the Treasury, the Finance Department or the head of 
the housing agency. There we are talking about people 
with operating responsibilities. I am thinking of an advi- 
sory council agency which can be provided through a 
body such as the Council of Economic Advisers working 
very closely with their head of government. The council 
must have the support of the head of government. I 
always felt that we had the support of the President; I 
know we had the support of the President. I worked 
closely with him, day in and day out. We attended every 
meeting of the cabinet. I probably made more presenta- 
tions to the cabinet in the four and one-half years I was 
there than any other member of Government, because 
the economy was always on the agenda. I attended all 
meetings of the National Security Council having to do 
with economic matters. I honestly do not see how you can 
get along without such a council. 


- Senator Molson: Did you have any difficulty in speak- 
ing with one voice for the council when you were 
chairman? 


' Dr. Saulnier: I did not, no, I am glad to say. My col- 
leagues and I would debate within the family but once 
we had decided on a line, that was it. Furthermore, we 
did not do all that much talking, which is something that 
I would recommend as a policy. 


. Senator Molson: That is difficult to achieve. 


_ Senator Nichol: Was the President in receipt of con- 
flicting advice on economic policies from other commit- 
tees, boards or organizations? 


Dr. Saulnier: Oh, yes; of course. 
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Senator Nichol: So you were fighting for your ideas 
within this framework? 


Dr. Saulnier: Yes, absolutely. 


Senator Nichol: There were other advisers, directors of 
budgets and so forth, who had conflicting ideas. 


Dr. Saulnier: Certainly; most of this argumentation is 
not conducted in the President’s office. It had to be 
conducted in the White House complex with the Presi- 
dent’s staff. We had a committee known as the Advisory 
Board on Economic Growth and Stability, ABEGS. 
ABEGS had in its membership the Under-Secretary of 
those departments having major economic or financial 
missions. That board met every Wednesday afternoon in 
the office of the Chairman of the Council of Economic 
Advisers, under his chairmanship, throughout the Eisen- 
hower administration until the last week. That is where 
we would thresh out these questions. 


If the Treasury, for example, was off on a tangent of 
its own, lengthening the average maturity of the debt 
and wrecking the housing industry in the process, we 
would have a little debate and try to settle our differ- 
ences right there. If we could not settle them there, we 
would go across the street and if we were not successful 
in the office of the Assistant to the President, who was 
first Sherman Adams and afterwards General Persons, 
we would go to the Oval Room, where the process 
stopped. The President would decide the matter. 


I did not have very many issues that had to be taken to 
the Oval Room, but some were. I used to meet regular- 
ly over at the Treasury at lunch, which is the time when 
this business is carried out, with the Secretary of the 
Treasury, the Chairman of the Federal Reserve Board 
and the Under-Secretary of Economic Affairs at the State 
Department. We would discuss financial matters. I was 
regularly in contact with the Chairman of the Federal 
Reserve Board, Martin, during my period there. I would 
go over there at not longer intervals than every other 
week. Martin as chairman, the vice-chairman of the 
board, myself and one other member of the Council of 
Economic Advisers would sit down together and discuss 
money policy. That afforded an opportunity for me to be 
sure that the Federal Reserve Board knew what we 
thought money policy ought to be, and in that I was 
acting for the president. That is the machinery we had, 
with the council, these meetings at the treasury, meetings 
at the Federal Reserve Board, and out of this process 
policy was shaped. 


Senator McElman: In this process, what was your bat- 
ting average for the propositions you put forward? 


Dr. Saulnier: Well, you win some and you lose some. I 
think the batting average could have been better. We 
came out pretty well in the end, and I have described 
where we came out. After all, a situation in which prices 
are rising 14 per cent per annum is not too bad, and 
that cannot be so unless labour costs are rising roughly 
in proportion to improvements in productivity, which we 
had. We had a surplus in the trade account of $5 billion. 
Our balance of payments was roughly in balance; there 
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was a relatively small deficit. I would say in those 
respects we came out pretty well. 

We could have done better. I have stated publicly that 
I think we probably pushed a little too hard on the 
monetary brakes. It was not my business directly; that is 
the federal reserve system; 0.5 per cent is pretty tight for 
four and a half years. 

Secondly, I think our debt management policies left 
something to be desired. I believe we pushed too hard on 
an extension of the maturity of the debt. In 1959 we 
issued the so-called magic files, which I thought were a 
disaster. They pulled money out of the thrift institutions 
and just delivered a terrible blow to the housing indus- 
try. Well, that was the enthusiasm of the treasury offi- 
cials. You know, they think about their own affairs; the 
Council of Economic Advisers has to think about the 
whole ball of wax, and I thought that went too far. I had 
some arguments over that which I lost. I also had some 
arguments that I won, and in the end we had the thing 
pretty well straightened out. We had laid the basis for 
high level non-inflationary growth in the United States 
economy, and we had it until 1965, when it got off the 
tracks again, needlessly, but the foundation was laid. 


Senator McElman: That is what I am getting at. The 
record of that period was good. 


Dr. Saulnier: I think so. 


Senaior McElman: What I was trying to get at was 
what the input of a council such as yours was when it 
came down to the gut decisions. 


Dr. Saulnier: I think it was a very important input. 
The president looked to us, and always looked to us, for 
advice on these matters. Whether it was the budget, 
financing policy, the whole management of the housing 
business, with the setting of rates on insured mortgages 
and the like, no one of those decisions was ever made 
without our knowing about it and having a part in it. 


Dr. Gillies: I should like to turn to a different topic. 
What do you think will happen to the American balance 
of payments? Do you think they are going to get so 
severe that there will be some sort of deflationary trend? 


Dr. Saulnier: I think this is a very serious matter. In 
my judgment, the crucial issue here is the possible 
impact on the United States economy of an unwinding, a 
reversal, of the flow of funds that brought about the 
dollar crisis to begin with. I hope that can be unwound 
without having a disruptive effect on the United States 
economy, but I am not sure that it can be. 


The Chairman: Do you think this might create some 
very heavy inflationary trends as the reversal takes 
place? 


Dr, Saulnier: Yes. You see, the problem is this. When 
we had our credit squeeze in 1969-70, the United States 
banks borrowed heavily in Europe, in the Eurodollar 
market. This drove Eurodollar interest rates up. When 
the squeeze was over the United States banks repaid 
those loans; Eurodollar interest rates dropped. As those 
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rates dropped, primarily in the London market, there 
came to be a differential between the interest rates that 
you could get in the German market, for example, as 
against the Eurodollar market, so funds began to flow 
towards Germany. As they flowed towards Germany, it 
meant dollars being exchanged for D-marks; the dollar 
dropped to the bottom of its support level and people 
began to feel that the dollar was on the ropes, that the 
D-mark would be revalued upwards, so they felt they 
had to move in and get D-marks, which they did. The 
German central bank thus came into possession of a 
massive amount of dollars. They just do not sit there 
with dollars; they have invested them in the New York 
money market, in treasury bills. The problem is what 
happens when that money begins to flow from D-marks 
back into dollars. 


In order to supply those dollars the German Industrial 
Bank will have to disinvest in treasury bills, and if they 
do that abruptly and in a big way you could get an 
escalation of short-term money rates and we would be 
back in the disruptive money market conditions of 1970. 
That is what we are faced with. The only way to avoid 
this is prayer and a little bit of arm-twisting and hope, as 
well as charity on the part of our allies and friends in 
the world, and a realization on the part of everybody 
that we all have crockery to be broken in this business 
and nobody can afford to throw his weight around too 
heavily. 


Finally, it can be avoided by a Federal Reserve policy 
which will support the bill market in time of need. The 
trouble with that is that it is an inflationary solution. 
That is where we sit and I believe, in this situation, that 
what we really need more than anything else is to all sit 
down and have a long, hard, confidential talk about 
international monetary machinery, and to put together 
some machinery that is more adequate. The present 
machinery is not adequate, in my judgment. 


The Chairman: Dr. Saulnier, I have a supplementary 
on that. In putting together this machinery, can the 
Eurodollar market be brought under control? Should it 
be, and how would it be? 


Dr. Saulnier: I do not know how it is going to be, but it 
has to be. When I was chairman of the Council, one of the 
fellows had an expression: “You know, government is 
like a big ship; it has a lot of loose cargo in it. It gets 
moving around and it can be very destructive.” These 
amounts of dollars in Europe are like loose cargo and 
they get moving around in the hold of the ship. You do 
not know where they are going and you have no control 
over them; they are just banging around. Believe me, one 
of these days they are going to go right through the 
bulkhead, and I say we have to have better machinery to 
control the movement of these funds. 


It is helpful to be sailing on a quiet sea and then, if 
you have loose cargo, there is no problem, but when you 
have a rough voyage and loose cargo, believe me, you are 
in trouble. 


An Hon. Senator: They were not a factor when you 
were chairman? 
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Dr. Saulnier: No, they were not. 


. Senator Beaubien: Dr. Saulnier, do you think that 
Canada can have a very much different result, as far as 
inflation is concerned, from the United States, in view of 
the fact that our economies are so meshed? 


Dr. Saulnier: The economies are so closely meshed that 
I am sure it is not only difficult, but probably impossible 
for them to go on clearly different paths. That possibility 
is minimal, because the United States economy is the 
larger of the two and it is bound to have the greater 
influence in the total situation. We have to work together 
and harmonize our policies, without a doubt, and I think 
we do that less than perfectly. 


Senator Nichol: Doctor Saulnier, on page 6 you are 
very specific about direct price and wage controls. There 
are a lot of people in this country calling for price and 
wage controls by various names and the semantics is 
confused. You do not really know what people mean 
when they say “incomes policy’, until you sit down and 
talk with them, and then they finally say what they 
mean. I would just like you to enlarge on what you have 
said here in paragraph 3 about price and wage controls 
in the long-term sense and price and wage controls in the 
short-term or emergency sense. 


Dr. Saulnier: The talk about incomes policy worries 
me, because the fundamental and essential measures for 
overcoming inflation and for preserving stability in prices 
are monetary and fiscal. In the absence of adequately 
non-inflationary fiscal and monetary pol.cies, these wage 
and price controls will get you nowhere. 


If you have the right fiscal and monetary policy, then it 
is conceivable that some direct intervention will help you 
get back to stability and will make it possible to get back 
to stability rather faster than would otherwise be the 
case. I do not close the door to some sort of direct 
intervention, but what concerns me is that people think 
that, because they have wage and price control, they can 
have an expansionary money policy. As a matter of fact, 
you will find in this morning’s press a statement by Sir 
Roy Harrod, which represents, to my way of thinking, a 
totally erroneous notion about economic policy. He was 
asked whether he thought income policy had to be 
accompanied by tight monetary and fiscal policies. His 
answer was that he did not agree with that at all, and 
that incomes policies should go along with expansive 
general economic policies. What Sir Roy is saying is to 
put the stopper in the boiler and then build up steam. 
The thing has gone up a lot and that is all that can 
happen; it will blow up. I am not against putting a 
stopper in the boiler, but I want to be sure that the 
pressure is kept to the point where it will be possible to 
hold a stopper in place. People get misled by incomes 
policy. In the first place, it is a sort of dreamy, fuzzy, 
mushy concept which they do not really define, and, 
second, they think, as apparently this distinguished 
economist believes, it can be a shield behind which you 
can have an expansionary money policy. 


“You can have an incomes policy, believe me, until the 
cows come home; and if the money supply is going up 10 
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or 15 per cent a year you have inflation one way or 
another. You know what happens. I remembers that 
during World War II we had price controls. There was a 
Hershey bar and it was 5 cents in those bygone days. 
They said it could not go above 5 cents. Well, costs went 
up, wages went up; so what did they do? The Hershey bar 
gets smaller and smaller—but it is still 5 cents. Finally, it 
gets so small that they have to put in a cardboard, to 
give them something to wrap up. The ultimate of this is 
that you get nothing but cardboard. 


Senator Nichol: Which is much better for your teeth! 


Dr. Saulnier: It may be better for your teeth, but this 
is price control. This is price control not accompanied by 
an adequate disinflationary money policy. These are the 
rudiments of economics, but somehow or other they do 
not seem to be well understood. 


Senator Nichol: This is a question on another subject. I 
have a graph here which I will bring over to you in a 
moment, if I may. It is headed “The Monetary Prices 
Cycle, 1929 to 19?”. It shows various curves—bond yields 
and interest rates, velocity of demand deposits in New 
York City, corporate liquidity, inverted, which makes the 
curve go the same way. Some people draw pretty 
depressing conclusions from these curves, saying that 
from 1930 through a low of, say, 1945, on all of these 
curves, all of these things have been steadily increasing, 
at an ever-increasing rate since then, and that eventually 
this cycle, this super-cycle, is going to come unstuck, that 
each of these inflations by world governments, such as 
the one that is occurring now, where money supply is 
being pumped hard, simply prolongs the day of reckon- 
ing, in a sense. Could you comment on that? May I pass 
this chart over, Mr. Chairman? I am sorry it is so small. 


The Chairman: Thank you. This is the Bank Analyst, 
June, 1971, Volume No. 12, Chart on page 27. 


Dr. Saulnier: I do not wish to diminish at all the 
seriousness of the monetary and credit developments that 
are described here. They are very serious. We live in a 
highly inflationary world. Our policies, I am afraid, are at 
present such as to continue that inflationary bias in our 
economy. In a very inflationary world, we are contin- 
uously vulnerable to financial and credit squeezes, liquid- 
ity squeezes, if you will. We had one in 1966, we had 
another in 1969-70—and there are those who think that 
we have the makings of another today. There are people 
who preach a kind of apocalyptic view. Sometimes, you 
know, people would rather hear about impending disas- 
ters than anything else; it is, after all, you know, rather 
exciting, and it is a merchandisable story. I do not 
happen to be a member of the apocalyptic school. I think 
we can avoid the crises, these crises that are being 
described so often in these terms. However, if we do not 
get control over inflation, we are going at some point to 
be victims of just such a disruptive financial event. 


I am not by any manner of means, I hope, at all 
sanguine about all of these things. I hope I take them 
very seriously. There are people who actually look to me 
for a little help in these matters and I have to have 2 


15:16 


view on what is going to happen in the bond market, in 
the stock market, in the money market and in the econo- 
my as a whole. There are those who take a very very 
dreary, dim view of the bond market today. I am not one 
of them. I think we can avoid another credit squeeze, a 
liquidity crisis, and I do not look for one in 1971, 1972. 


Senator Nichol: Dr. Saulnier, what is bothering me is 
that these curves show a long-term credit squeeze of 
sorts. Putting that aside for the moment, if we are to 
avoid it, how is it avoided without increasing the money 
supply. 


Dr. Saulnier: It is not easy. It may be that it is not 
even possible. Once you get into a squeeze type 
situation... 


Senator Nichol: Your options drop. 


Dr. Saulnier: Your options narrow very much and you 
are almost forced into a monetary policy which is essen- 
tially inflationary. That is the situation we got into in the 
middle of 1970, and we could get into another one in 
1971-72, for the international reasons that I sketched 
earlier. 

You have to do what your reason tells you is right, and 
hope for the best. I am quite serious with you when I say 
that, in my judgement, another liquidity crisis can be 
avoided. Avoiding it will have some tendency to prolong 
the inflationary bias in the economy. That is unfortunate, 
but I would rather have that than financial collapse. So 
too, I am sure, would our monetary authorities. 


Senator Nichol: There is a tendency all over the world 
for corporations, particularly large ones, who have to 
some extent at least mismanaged their affairs and let 
their current ratio dribble away, spent all their money on 
fixed assets or have been unprofitable, to turn to Govern- 
ment and say, ‘‘We are in a liquidity crisis; you must 
help us because we provide employment,” and so on. Do 
you think government should involve itself in the busi- 
ness of saving big companies, or small, that get them- 
selves into these jackpots? 


Dr. Saulnier: They have to. After all, we live in a 
domino-like world. You pull one out here and many 
others can drop. Government has to recognize this and 
take the necessary steps to keep this process from start- 
ing. If that means helping a large company with a liquid- 
ity problem, it has to be done. 


Senator Molson: In some cases government creates the 
problem. Examples are the aircraft and aerospace 
industry. 


Dr. Saulnier: Absolutely. Consider the railroad indus- 
try. After all, there is not an industry in the United 
States in which Government has become more deeply 
involved, yet try to find an industry in which conditions 
are worse, financially or otherwise. I observe these things 
and ask myself, “What are these fellows talking about 
who want to solve all the problems by getting the gov- 
ernment more deeply into it?” It is my observation that 
where the government is most deeplv into the picture the 
situation is the worst. 
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Senator Cameron: Mr. Chairman, in terms of the advi- 
sory machinery to the executive, what is the relationship 
between the Council of Economic Advisers and the 
Bureau of the Budget? 


Dr. Saulnier: It is very close. The Director of the 
Budget would be a member of ABEGS. He would be in 
the office of the Chairman of the Council of Economic 
Advisers every Wednesday afternoon. Therefore, we 
were constantly together; there is no question about it. 


Senator Cameron: Is his role the implementation of 
policy formulated by the Council of Economic Advisers? 


Dr. Saulnier: Oh, no; I would not say so. If he is the 
kind of fellow you want as Director of the Bureau of the 
Budget he will have some ideas of his own as to what 
budget policy should be. If he does not have those ideas, 
then you need a new budget director. Those ideas are put 
side by side with those of the Secretary of the Treasury 
and the Chairman of the Council of Economic Advisers 
and what the President in the end thinks the decision 
ought to be, and in the inner family an administration 
position is reached. 

In a certain sense all are equals in this, except that the 
budget director comes to it as an operating officer. I 
would come to it as an economic adviser, which is a very 
different status. Finally, a decision is made by the 
President. 


The Chairman: The hour grows a little late, so I do not. 
wish to enter a new line of questioning. However, many 
economists have appeared before us in the course of 
these hearings saying that we can achieve growth and 
accept a certain degree of inflation, maybe 3 or 4 per 
cent. You made the statement that growth is only possi- 
ble in an atmosphere of reasonably stable prices. Would 
you tell me why that is so in your judgment? 


Dr. Saulnier: The statement I made, Mr. Chairman, 
was that sustainable high-level growth is possible only in 
an environment of stable prices. Those who consider that 
we are all right with 3 per cent a year inflation are off 
the track. The trouble is that the dynamics of the eco- 
nomic process are such that 3 per cent tends to become 

% per cent; 34 per cent tends to become 4 per cent. 


‘Those who say they are satisfied with 3 per cent do not 


understand the internal dynamics of the economic pro- 
cess, which will tend to accelerate. Therefore, I say you 
start off with an inflation rate of between 5 per cent and 
53 per cent, which is the present situation. We cannot 
reduce it to 1 per cent overnight, but we must start in 
that direction. We ought to try to gradually move our- 
selves down to an inflation rate of what I consider to be 
par for the course, 14 per cent. Why 14 per cent? 
Because the statistical indexes are sufficiently imperfect 
that they will register 14 per cent but in fact prices 
are de facto stable. That is where we were and what we 
had from 1960 to 1965, 14 per cent. 


Senator Nichol: 
during that period? 


What was the unemployment rate 


Dr. Saulnier: It was going down steadily. For one 
month in 1960 it was 7 per cent, but for the year as a 
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whole, 1960-61, the average was between 53 per cent 
and 6 per cent. Then it drifted down. By 1965 it was 
down to about a 4 per cent level. That is when we got off 
the track, and we did not need to get off the track. 


The Chairman: You say in 1965 the inflation rate was 
14 per cent? 


Dr. Saulnier: Yes. 


The Chairman: Against an unemployment rate of 4 per 
cent? 


Dr. Saulnier: Right. This is the sort of golden age; this 
is the best of everything: a low inflation rate and a 
gradual drifting down of the unemployment rate. In that 
environment you can begin to do the structural things 
that you need to do to correct unemployment, namely, 
job training, lifting the productivity of people so that 
they can be hired because they will be productive enough 
to be hired at the going wage rates. 


The Chairman: At what rate was the GNP expanding, 
do you recall? 


Dr. Saulnier; The GNP was expanding at between 
34 and 4 per cent, a very high rate. It would never have 
happened had it not been that the groundwork was 
established, which was a painful process. That was the 
second half of the ’fifties. Once that groundwork had 
been established you could have this good performance. 
Of course, my friends the Democrats came in and they 
took credit for everything. I know politics, I guess, as 
well as the next fellow, and I do not expect anything 
other than that. But I say as an economist—and I hope I 
am trying to be objective about it—the groundwork was 
set, and it is in that environment that you get high 
growth. Now what have we got? We do not have any- 
thing. There is high unemployment, high inflation, low 
growth. 


Senator Laird: I should like to ask a supplementary to 
that. It interested me to hear you say it might be desira- 
ble to import some South American economists. Do you 
infer they are doing a better job down there, with their 
very substantial kind of inflation, than we are doing up 
here? 


Dr. Saulnier: Well, they have had more experience 
with it! That was a semi-facetious observation. The fact 
of the matter is that they are not doing too badly. In 
Brazil and Argentina the inflation rates are receding and 
the growth rates have been fairly high. There, when they 
get down to 15 per cent with a 20 per cent per annum 
price increase it is a great success. It is, after all, a lot 
better than 80 per cent, which every now and then they 
have, or have had in the past. 


The Chairman: Honourable senators, on your behalf I 
want to thank Dr. Saulnier for contributing so much to 
our hearings, and no doubt the final report. I especially 
want to thank him for something that is unique, which is 
that he gave us an extremely enjoyable morning. 


Hon. Senators: Hear, hear! 
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Dr. Saulnier: Thank you all very much. 


The committee adjourned until 4.00 p.m. 


Upon resuming at 4:00 p.m. 


The Chairman: Honourable senators, we now resume 
our hearings on growth, employment and price stability. 
We are honoured today to have with us the Canadian 
Bankers’ Association, represented on my right by Mr. 
René Leclerc, its President, who is also Chief General 
Manager and Vice-President of the Banque Canadienne 
Nationale. With Mr. Leclerc are representatives of the 
various members of the banking community. On his right 


is Mr. R. M. MacIntosh, Deputy Chief general Manager of 


the Bank of Nova Scotia; to Mr. MacIntosh’s right, Mr. 
J.E. Morgan, Deputy General Manager of the Royal Bank 
of Canada; on Mr. Morgan’s right, Mr. N. E. Currie, 
Vice-President and Economic Adviser to the Bank of 
Montreal; and to Mr. Currie’s right, Mr. J. Harvey Perry, 
who is well known to all honourable senators, Executive 
Director of the Canadian Bankers’ Association. Sitting 
next to Mr. Perry is Mr. Suleyman Sarpkaya, Economic 
Adviser to the Canadian Bankers’ Association. 

Honourable senators, you have the brief from the 
Canadian Bankers’ Association before you, and I will ask 
Mr. Leclere to give us a resumé of that brief. 


[Translation] 


Mr. René Leclerc, President of the Canadian Bankers’ 
Association: Thank you, Mr. Chairman. Honourable 
Senators, as President of the Canadian Bankers’ Associa- 
tion, I would first of all like to thank you for having 
invited the Association I represent to testify before your 
committee within the framework of its important 
inquiry. 

As you undoubtedly know, the Canadian Bankers’ 
Association comprises Canada’s nine chartered banks. Its 
executive council is made up of the chief executive offi- 
cers of each of the banks, and it is on their behalf, as well 
as my own, that I am speaking to you today and submit- 
ting the Association’s brief. 

The colleagues accompanying me were introduced a 
while ago by the Chairman and I shall not name them 
again. 

Now, to summarize our brief; it explains in what way 
monetary policies must pass through the banking system 
in order to influence the economy; it also studies the 
suggestions made from time to time for facilitating the 
application of a monetary policy which would take 
regional disparities into account. 


[Text] 

We indicate that while a significant part of the flow of 
savings into investment is direct, from the saver to the 
user of the funds, a very large part of the total lending 
and borrowing in the Canadian capital market is chan- 
neled through financial intermediaries. We point out that 
there is a constraint on the banks’ ability to achieve 
growth in their Canadian dollar deposits that does not 
apply directly to other financial institutions, for the max- 
imum amount which the banking system can hold is 
determined, for all practical purposes, by the central 
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bank, hence the extent of financing they are able to do is 
effectively prescribed by the central bank. 

We go on to state that the extent of a bank’s lending 
operations depends primarily on the demands of borrow- 
ers, and that where a market exists, the banker is anxious 
at all times to lend to any businessman who has a 
reasonable proposition to make. 

[Translation] 

We then review the process whereby funds are dis- 
tributed among the banks. We show that the two factors 
in determining the volume of loans granted by the chart- 
ered banks are, on the one hand, the demand for funds 
for various purposes throughout the country and, on the 
other, the total deposits within the banking system as 
determined by the policy followed by the Bank of 
Canada at a given moment; this amounts to saying that 
monetary policy, insofar as it affects banks, determines 
only the total amount, and not the distribution, of depos- 
its throughout the country. 


The breakdown of their use either as loans or invest- 
ments is determined basically by the clients, and mone- 
tary policy alone cannot fix the money supply in a given 
region or the amount of bank credit in that region. In 
fact, these are essential elements in a national money 
market which, like ours, uses a single currency. 


[Text] 

In discussing suggestions concerning the pursuit of 
monetary policy by different regions we repeat our previ- 
ous assertion that to a large extent, in a national econo- 
my having a common currency and a reasonably unen- 
cumbered capital market, funds will flow from where 
they are generated or saved to where they can be 
employed most usefully as a result of the individual 
decisons of many borrowers and lenders. We shall, never- 
theless, examine the feasibility of achieving such a diver- 
sion by the mechanism of regionally different cash 
reserve ratios. We do not believe that any such system, in 
fact, would induce a shift of funds from one region to 
another, or that such a shift would have any real signifi- 
cance in economic terms. 

We reiterate that the actual location of deposits in a 
branch banking system is of little relevance since funds 
tend to be employed where the opportunities for their 
use are greatest. 


[Translation] 


Theoretically, if cash reserve coefficients taking region- 
al disparities into account brought about lower interest 
rates in a given region, the result should be economic 
advantages for that privileged region. However, we do 
not believe that this can be realized in practice. 

Our brief also deals with the experiment of the 
Common Market, where an attempt is being made to get 
down to the use of a single currency. It seems that this 
would prevent the drawing up of any regional monetary 
policy. This inevitably leads us to conclude that it is 
neither possible nor desirable to set up in Canada a 
monetary policy centered on regional disparities. 


[Text] 
Notwithstanding that, we state our firm opinion that 
the banks can still play a useful and constructive role in 
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building up the slower growth regions. We point again to 
the fact that the great and proven strength of our present 
banking system is that funds can flow freely from wher 
they are generated to where they are needed. y 


[Translation] 


It goes without saying that the banks are very much 
aware of the acute problems existing in certain regions 
and of the necessity for establishing a better economic 
balance throughout Canada. Despite the fact that there is 
nothing fore.ng them to do so, the banks are paying 
special attention to the residents of the disadvantaged 
regions and, insofar as possible, are lending them assist- 
ance. Even though interest rates on loans are comparable 
throughout the country, the banks often grant privileges 
with respect to the maturities of loans and the guaran- 
tees required in such regions. This attitude is the result 
of both an awareness of their social responsibility and 
the sometimes keen competition with which they must 
cope. 


Thank you, Mr. Chairman. 
[Text] 


The Chairman: Thank you, Mr. Leclerc. Do your col- 
leagues have anything to add, or would you like to go 
straight into questions? We are now open for questions. 


Senator Nichol: I scarcely know where to begin, 
because there are so many questions to ask about all of 
this as it bears upon what we are pursuing in this 
committee. You have made a strong case for there not 
being the imposition of cash reserve ratios in the various 
regions. My own inclination is to say that your argument 
is absolutely valid. Are the amounts of loans by regions, 
and the cash reserve ratios by regions, made public now 
under the Bank Act or in bank statements, and so on? 


Mr. Leclerc: No. 


Senator Nichol: Do you think it is a good idea that 
they should be kept the way they are, or do you think 
there would be any advantage in having them published? 


Mr. Leclerc: For my bank it does not matter too much, 
because we are operating mostly in the Province of 
Quebec. I can ask my colleagues if they have anything to 
add. 


Mr. R. M. MacIntosh, Deputy Chief Manager, Bank of 
Nova Scotia: Senator Nichol, may I just make one open- 
ing comment? There are no regionally published statistics 
of the banking system. There are none collected, to my 
knowledge, and there are certainly none published. I do 
not think there are any collected on banking loans as a 
whole. There is only one cash reserve ratio. 

The problem that exists, I suppose, is that every region 
in the country and, more specifically, every province in 
the country, would, I think, tend to feel that it should 
have a net inflow. It is difficult to imagine any provincial 
authorities that anything but a net inflow would be de- 
sirable for that province or that region. On balance, 
clearly there cannot be a net inflow to every province, 
and there are, in fact, probably some relatively small 
transfers from the well-to-do provinces to the others. In 
principle, I would think this is what happens, because the 
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savings rate is higher in those provinces which have 
higher income. On the whole, I think transfers would 
tend to go in that direction. 

Our position is that information of that kind would, 
first of all, be highly misleading, because in many in- 
stances loans may be booked in a particular location, such 
as a head office location, with respect to a national corpo- 
ration. The funds, however, may be used in widely di- 
vergent parts of the country. For instance, a large min- 
ing company with its head office in Montreal may well be 
using the money in British Columbia, and in some cases, 
specifically, they are. The flows of money within corpo- 
rations and the flows of money of depositors would be so 
difficult to trace that it is almost impossible to draw any 
meaning out of figures that were merely based on repre- 
sentations of what is on the books in head office, for 
instance. 


Senator Nichol: The question arises, because when 
money gets tight, of course, people who are farthest away 
from head office are the prople, specifically, who are 
having difficulty in getting loans or are having loans 
called or having other forms of conversation with bank- 
ers and—I am from British Columbia—somehow the 
money is being drawn back from the defenceless citizens 
in the outports and is used to increase the liquidity of the 
companies in the east. I suspect that is not true, but the 
feeling is there. Maybe some sort of public statement of 
the banks’ operations in the various regions might do 
something to remove that feeling. It still exists in spite of 
all the changes that have come in banking across Canada 
in the past years. 


Senator Isnor: You said, “in the east”; you mean in 
central Canada. 


Senator Nichol: Senator Isnor, since you have one of 
the large chartered banks in Nova Scotia, I did not feel I 
should include you. 

Mr. Leclerc: If you have a loan made by us, it would be 
in our books in Montreal and the other part of the loans 
made by another bank would be in the books of this 
bank in Toronto, so the figures could not be very accu- 
rate if you have figures by region or branches. 

The Chairman: Do you have a supplementary to your 
question? 


Senator Croll: For years in the House of Commons the 
charge has been made exactly as stated, that you took 
the money out of the west and out of the Maritimes and 
brought it down to the holy places in Toronto and 
Ontario. But time and again the banks have produced 
statements before various committees in the House of 
Commons indicating the distribution in many instances 
was actually more favourable to the western part of 


‘Canada, under some circumstances, than was otherwise 


acknowledge. You, sir, from the Bank of Nova Scotia, say 
there are no such figures, but I have seen them time and 
again produced by the Bankers’ Association, which is 
perhaps the only body that could have produced them, 
broadly setting out that position. Does not anyone on that 
front bench recall any such figures? 


Mr. MacIntosh: Senator, I think that individual banks 
would have a fair idea of their own figures. There are no 
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industry figures of that kind. I think any comments 
which bankers have made were probably based on their 
general experience. 


With regard to the question of when money is tight, 
which I think is relevant to what both you and Senator 
Nichol were alluding to, the thought that the smaller 
borrowers in the outlying regions are squeezed first, I do 
not think would tend to be borne out by the statistics of 
what has happened to large loans and smaller loans 
during the last two or three years of tight money, 
because the statistics for the system on large loans of $5 
million and over, for loans of $1 to $5 million and on 
loans under $1 million are published. I think it would be 
true to say that no bank during the period of tight money 
which we have gone through would ever have called 
loans under $100,000 or $1 million for reasons of tight- 
ness. They might have had individual situations where 
credit, of course, was inferior, and they might have 
called it for that reason, but not for reasons of putting 
pressure on a borrower to reduce his loans in order to 
improve or protect the liquidity of the banks. If that 
happened, it would apply to the large borrowers. It is the 
large borrowers in the last two or three years that the 
banks brought pressure on to go to the public market, 
because those are the people who have access to the 
public market. I very much doubt if there is any evi- 
dence that a bank puts pressure on the type of borrower 
who has no access to the public markets at all. 


Senator Croll: I did not say that, and that was not my 
question. 


The Chairman: I think the question that Senator Croll 
was asking was whether the Bankers’ Association or the: 
banks had ever amassed the figures on the distribution of 
loans. I suppose there is a logical question that flows 
from that: Could it be done? It might not be healthy, 
from the point of view that you expressed, that one: 
region would have to have an outflow and anotther an 
inflow. I think he is interested in whether it has been 
done; and if not, whether it could be done? 


Mr. MacIntosh: As a short answer, it has not been 
done. The answer to the question, “Could it be done?” is, 
“Yes,” but if it were done it would not add to the sum of 
human knowledge because it would be highly misleading 
in terms of the fact that the booking of the loan by 
location would not reveal where the funds are actually 
employed. 


Senator Croll: I think your answer to my question was 
contained in the last couple of sentences, when you said 
that in the last two or three years the situation has 
changed. I think it has with respect to banking, as 
between the various parts of Canada, but I will get back 
to you later. 


Dr. James Gillies, Study Director: In reference to that 
question, I was wondering what the exact meaning of the 
last sentence is on page 9 of your brief: 

However, the actual location of deposits in a 
branch banking system is of little relevance since 
funds tend to be employed where the opportunities 
for their use are greatest.” 
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What is the definition of “opportunities for their use 
are greatest”? What does that mean? 


Mr. J. E. Morgan, Deputy General Manager, Royal 
Bank of Canada: Dr. Gillies, I think the simple answer is: 
Where the demand for loans is greatest. 


Dr. Gillies: As demonstrated by interest rates? 
Mr. Morgan: As demonstrated by requests for loans. 


Senator Molson: I want to come back to that question. I 
would like to ask the representatives of the banks, or a 
representative, if it is not a fact that they know where 
their deposits are regionally; that they know where their 
loans are regionally; and if they have not a very good 
estimate as to the distribution of their loans individually. 
I would be very surprised if the banks were to say that 
there is no information on where their deposits are and 
where their loans are, and if so, I am afraid I am rather 
bothered and puzzled and, may I say, disturbed. 


The Chairman: Perhaps we could ask Mr. Perry if he 
would like to comment on that. 


Mr. N. E. Currie, Vice-President and Economic Advis- 
er, The Bank of Montreal: I do not think this is particu- 
larly my field, but in further amplification of what Mr. 
MacIntosh was saying, it is not of particular relevance in 
which office of a bank a loan is booked or where the 
deposits are. We surely know that and it is not of any 
particular relevance, because the spending of the funds 
may take place in relation to a project remote from the 
location of the branch where the loan is booked. 


The Chairman: I think senators are aware of the fact 
that loans once made could be spent in other regions of 
the country. I think the specific question is: Do you have 
the information?—although you say, and maybe quite 
justifiably, the use of those loans may be something quite 
different from their location. I think the question is: do 
you have the information on the location of the loans? 


Mr. Leclerc: We can say “no” on that, from our point 
of view. 


Senator Croll; The answer is “no”? 
Mr. Leclerc: My answer is “no”, for us. 


Mr. MacIniosh: For us, the answer would be “yes,” 
that we know where our deposits are by province and we 
know where our loans are booked by province and, there- 
fore, by region. I would like to point out that in the case 
of some deposits, a location in a particular place is not 
really relevant to where the depositor is. For instance, 
some of the provinces and the Crown corporations of 
provinces, even in the west, book wholesale deposit tran- 
sactions at the head office, because that is where the head 
office happens to take the wholesale money market oper- 
ations, which are probably, for the most part, booked 
technically in Toronto and Montreal. It is not really 
relevant that the provinces, themselves, have access to 
those funds. When they ask for bids from banks and 
other people they take the highest bid, wherever it may 
be, and very often that location is not within the prov- 
inces and very often not within the banks, but within a 
finance company or a commercial paper issuer, who may 
be in any part of the country. 
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Senator Molson: May I ask a supplementary? If I were 
to ask a banker if his deposits exceeded his loans, or if 
his loans exceed this deposits, in the Province of Manito- 
ba, would I get an answer, “We do not know’’? 


Mr. MacIntosh: Could I give you some figures on that 
point, senator? The Province of Manitoba, in fact, 
recently published some figures whose sources I am not 
aware of, and I do not know how the figures were 
constructed. I am not sure if they are accurate, but, 
roughly speaking, the figures were that the deposits of 
the banking system, in Manitoba were about $1 billion, 
250 million. The loan figure which was quoted—I am 
quoting figures that were published by the Minister of 
Trade and Industry in the Province of Manitoba— 
indicated a total bank loan of $850 million. 

I am not sure what the system figures are, in fact, but 
let me take you through the arithmetic, if I may very 
briefly, of what the banking scheme would look like if 
you were to take all the deposits in Manitoba and call 
that one bank, one regional bank. I am only citing this 
case, not with a view to saying that the banks have a 
view on regional banks, because as such they do not. In 
fact, some of our members are regional banks and, there- 
fore, the association certainly does not oppose the exist- 
ence of regional banks, nor does it oppose competition 
from new banks. I am only giving this by way of illustra- 
tion of what the asset liability structure would be. 


If you took deposits of $1 billion, 250 million—and I 
am simply using the figure that the Province of Manitoba 
suggested—if that were one bank, you would first have to 
allow for about 30 per cent of major liquid assets of 
those deposits, which is about the average requirement of 
the banking system as a whole at the present time. I do 
not think any individual bank would depart too far from 
that figure. Part of that is a statutory requirement. 15 per 
cent of that figure I have just mentioned would be a legal 
requirement of cash and secondary reserves, and the 
other 15 per cent is the normal liquidity back-up which a 
bank would have. Therefore, if you took 30 per cent off 
$1,250 million you would be taking off $375 million. 

It happens that at the time cited by the Province of 


Manitoba, the loans to the Wheat Board were a little 
over $500 million. In addition, there were very large 


loans to the grain trade, in the order of $700 million to 


the grain dealers, apart from the Wheat Board, at that 
time. I do not know how much of those grain dealer loans 
would be in Winnipeg, but I suggest a large proportion of 
them would be. If you allow for $250 millions out of 
$700 millions being grain dealer loans and the rest of 
them being in the Alberta, the Saskatchewan Wheat Pool 
and so forth—there is another $250 million. You have to 
allow another 10 per cent of your deposits to take care of 
mortgage loans, provincial securities and municipal 
securities, because any bank operating in any part of the 
country would undoubtedly have a significant percentage 
of assets in that area. There you have another $125 
million, and we might calculate now what we would have 
left for all loans, other than Wheat Board and grain 
loans. That comes to $1,200 million, which would leave 
you $50 million for all loans for all purposes in the 
Province of Manitoba, out of deposits of $1,250 millions. 
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I might say that I am not theorizing. This would be the 
actual structure of a bank in a province like that, given 
those deposit figures. 


One can say, of course, that the Wheat Board loans in 
Manitoba should be financed not wholly in Manitoba, but 
nationally. We would agree with that. In fact, that is 
undoubtedly the case. The savings from the rest of the 
country supply a significant degree of financing for the 
Wheat Board and grain loans in the province. My point is 
simply that if you applied that, not to the Wheat Board 
but to any corporation in any part of the country, you 
would see the same thing, that is that there are massive 
transfers here and there across the country, depending on 
the location of the bank. 


May I conclude with one illustration, not in Manitoba 
but in Quebec? The banks have allocated, I believe, 
$150 millions for the Churchill Falls financing in 
Labrador, which has not yet come to fruition. Those 
authorized loans exist. At that particular time and place 
it might be that there would be transfers within the 
province, conceivably from some other province, who 
knows, but my point is simply that you cannot regionally 
segregate a balance sheet and make sense out of it. 


Senator Nichol: This may answer the question I asked 
before in regard to the feeling in the outlying regions of 
the country I have described—and I am not saying it is 
right or wrong, but I think it exists. Is some of that due 
to the fact that as you move away from the centres of 
industry and finance and move towards companies and 
smaller industries—which because they are small and 
often new, are companies using every cent of their cash 
and have no current ratios at all, or current ratios of zero 
or less—do you feel these people in these types of indus- 
tries and locations tend to be, not because of the location, 
but because of the type of business they are conducting, 
because of their small size, tend to be more susceptible to 
the squeeze when the squeeze comes? I heard the argu- 
ment many times in Vancouver during the recent tight 
squeeze that small businessmen were having blocks put 
to them by their bankers when the large businesses were 
not. I do not know whether it was true or not. I now they 
were having the blocks put to them, but I do not know 
whether that accusation is true. That is not a question, 
but a sort of half-baked statement. Possibly you could 
comment. The argument which is made, incidentally, is 
that a regional bank such as the Bank of Upper Rubber 
Boot, Idaho, which, if it existed, would not do such a cruel 
thing. 


Mr. Morgan: It might not have the resources either. 
Really though, this comes up frequently. As you say it is 
always said in general. Our problem is trying to get 
specific examples. Very rarely can we find the specific 
examples. So it is a difficult thing for a bank to answer, 
because unless you say it was such-and-such a company 
and under these circumstances, how can we answer? 


Senator Nichol: Yes, that is right. 


The Chairman: You have a question, I believe, Senator 
Bourque. 
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Senator Bourque: Senator Nichol quite properly 
informed us that he is from the province of British 
Columbia. 


Senator Nichol: I tried not to show it too much. 


Senator Bourque: Perhaps I can say that I come from 
the province of Quebec. Now we are on an even keel. Mr. 
Chairman, I should like to put one or two questions in 
French to Mr. Leclerc so that we can get on record the 
fact that we do speak both English and French in this 
committee. 


The Chairman: By all means, Senator Bourque. 


[Translation] 

Senator Bourque: Mr. Leclerc, I would like to ask you 
just one question concerning the last bank, I believe, that 
failed in Canada; it was the Home Bank, I believe, in 
1923? 


Mr. Leclere: In 1923. 


Senator Bourque: The only bank whose trustees made 
money? 


Mr. Leclerc: About 25, 30 per cent. 


Senator Bourque: Since that time, there has never 
been a nickel lost in a bank which may have failed. It 
was absorbed or something? 


Mr. Leclere: If I may add, neither by the depositors nor 
by those who held bank notes at that time. 


[Text] 

Senator Bourque: I can now go on in English, if you 
like, Mr. Chairman. The total loss for depositors and 
everybody in 1923 was 25 per cent. 


Mr. Leclerc: That is for depositors only, senator. 


Senator Bourque: But the round figure was 25 per 
cent. The point is that there are people who put their 
money in the bank instead of buying stocks or anything 
else, and they are practically assured that their money is 
approved, because the proof of the pudding is in the 
eating. Is that not right? If I understand correctly, the 
Government guarantees a deposit in the amount of 
$25,000. 


Mr. Leclerc: The amount is $20,000, senator, and this is 
for a single depositor. 


Senator Bourque: Is it not a fact that the banking 
system in Canada is one of the best in the world? During 
the depression we had many years ago the United States 
banks were toppled over one after the other and yet we 
maintained safety for the depositors in banks in Canada 
to such a degree that very few people lost money. They 
may have lost money through transactions which they 
should not have entered into, but they always received 
their 100 per cent on the dollar so far as the banks were 
concerned. Is that not right? 

[Translation] 

Mr. Leclerc: It is so true that the banks did not agree 
on paying for the insurance on the first $20,000 which 
had been required for each depositor. Then, if you look 
at the United States—I do not have the figures in front of 
me—but I do know that, even last year, a fairly large 
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number of American banks closed their doors; this is not 
counting the years from 1930 to 1933, which you certain- 
ly remember, when hundreds of American banks closed 
their doors at that time. The depositors. lost a part of their 
deposits also. I do think that we are of the opinion that 
the Canadian banking system is about the best in the 
world, from that aspect. If you travel around the world a 
little, you see that other banks have failed in other 
countries of the world. I mean in countries that are free, 
if you like. 


Senator Bourque: But here, at the moment, we are 
speaking of present things, of things we have experienced, 
not probabilities. I do not think that would have hap- 
pened, but those are things we have lived through. 


Mr. Leclerc: That is right. 
Senator Bourque: The sale, it is an accomplished fact. 
Mr. Leclerc: For 50 years, nearly 50 years. 

[Text] 


Senator Beaubien: I want to ask a supplementary, Mr. 
Chairman. 


The Chairman: Certainly. 
[Translation] 


Senator Beaubien: Mr. Leclerc, what happened to the 
shareholders of Home Bank at that time? 


Mr. Leclerc: If I remember correctly, the shareholders 
of Home Bank lost the money they put up. 


Senator Beaubien: Only the money they put up? 


Mr. Leclerc: I believe that there was double liability at 
that time. If my memory serves me correctly, they must 
have lost double their investment, although the holders 
of bank notes lost everything. If I remember correctly, I 
believe that was it. 


[Text] 


Senator Isnor: As I understand it, Mr. Leclerc, there 
was only one failure in Canada compared to many, many 
failures in the United States during that depression 
period. 


Mr. Leclerc: The last failure in Canada was in 1923. It 
was the Home Bank of Canada. That was the last one. We 
had bank failures before that, but since 1923 we have not 
had any. 


Senator Isnor: Concerning loans made locally at the 
present time, is the policy now to allow the local bank 
managers to make their own loans to the extent of 99 per 
cent? 


Mr. Leclerc: It depends on what bank you are talking 
about. On the whole I think that is what we say in our 
brief. It may be 75 per cent in one bank and 993 per cent 
in another bank, but on the whole the bank manager is 
authorized up to a certain amount and that depends on 
the branch. In an important branch, such as a main 
branch in Montreal, the amount would be higher than in 
a small branch in Saskatchewan or a small branch in 
Quebec. 
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Senator Isnor: Is that a new policy? 


Mr. Leclerc: No, it has been in effect for many years, 
but we have raised the amount that the manager is 
allowed to lend. We raised that amount many years ago, 
in fact. The amount is now much higher than it used to 
be. 


Senator Isnor: But you say in your brief that only 1 
per cent of the applications for loans must be referred to 
the head office. 


Mr. Leclerc: Some of the banks—not ours, because we 
are only in Quebec—have regional offices so that they do 
not refer their loans to the head office. 


Mr. McIntosh: If I may just add a comment here, Mr. 
Chairman, and this refers back to what Senator Nichol 
was asking about earlier concerning the size of loans, 
first of all I should like to point out in that connection 
that in the period of tight money—and I am referring to 
the Bank of Canada’s statistical summary for May, 1971, 
at page 354—the loans under $100,000 to business 
increased in the two years ending March 31, 1971, by 
$242 million. 


Senator Nichol: Could you give me that again? I did 
not quite get the increase in loans. 


Mr. MacIntosh: Individual loans under $100,000 
increased from $1,747 million to $1,989 million during 
that two-year period, which pretty well spans the last 
two years of tight money. That is an increase of $242 
million. 

In the same period for loans of $5 million and over, 
which are the very largest loans in the system, the 
increase was $295 million, going from $2,408 million to 
$2,703 million. As you will see, that is a smaller percent- 
age increase than the loans under $100,000 showed. 


So I think on the face of the evidence the percentage 
increase of the smaller loans was greater than the per- 
centage increase for the biggest loans. 


If I might turn to Senator Isnor’s question with respect 
to the number of loans, which is also relevant, again 
going to the same source, the Bank of Canada’s statistical 
summary, the number of loans at September 30 last, of 
amounts less than $100,000 in Canada, was 213,804 loans. 
That amounted to 92.7 per cent of all business loans in 
Canada by number. Then there were 6.3 per cent of the 
loans which fell between $100,000 and $1 million. Just to 
finish it off, .8 per cent of the loans were between $1 
million and $5 million. In the largest category of $5 
million and over, there were only 547 loans altogether. If 
you take those two largest categories, that is, $1 million 
to $5 million, and $5 million and over, you have about 
2,500 corporations in Canada, and those are the biggest 
borrowers in the country, of course. 


Senator Isnor: That is the biggest in dollar value, is it 
not? 


Mr. MacIntosh: Yes. In dollar value there are more that 
are relatively large, but in numbers there are only 2,500 
of them. Those 2,500 would almost certainly be referred, 
in a well-managed organization, to somebody with a suffi- 
cient degree of seniority to confirm a credit of that size. 
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_In the category of $100,000 to $1 million I suggest that 
the bulk of those would be dealt with locally. So the fact 
is, you are probably not talking much over 1% per cent 
in number of loans which would be dealt with beyond 
the most senior regional management level. Of course, in 
dollar terms, those loans account for large amounts, but 
one is not going to make a $20 million loan to a major 
mining company without the most senior officers of the 
bank and the board authorizing it. 


Senator Nichol: Taking the figures that you used, of 
individual loans under $100,000, and of the large loans, 
this perhaps goes part way towards explaining the prob- 
lem, because people in the $100,000 and less category 
have virtually no alternative means of financing. If pres- 
sure is applied through the banking system in roughly 
equal amounts to both the large and small borrower, the 
large borrower moves into alternative means of financ- 
ing, either to debenture issues or mortgages of other 
kinds, to equity sales, bonds, or whatever else he can do. 
The other fellow under $100,000 has no hope of doing 
this. If these things are equal the pressure is obviously 
felt much more severely by the small borrower than the 
large borrower. Is that correct? 


Mr. MacIntosh: No. I would say that is not correct. I do 
not think any bank would bring pressure to bear on any 
loan under $100,000. In the first place, as a matter of 
administrative management it would be very inconven- 
ient to try to improve your liquidity by going after 15,000 
borrowers instead of 50 borrowers. 

During that period of tight money, while it is true that 
some of those big borrowers could have had access to the 
market, in actual practice many of them backed up into 
the banking system and would not go to the market 
because they did not like market conditions. So, in fact, 
that increase of $295 million would have included some 
considerable borrowers who intended to go to the corpo- 
rate market and who, since March, have probably gone 
to the debenture market. 


I would argue that there was pressure on the banks 
with respect to that, which the banks did not particularly 
appreciate. I would state pretty flatly that I do not think 
any bank would have brought pressure on any borrower 
under $100,000 or even under $1 million. 


Dr. Gillies: I gather that only one per cent of the loans 
are referred back to head office. Is it the policy of the 
banks to set broad regional lending policies? For exam- 
ple, would it be the policy of the bank to say that not 
more than 7 per cent of the loans in the Maritimes 
should be on mortgages? 


Mr. MacIntosh: No. 


Dr. Gillies: Do I make myself clear? Do you under- 
stand the question? 


Mr. MacIntosh: I think every bank would have to 
answer that for itself. In our case certainly that would 
not be the way we would do it. We do attempt to 
estimate and to forecast the kind of assets which we are 


- going to have, but any estimated mortgage loans for the 


Maritime Provinces would have come from the Maritime 
Provinces. 
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The Chairman: Honourable senators, we are required 
for a vote in the Senate. As a result, I have to adjourn 
the meeting. I apologize to our witnesses. It will take 15 
minutes or less. 


(Short adjournment) 


The Chairman: Honourable senators, the hearing is 
resumed. 


Senator Molson: In the hearings we have had to date, I 
think it is safe to say that if there has been any consen- 
sus it has been in the direction of saying that in coping 
with inflation and unemployment, unquestionably fiscal 
and monetary policies are two of the weapons that have 
to be used, and well used. There is some doubt about the 
efficacy of the monetary methods in coping with the 
requirements of these boom and bust cycles, partly per- 
haps because the monetary authorities do not have com- 
plete control over the system, and perhaps because of 
other weaknesses. I wondered whether our witnesses 
would care to comment on the role of monetary policy in 
the effort to control inflation and unemployment 
coincidentally. 


The Chairman: I guess the Canadian Bankers’ Associa- 
tion does not have a policy on that, so I think it might be 
worth while to ask that question of each of the individual 
witnesses. I take it I am correct in assuming you do not 
have that policy. I think we could start with you, Mr. 
Leclerc. Have you any personal thoughts on that, or 
Banque Canadienne Nationale thoughts? 


[Translation] 


Mr. Leclerc: If monetary policy—if I understood Sena- 
tor Molson’s question correctly—monetary policy, where 
our bank is concerned, well, we do not have an actual 
monetary policy because, in the final analysis, we are 
subject to the restrictions which may be placed on us by 
the Bank of Canada, anyway. Furthermore, even if we 
have a loan policy today and if in two or three years the 
Bank of Canada requires us to hold a further one or two 
per cent in secondary reserves, and if we are entitled to 
hold Canada savings bonds in reserve, then that means 
that in our own bank, as in the entire banking system, 
one per cent may be 250 million less or 500 million less. 
Therefore it means that as such time it is a type of 
restriction which may be imposed on us by the Bank of 
Canada and, as has already been said, if certain restric- 
tions are imposed on us, we must of necessity take into 
account the commitments we have to our clients, and 
often dispose of securities in order to be able to meet 
them. Therefore, as regards monetary policy, we pretty 
well have to follow what is imposed on us, in my opinion. 
I do not know whether Mr. McIntosh has something to 
add to that, on the monetary policy of any particular 
bank. 


[Text] 


Mr. MacIntosh: Mr. Chairman, perhaps I might take off 
my Bankers’ Association hat, and also my own bank’s 
hat, because I do not think we have a corporate view on 
monetary policy. I doubt if it is possible for a corporation 
to have a concerted view. There are about eight views, I 


155224. National 


think, in any individual organization on these matters. I 
will therefore speak only as a professional economist. 

I would tend to share the view of the Bank of Canada 
which has been expressed by the governor from time to 
time, that the sort of Friedmanite rules that are popular 
in the United States right now, and which you have heard 
expressed by a number of witnesses, that you can fix the 
rate of growth of your money supply at a fairly standard 
steady rate and maintain that, are not very feasible. You 
have also heard that view expressed by a number of 
Canadian witnesses, including the chairman of the Eco- 
nomic Council, I believe. 


The first problem you run into, and one which I do not 
think the monetarists in the United States have really 
come to grips with, is the fact that you have to define 
what you mean by the money supply. This is a very 
slippery thing to define. In the United States in recent 
years there have been some very significant parts of the 
liquidity of the economy which are not money as defined 
by the federal reserve; that is to say, their narrow defini- 
tion M-1 of current accounts in the banking system, and 
their M-2 definition and so forth. 


There are times when very large flows have taken 
place out of the commercial banking system of the 
United States into commercial paper, finance company 
paper, international transactions; there have been major 
inflows of funds from the Eurodollar market which have 
been competitive with internally generated deposits in 
the United States. Sometimes these flows have been 
really massive. | 


In the United States last year, after the Penn Central 
crisis the volume of commercial paper and bank related 
paper went down from $40 billion to $35 billion, a decline 
of $5 billion in a few months. That $5 billion flowed 
into the commercial banks, because people were 
frightened of the credits of the people they had been 
placing money with, so they simply transferred their 
money out of the commercial paper market into the 
banking system. Bank deposits of that kind went up 
sharply. Is one to say that the money supply was increas- 
ing at an undue rate? If you look strictly at the narrow 
definitions used in the United States it was, but if you 
look at what is really going on, the fact is that you were 
just transferring some types of corporate assets from one 
to another, and changing only their character, not the 
total volume. 


The same problem exists in Canada. Here we have, in 
addition to the money supply as we conventionally define 
it, which is bank deposits, trust company instruments, 
commercial paper, sales finance paper, provincial trea- 
sury bills, swaps, which are these transactions into 
United States dollars hedged forward; approximately— 
and I am guessing—$4 billion of short-term liquid assets 
held mainly by corporations in Canada, which from time 
to time can move back into the banking system. 


In the last six months there has been a massive move 
of those types of liquidity out of commercial paper and 
finance paper into the commercial banks, into the chart- 
ered banks, the reason being that the interest rates on 
such instruments competing with bank paper have fallen 
sharply, and some people have preferred to put their 
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money back in the banks. There has been a very rapid 
rate of growth of that type of deposit. If you look at the 
money supply, people may say the money supply has 
gone up too fast. But if you look at a comprehensive 
definition of all types of liquid assets in the economy you 
get a very different picture of the rate of growth of the 
money supply. 

Therefore, I am saying that the monetarist view of the 
matter is based on far too narrow a definition, and they 
themselves abandon it when it comes dowon to brass 
tacks. The Federal Reserve Bank of St. Louis, which is 
the classic case of the monetarist view, as can be seen 
from their publications, when it comes down to brass 
tacks, talking about the state of liquidity in the economy, 
abandon the definition of money supply that they usually 
use and start saying that account has to be taken of these 
other forms of liquidity. 


I am no supporter of the view that you can fix a rate 
of growth of 5 per cent per annum in the money supply 
and just leave it there, because you cannot do that unless 
you can talk about transfers in and out of different types 
of assets. That is particularly true in Canada with an 
open economy, where much of this transfer is an interna- 
tional flow. I am afraid that is rather a long answer. 


Senator Molson: As a supplementary, let me ask this. 
In our concern with trying to cope with inflation and 
unemployment, are we using a weapon that is really no 
good? Are we trying a sort of nail-jelly-to-the-wall 
exercise? 


Mr. MacIntosh: I think monetary policy is a useful 
instrument. In the final analysis it really depends on the 
judgment of the central bank, so in the final analysis it 
can depend on human error and human fallibility. As far 
as it can do so, I think the central bank has to adjust to 
unexpected eventualities. 


Senator Molson: But is it ill-equipped? That is what I 
am really asking. 


Mr. MacIntosh: No, 
instruments. 


I think they have sufficient 


Senator Molson: Or are we ill-equipped? Is the Canadi- 
an Government ill-equipped? Are the Canadian people 
‘ill-equipped? 


Mr. MacIntosh: I do not think we are ill-equipped with 
financial machinery or monetary policy, no, sir. I think 
we have adequate policy. However, I think the monetary 
authorities can be pushed by the sort of requirements 
they are subjected to by government, because in the final 
analysis government and fiscal policy can put the central 
bank in an untenable position, and has final authority as 
we know. 


Senator Molson: What about the near-bank? 


Mr. MacIntosh: I think the view of the chartered banks 
in general is that some of the near-banks have escaped 
effective control through monetary policy. That is true. In 
some respects it might be more comprehensive. 


Senator Molson: They are outside monetary policy? — 
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Mr. MacIntosh: Yes, sir. 


Senator Isnor: I would think from your answer that 
you are in accord with the policy of the central bank up 
to the present time? 


Mr. MacIntosh: Speaking personally, I am, sir. 


Senator Beaubien: Mr. MacIntosh, you said that in 
cases like that of the Penn Central failure, and so on, 
people who had lent money on notes on that sort of thing 
got worried and therefore they called this paper and put 
this money on deposit in the banks. But supposing that 
an “ABC” company had borrowed $200,000 on commer- 
cial paper and then the lender got worried, got the 
money back and deposited it in the bank, the “ABC” 
company had to get that $200,000 from the bank and it 
would cancel out, would it not? 


Mr. MacIntosh: Yes, Senator Beaubien, and very often, 
of course, the borrowers who were in that market are 
relying on umbrella lines of credit from the chartered 
banks. So my view is that we do not charge enough 
money for that umbrella. 


Senator Beaubien: No, no, but it would cancel out. You 
said that it had the effect of increasing the bank deposits, 
but actually it would cancel right out, would it not? I 
lend $200,000 to “ABC”, I get worried, I call the money; I 
put it in the bank. The bank deposits grow by $200,000. 
But the “ABC” company has to get the $200,000 and the 
only place that “ABC” can get it, if people are not 
lending on the Street, is by going to the bank, so it would 
cancel out, would it not? 


Mr. MacIntosh: You are absolutely right, in the sense 
that not only would the liabilities of the banks rise but 
their assets would rise, too. They would go up very fast. 
It would not change liquidity, but it would change the 
appearance of the total volume of bank assets and liabili- 
ties, the gross figure. 


The Chairman: Mr. Morgan, do you have any views on 
monetary policy? 


Mr. Morgan: Mr. Chairman, I find myself between two 
professional economists, and I am not a professional 
economist. 


Senator Molson: You are in good company. Do not feel 
lonely. 


Mr. Morgan: Honourable senators, I would have to say 
that there is no Official policy or attitude in the Royal 
Bank. We argue about this daily or weekly. My own 
personal view could be summed up, in layman’s lan- 
guage, by saying I really do not believe that you can 
expect monetary policy by itself to achieve the Valhalla 
of an acceptable rate of employment and an acceptable 
rate of inflation. 

I think it is the duty of the Central Bank to operate its 
monetary policy as it sees fit, to keep the economy oper- 
ating in a proper and reasonable state. If those actions 
cause undeserved hardship to certain segments of the 
economy, obviously some amelioration or some other 


method must be used to offset the unavoidable bad 
effects. That is probably very bad economics, but that is 
the way I see it. 


The Chairman: Mr. Currie, do you wish to make a 
comment? 


Mr. Currie: Thank you, Mr. Chairman. Honourable 
senators, if I may, I would like to shift the emphasis a 
little. On the question of Friedmanism versus any other 
approach to monetary policy, I am speaking personally 
and not for my bank. I do not disagree in essence with 
what Mr. MacIntosh has just said, so I will not go over 
that ground again. 


Returning to half of the question which Senator 
Molson asked—‘“‘Are we equipped to deal with this kind 
of situation that we find ourselves in?’—this conundrum 
of unemployment and inflation, I have read newspaper 
accounts and some of the reports of the proceedings here. 
It appears that quite a few of the witnesses who have 
been before you have more or less given up on trying to 
control inflation. That is one view in regard to controlling 
it, learning to live with it. Another sort of view is: Yes, 
you must control it but you cannot control it with the big 
levers of monetary and fiscal policy. You have to control 
it by some kind of specific control mechanism, an 
incomes policy, a mandatory price and wage policy, that 
sort of thing. I would like you to give me a moment to 
back up a little from that. 


I do not think that the traditional—traditional in the 
sense of Keynesianism, modified over the years— 
approach to demand management in the economy has 
failed, or it is not yet proven that it has failed. I just do 
not think it has been used properly. 


There has been a great deal of talk as to when did the 
Canadian economy, for instance, get overloaded, when 
did this all start. Figures are produced about the publie 
sector going into surplus at about the mid-1960s—which 
would, according to the theory, have been about the right 
time, because this would have been restraining the 
economy at the time it was reaching its full capacity. 

But in actual fact, as we all know, the influences of 
fiscal policy and monetary policy have substantial lags in 
them. The movement towards surplus on a national 
accounts basis, whether conscious or otherwise, did not in 
fact take place until well after the Canadian economy 
had reached the peak of its capacity. This becomes even 
more apparent when you look at the figures and consider 
that in 1966 you began seeing in the national accounts a 
figure of receipts in the Canada and Quebec Pension 
plans. This is part of the surplus on a national accounts 
basis, which was developed at that time. 

I am no longer an academic economist, and I do not 
have time to work out models and all that sort of thing. I 
am rather disappointed in the academic community, that 
they have not really got to grips with this problem of an 
institutional change which effects nothing in real terms 
but gives the appearance of producing a surplus in the 
public sector. 


At the moment, for instance, you have about $1 billion 
of receipts into these two pension plans, which are not 
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disbursed to individuals but which are loaned to provin- 
cial and municipal authorities, by and large. 

Just by a stroke of the pen—that is, a legislative stroke 
of a pen—funds flow through the public sector which 
previously went from the private to the public, or the 
private in another way; but now it goes through the 
public sector. It is suddenly counted as a surplus. I am 
not quite sure whether that is a valid way of looking at 
it, but if you do subtract the surpluses of those pension 
funds from the figures, you find the following rather 
curious anomaly. The total public sector was in deficit in 
1967, it was in deficit in 1968, and suddenly in 1969, 
which is a little bit after the time when unemployment 
was beginning to loom as an important problem, the 
public sector switched strongly into surplus. Then, of 
course, the thing changed the following year and that 
surplus is now lower. 

In my view, the timing was not right, in terms of the 
broad demand management kind of approach that people 
have talked about and some people appear to have given 
up on. 

I just do not think we should give up on the use of 
these broad tools of management of the economy through 
fiscal and monetary policy, and start tinkering around 
with individual types of control. One might put a lid on 
something in one spot but it bounces out somewhere else. 
I just do not think that, as a country, we should start 
seriously experimenting with that kind of thing. 


The Chairman: Do you have an opposite argument to 
fine tuning with that sort of thing? 


Mr. Currie: I am talking about the main thrust of 
policy. The demands that were being put on the economy 
starting about the mid-1960s were just in total too great 
for the economy to bear. This applies to the neighbouring 
economy in the United States also. The result was that 
inflation was an inevitable consequence. Once you have 
inflation, it is very difficult to control. But I shall also say 
the other thing and that is that inflation, once you have 
it, is going to cause unemployment in due course. Wheth- 
er you attempt to control it by conscious policy or let 
nature takes its course, inflation will bring about unem- 
ployment in due course, and this was in fact happening 
in Canada before the levers of policy changed to try to 
put the lid on the inflationary forces. 


The Chairman: But you do tend then to move towards 
the monetarist view in the application of fiscal and 
monetary policy. You probably find yourself somewhere 
in the middle. 


Mr. Currie: I am not too sure, Mr. Chairman. I think if 
you have big swings in demand in the economy both 
financial and real partly as a result of activity in the 
public sector, the monetary authorities are going to have 
to adjust to that and so you have some pretty large 
swings in the volume of money available and that kind 
of thing which complicate the situation in the ways that 
Mr. MacIntosh mentioned. But with a slightly steadier 
run at the fiscal side of things, the monetary side could 
be steadier too, but I do not for one moment subscribe to 
the view that you can set money at some relationship to 
the potential growth rate of the economy. 


The Chairman: But you are opposed to the use of 
short-term specific fiscal measures, I gather. You would 
rather rely on the broader instruments. 


Mr. Currie: I think this could be a very long discussion. 
I do not think I am suggesting that specific fiscal mea- 
sures cannot be used to achieve particular results region- 
ally or industrially or sectorally. But I am suggesting that 
you need to have some flexibility to do that sort of thing 
which you cannot have if all you do is keep adding one 
thing on top of the other—greater and greater demands— 
and of course these come back to the rest of us in taxes. 
In classical theory taxes are deflationary, and they are in 
a sense, but when you get into inflation, higher taxes are 
in fact inflationary operating through wage negotiation 
mechanisms. 


Senator Beaubien: Mr. Currie, you said that inflation 
would cause unemployment. When you say that, do you 
mean more inflation than your trading partners are 
having? 


Mr. Currie: That is one argument. 


Senator Beaubien: Because so far as inflation is con- 
cerned, if everybody were going up at the same rate, and 
let us say the cost of steel goes up in the United States 
and here, our competitive position would still be the same 
and we could still sell it. 


Mr. Currie: But there you are talking about a particu- 
lar commodity. 


Senator Beaubien: Well, taking any commodity or any- 
thing that is produced. 


Mr. Currie: Well, I think if Canada were the only 
country in the world and did not trade with anybody 
else, if it was self-sufficient and made everything it 
needed and did its own washing, I think inflation in due 
course would lead to an increase of unemployment be- 
cause of frictions in the system. You get to the point 
where you cannot pass your extra costs on and you try 
to economize on certain elements of cost, and labour con- 
stitutes some of those elements of cost. So you try to find 
ways of economizing on labour and you have unemploy- 
ment. Now I know that is oversimplified, but that is the 
essential cause, the frictions in the system. If everything 
moved up exactly at the same rate, this would not be 
true, but it is true when there is stickiness in the system. 


Senator Isnor: Mr. MacIntosh, in the brief you refer to 
the serious problems of some of the regions, and further 
on you say that you make concessions on terms and risk 
standards in the less developed areas. What are those 
areas to which you refer? 


Mr. MacIntosh: In the last number of years, the banks 
have been very conscious of the degree of concern in the 
country about the more underdeveloped parts of the 
country, and I think they have responded. In fact, they 
were already tending to grant credits in the hinterland, 
shall we say, of the country on terms which were com- 
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paratively more favourable than they would have. grant- 
ed those same credits had they been in the central prov- 
inces. In general it is the case that in Canada the banks 
will lend a higher ratio on a balance sheet and; at the 
same going rate of interest on the ground that the less 
developed parts of the country generally have business 
firms with a shorter history and less equity in them. I 
cannot speak for the other banks, but specifically in 
talking to my own colleagues my experience over the 
years is that in the non-central provinces credit stand- 
ards are generally easier. 


Senator Isnor: You are the first witnesses to come 
before us who favour areas other than the central 
provinces. 


Senator Molson: The first bankers. 


Mr. MacIntosh: I can cite another instance, senator. In 
the case of my bank, and I think it is true in the case of 
quite a few banks, mortgage lending policy tends to be 
directed to the individual family unit, the single family 
dwelling, rather than multiple family dwellings, so I 
think you would tend to find bank financing of housing 
in Canada by and large outside the big city areas, the 
central metropolitan areas, and somewhat more heavily 
in secondary cities and towns in the country. 


Senator Isnor: Would you care to go a little further 
and name those areas which you have in mind? 


Mr. MacIntosh: I do not think I would care to disclose 
our business to our worthy colleagues here. But I know in 
our case for instance we have had a tremendously heavy 
demand for housing in parts of British Columbia. Now 
British Columbia is not perhaps what you would call an 
underdeveloped area, but the population growth is very 
high and the demand is very great. The same would be 
true of certain parts of the hinterland. We have substan- 
tial mortgage loans in places like Thompson Lake and so 
forth. 


Senator Isnor: I am trying to get you to say that you 
would be more favourable in your treatment of the Mari- 
times than to other parts of Canada. 


Mr. MacIntosh: In our case that goes without saying, 
senator. 


Senator Nichol: It is in effect, Mr. MacIntosh, a sort of 
regional policy, is not? 


Mr. MacIntosh: Yes, in a qualitative sense I think it is 
true that banks tend to try to find viable propositions in 
the less well developed provinces. They search more 
diligently for them there, but that does not necessarily 
mean that they find them. It is one thing to say that you 
are making credits really available in, for instance, 
northern New Brunswick. It is quite another thing to find 
businessmen who wish to borrow in order to locate a 
plant there standing on its own feet, finding its own 
markets unless other elements, such as provincial gua- 
rantees, are introduced. However, I am referring to an 
open market; the banks tend to lean towards an easier 


credit view in the hinterland, but they cannot necessarily 
make borrowers borrow. 


Senator Nichol: How much of this is due to the central 
policy and how much to the natural aggressiveness of 
bank managers who live in these areas? They have to be 
that way or they just do not get to got into the beer 
parlours on Saturday night. 


Mr. MacIntosh: Every manager is judged on his own 
performance and in Canada that generally means he is 
judged on his ability to make good loans. A good loan to 
him in a small town is $10,000 or $12,000 and he will 
reach for that business if he can. The organization of the 
system is very much based on an intensive structure. His 
success will be reviewed in terms of his ability to make 
loans. Therefore he will always reach to support the local 
community. I have never heard of a bank manager who 
did not. 


The Chairman: To what extent does moral suasion on 
the part of the central bank have an effect on the atti- 
tude of the banking community to its regional 
obligations? 


Mr. MacIntosh: The Governor of the Central Bank has 
told the chief executors and general managers of the 
banks on more than one occasion in recent years to have 
a special regard for the underdeveloped provinces. I be- 
lieve he was only reinforcing something that the banks 
were tending to do. 

Another point I consider to be worth remembering is 
that many senior bankers in this country came from 
small towns and provinces which are not among the 
richest. My experience of them is that they have a pretty 
sensitive regard for the areas which they know well. 


The Chairman: How do you feel with regard to moral 
suasion by the central bank? 


Mr. MacIntosh: I think moral suasion of that character 
is legitimate. Chartered banks in general might tend to 
feel that some of the actions that have been required of 
them by the central bank could have been put on the 
record so that the public was informed of the situation. 
There have been periods when we were under con- 
straints and the banks felt that this should have been 
made clear earlier than it was. I speak with special 
regard to the period when we were asked to hold down 
our deposit rates of interest. 

In an open society such as ours, on the whole the 
monetary record should be spelled out, not only for the 
private knowledge of the banks, but for the whole busi- 
ness community and, indeed, the public. 


The Chairman: Should that be done at the time the 
bank takes the action? 


Mr. MacIntosh: Yes, I think so, although there may be 
very special cases, such as a foreign exchange crisis, 
where the central bank has to proceed in secrecy in order 
to achieve a purpose. However, by and large, yes, when 
an action is taken. 

That is my own view; I do not know if I speak for all 
the banks in that regard. 
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Mr. Morgan: I certainly agree; I think that all central 
bank orders, with the exception of such a foreign 
exchange crisis, should be made public, even if only for 
the reason that the central bank should accept full 
responsibility for its policies. 


The Chairman: In the specific area of regional develop- 
ment, in your judgment is moral suasion by the central 
bank an effective tool to cause banks to go further than 
they would if they were left alone? 


Mr. Morgan: I doubt it; I think the banks go, and have 
the inclination to go, as far as they can with prudence in 
this area without any persuasion. 


The Chairman: I am not arguing the correctness or 
incorrectness of the bank’s course; I am saying if it were 
assumed that it was the central bank’s or the Govern- 
ment’s wish for the banks to go further in regional 
development, would moral suasion be an effective tool? 


Mr. Morgan: To make them go beyond the limits that 
they regard as prudent? 


The Chairman: That is right. 


Mr. Morgan: I doubt it. In this area we are really 
discussing a situation in which the Government is asking 
for an unbusinesslike decision. I do not think an officer of 
a bank, who is responsible to his directors and sharehold- 
ers, could do that. 


Senator Nichol: “Could” do it, or “should’’? 


Mr. Morgan: Could do it. In the past, as you well know, 
when the Government wished a bank to make unbusi- 
nesslike loans, they usually established a guarantee 
system. The trouble was that half the loans we were 
going to make anyway would get in under the guarantee, 
which we do not like too much. 


Mr. Macintosh: When the Department of Regional Eco- 
nomic Expansion takes specific action it would have more 
impact on the actions of banks, as would certain provin- 
cial policies. However, those policies sometimes can also 
lead into major disasters. We have had some of these in 
Canada in recent years, where in the name of industrial 
diversification in provinces we have done some very 
wasteful things with the savings available to the 
economy. 


Dr. Gillies: Two economists who appeared before the 
committee recently suggested that there was far too 
much moral suasion in the system and that many of the 
things that are done under moral suasion should be put 
into legislation. Would you have any views on that issue? 


Mr. MacIntosh: Dr. Gillies, I would say, further to what 
the Chairman asked a short time ago, that my own view 
would be that, in general, actions by the monetary 
authorities should be at least on the record. Whether they 
need to be legislated is an open question. Perhaps in 
some cases they should be. 


I do not think the number of instances of the use of 
moral suasion are numerous, if that is the suggestion that 
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was made by the professors from Queen’s. There are a 
few specific cases. 


The Chairman: They listed 20-odd cases. 

Mr. Morgan: Over what period of time? 

The Chairman: I am not entirely sure. 

Dr. Gillies: They had about twenty in the last decade. 


Mr. MacIntosh: I have not seen the evidence of that 
session as yet, but I do not think there would be many 
that were really critical. The one that was involved the 
ceiling on deposits and was perhaps the most important. 
In that case we would agree that the matter should have 
been on the record. 


We would not necessarily agree that it should have 
been locked into the statute, because including a provi- 
sion in legislation is one thing, removing it afterwards 
when it ceases to serve the purpose for which it was 
created is quite another matter. I cite the American sys- 
tem in this regard; they tend to do absolutely everything 
by statute and cannot remove the provisions. The Ameri- 
cans still have a ceiling rate on their national debt in- 
strument of 44 per cent. That has been there since the 
early thirties. It was amended only this year. This has 
created enormous difficulties for them because they could 
never get it out again. 


So I would not necessarily agree that everything should 
be built right into the law, because you lose flexibility 
that way. I would tend to agree that you should get it on 
the record at any rate. 


‘Senator Beaubien: You will remember, Mr. MacIntosh, 
that we had a lot of trouble getting rid of the 6 per cent 
here. 


Mr. MacIntosh: Yes, sir. 


Senator Nichol: Mr. Chairman, my question is 
addressed to Mr. MacIntosh and Mr. Currie as economists 
rather than as bankers. This committee has been pursu- 
ing the question of monetary and fiscal policy. There has 
been considerable criticism from certain witnesses con- 
cerning the way in which fiscal and monetary policy has 
been applied. More accurately, there criticism has been 
levelled at the timing, the place in the cycle at which 
these controls have been applied. 


To the end of determining how to apply the poliy 
correctly we have asked many questions concerning time- 
lags and how much we need to know about lags, how 
efficient our statistical system is and so on. 


I gather from what Mr. Currie said a few minutes ago 
that we could do better on the question of indentifying 
the point at which fiscal and monetary policy should be 
applied. 


Do you think that the failures in the system have been 
caused by lack of knowledge and confusion or by lack of 
statistical data on the part of professional economists? Or 
do you think that the professional economists have 
known what should be done but that they have been 
overridden for political reasons over the years? 
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In other words, do economists really not know and so 
do not say; or do they really know and do say, but what 
they say is overridden for political reasons? 


Mr. Currie: There is still a real problem with identifi- 
cation of lags, senator. The basic problem is society itself, 
in my opinion. Taking the total complex of society as 
manifested through the political mechanism it does not 
really appreciate that you cannot get more out of the 
“bloody” economy than you put into it. This sounds like 
a condemnation of democracy, and I certainly do not 
want to sound like that, but there is a real educational 
problem here as between the people and their elected 
representatives and appointed representatives as to what 
can be expected of an economy. You get a whole lot of 
built-in pressures on the economy which are very dif- 
ficult to reverse, if you have programs which are 
automatically going to escalate in relation to population 
or some other measurement. I do not know what the 
answer to that is, except courage at some time at the 
political level which may not be as evident as it might be 
sometimes, I guess. 


Senator Nichol: On the subject of courage at the politi- 
cal level, how does this work in a society where the 
federal Government is responsible for the stability of the 
dollar, and has the over-all responsibility for foreign 
trade, the welfare of foreign exchange and all the other 
problems including regional growth to a certain extent, 
while the provincial and municipal governments spend 
two-thirds of the tax money in the country? How can 
this work? You have expansionist political stragegies in 
all of the provinces and you have restrictions, if that is 
the proper word here, in the policies of the Government 
because of its responsibility for the dollar. How does it 
work? 


Mr. Currie: I do not have an answer for that, senator. I 
am sorry. 


Senator Nichol: I think you are not alone. 


Mr. Currie: This is one of the crucial problems of the 
federal system. How do you work this all out? We are 
right in the midst of a debate about that very issue right 
now. Certainly, you must have enough flexibility, and the 
revenue expenditure balance must somehow stay at the 
centre; but what is enough? I do not know the answer to 
that. 


Senator Nichol: I suppose the question is three-fold. Do 
we know what to do? If so, will we do it? If we will, can 
we do it? We keep going round in a vicious circle. I guess 
that is not a question. It is a confused statement, Mr. 
Chairman. 


The Chairman: We will leave you in your confusion 
for the moment, Senator Nichol. 


Senator Isnor: Mr. MacIntosh, do you have any idea 
how long we will remain in our present state of inflation 
and unemployment? 


Mr. MacIntosh: To answer that, senator, would be a 
perfect illustration of Senator Nichol’s problem. I could 
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only add to the confusion you are experiencing here. You 
have had a good number of eminent economists appear 
before you. I think you could be excused, sir, if you were 
confused by the upshot of all the evidence you have 
heard. I would have to say that while economists know 
quite a lot about how an economy works, it is self-evi- 
dent that they are better at telling you what has hap- 
pened than what is going to happen. I am afraid I would 
have to join that group right now with regard to what is 
going to happen. 

I might say that the problem of unemployment we 
have today is a very deep-seated and intractable one, and 
will be for a period of years because of the demographic 
structure of this country. You have heard this view 
expressed to some extent by Dr. Smith. It is quite funda- 
mental to an understanding of our economy that we 
know we have a tremendous wave of young people 
coming into the labour force; and while we have been 
able to absorb the first part of the wave, it is beginning 
to crest over us now. It is going to take time to really 
absorb into the labour force this huge wave of people, 
given the population structure we have. I am not very 
optimistic about an early solution to the problem. 


With respect to inflation, despite the views expressed 
by my friend Harry Johnson to the effect that second- 
rate economists resort to sociology, I do think there 
have been some important changes in social organizations 
and social institutions in the last 25 years which econo- 
mists have to take into account when prescribing to 
politicians and governments just how they should run the 
economy. Certain constraints are really severe. Industrial 
organizations of all kinds in the country put severe con- 
straints on what you can do. 


I noted in reading the evidence that has reached me 
from your sessions that very often the advice given to 
you depends on the degree of importance which you 
attach to various political factors, and some of the aca- 
demic economists simply underrate, in my opinion, the 
variety of constraints which in fact do fall on any gov- 
ernment in power. I am not speaking specifically with 
regard to this Government. Any government in power is 
faced with a variety of political constraints, such as the 
federal-provincial problem, and it is not all that easy to 
see your way through to a clear and simple solution. 
Generally the witnesses who have appeared before you 
have given more ready solutions than I can, because they 
are like a consultant in a corporation who does not have 
to stay there and live with the result afterwards, or in the 
case of governments, get re-elected afterwards. 


Senator McLean: I was wondering if Mr. MacIntosh 
could possibly identify for us some of these major 
changes in our society that he referred to, which have 
occurred over the last 20, 25 years. Does he identify 
major changes in trading with the percentage of the 
labour force unionized over that period? What changes in 
the political structure, for example, have occurred over 
that period which basically have affected our problems of 
economic stabilization? 


Mr. MacIntosh: You just mentioned one. It is not so 
much the percentage of the labour force that is organ- 
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ized, although that has grown somewhat, but it has 
tended to reach into things like the Public Service where 
it did not exist before. Also the strength of closed shops 
or union shops is so great that, as you heard in the case 
of the construction industry, there is no entry to the 
industry no matter how large are the rates of increase in 
wages. That is an institutional problem which did not 
exist 30 or 40 years ago. 


In the case of the relative strength of the provincial 
governments, and of their activities, it has already been 
mentioned by the chairman that a very much larger 
proportion of the gross national product is going through 
their activities. Some of the things that they do are not 
subject to very ready fiexible monetary or fiscal policy 
changes at the federal level. They are built into their 
own local problems, especially when we have had so 
much social capital to build up. 


We take a much longer view of capital investment than 
we used to do. We are now looking way down the road at 
things like the Fundy tidal basin. We take a very long 
view of these things, and we have had a very much 
bigger open economy with the rest of the world in the 
last 20 years. 


Senator Beaubien: I would ask Mr. MacIntosh if he 
would not add that probably the most important factor 
affecting inflation in Canada is what happens below the 
border. Mr. MacIntosh mentioned our open economy. If 
prices and wages in the United States keep going up, it 
will certainly set the pattern as far as we are concerned 
and there is nothing that we can do about it. 


Mr. MacIntosh: We are also influenced by develop- 
ments in the European Common Market. Twenty years 
ago we in this country had comparatively little regard 
for short-run monetary and fiscal changes in Europe. We 
have to take them into account on the money market in 
Canada. 


Dr. Gillies: It has been suggested that it is useful to 
control periods of inflation by the adoption of various 
types of credit controls. Have bankers any views on that, 
as to their effectiveness? 


Mr. Currie: I do not have a very well thought out view 
on credit controls, except to say that to the extent that 
they might be considered useful for particular purposes 
and at a particular moment in time, if the authorities 
decided on this mechanism of deciding who was going to 
have what and what should be used, it would have to be 
arranged in some way that it went across all lenders or 
all borrowers. 


It is very difficult to work this out so that a lid put on 
one spot does not burst out somewhere else. A lender 
does not necessarily know what is the end use of the 
funds. Some business loans are used for personal pur- 
poses, and some consumer-type loans may be used for 
businesses in a small way. With the development of 
credit instruments of one kind or another, universal-type 
credit instruments, interchangeable credit cards, and so 
on, there is an additional complication that did not exist 
a few years ago, because if you are trying to control a 
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particular kind of credit in the sense of its end use, what 
do you do? Do you change your repayment schedules? 


I am not sure how you work it out, but you do not 
really know, when someone puts one of those little cards 
into a thing in a department store or a gas station, or 
whatever it is, what it is being used for. In fact, people 
use them for getting cash. What is the cash being used 
for? 


It is tremendously complicated administratively. How- 
ever, in a general way I would say that if one were to 
consider some kind of credit control mechanism, great 
care would have to be taken to make sure that it applied 
evenly across all lenders or all borrowers of that type; 
otherwise the thing is useless, because it pops out some- 
where else. 


Mr. MacIntosh: I agree in general with what Mr. 
Currie has said, that consumer credit controls may have 
a place from time to time as a temporary measure where 
they are used selectively to constrain any particular area 
on a short-term basis. Our view in the banking system as 
a whole is that such contraints should be generally 
applied to all types of lenders. From our point of view 
the unfortunate situation is that some come under federal 
authority and some come under provincial authority. We 
would prefer to see a situation in which provincially- 
incorporated organizations come under the same degree 
of constraint as we do. 


The Chairman: For a moment, leave aside the problem 
of jurisdiction. We would like you, in considering your 
answer, to ignore that, although it is very germane to the 
final decision that is taken. You get nothing on the record 
if you just say it is a constitutional problem. So let us 
assume for the moment that there was no constitutional 
problem, and come back again to your answer. 


Mr. MacIntosh: If the economy were heavily overload- 
ed; if there were a combination of capital investment 
demands, housing demands and government spending 
demands, and consumer demands were such that we 
were going way over the top of what we could spend and 
still balance our income, I would think there could be 
times, if consumer credit were going at a very high rate, 
where you might want to introduce a high down payment 
rate and restriction as to the term of repayment for a 
temporary period. I think we nearly got to this point 
about two years ago, and then at the last minute it was 
pulled back because it was not consistent with the condi- 
tion of the economy. You have to be very careful about 
using that type of instrument, because it is all very well 
to say you do not want people to buy cars when at the 
same time you are helping finance an expansion of the 
automobile industry to convert it to greater Canadian 
production. It does not make sense on the one hand to say 
we are not going to allow people to borrow money to buy 
cars and on the other hand try to expand the automobile 
industry at Ste. Thérése, St. Thomas or what have you. 
You have to be consistent, and I am saying there are 
times when constraints on capital investment might be 
accompanied by constraints on consumer credit of a tem- 
porary character. 
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Senator Isnor: On consumer credit, both Mr. Currie 
and Mr. MacIntosh more or less cried down the credit 
system. I cannot understand that, in view of the fact that 
on June 1 of this year certain banks entered into Char- 
gex as I think they call it... 


Senator Beaubien: They are in there now. 
Mr. Morgan: We invented it. 
Senator Nichol: Even my dog got a card! 


Senator Isnor: Everybody has a card. All you have to 
do is go to a bank. They will give you a card, you 
present it to the store and get your credit. 


Mr. Morgan: I guess I am the target here. I do not 
think my colleagues were crying down the credit system. 


Senator Isnor: Consumer credit. 


Mr. Morgan: Cards like Chargex are a very small part 
of the consumer credit field. As a matter of fact, as of 
this date I think it is safe to say of all the four banks who 
are in it the chief function Chargex is performing is 
really an accounting and billing system for small retail- 
ers. The amount of credit that arises from it so far has 
been very small. 


Senator Isnor: They have only been in it a short time. 


Mr. Morgan: It does not make us happy, because 
obviously the real money in a thing like Chargex is the 
resulting expansion of consumer credit. There is no doubt 
about that in the long run. We feel this kind of system is 
compatible with the type of banking and payments 
system we will have in the next 25 years. Therefore, we 
might as well get in there now before somebody else 
closes the door on us. As you kow, in the States there are 
two major universal card systems. Oil companies have 
cards now. With a couple of oil company cards that I 
carry around, for some disloyal reason, I can buy almost 
everything I buy with my Chargex, judging by the kind 
of mail I get. It is almost like Eaton’s catalogue these 
days. I do not think Chargex is the villain in this area. 
We are a follower here; we have to get in before the 
door is closed to us, because it is a banking function. 


The Chairman: You may find the oil companies quot- 
ing your evidence before a Senate committee! 


Mr. Morgan: Probably. 


Senator Nichol: I should like to change the subject. In 
the last ten years the American gold reserves have been 
dropping, and dropping steadily. 


Senator Beaubien: A dozen billion dollars. 


Senator Nichol: They are $9 billion now; they were $19 
billion or $20 billion a few years ago. Their liabilities, 
foreign liabilities and so on, have been going up during 
that period. They now have a policy of pretty strong 
expansion of the money supply in the United States. 
They also have the war in Vietman still going on, and it 
will be very expensive in dollars, even if it becomes less 
expensive in men to the Americans. There has been a 
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recurring series of monetary crises, one just recently and 
another one not too long ago. Where is the end of this? If 
the United States continues to lose gold, continues to be 
inflationary and continues to operate all over the world 
in the expensive fashion which it has been doing, where 
does this end? I do not know whom I am asking. 


Mr. Morgan: Not me, I hope. 


Mr. MacIntosh: If I am unlucky enough to have to 
answer that, Senator Nichol, I would think that the gold 
is going to be gradually demonetized, and the SDR sys- 
tem—this is a personal opinion—will gradually replace 
gold as a monetary reserve. 


At the same time, I think a somewhat more flexible 
exchange rates system in the world will be a necessary 
reform that will have to be introduced. We have seen 
enough evidence in the last two years, or going back 
longer, for the last decade, that a rigid exchange rate 
system, a comparatively rigid system, leads us into one 
crisis after another. We have one every six months now, 
in some part of the world. To some extent that is due to 
the fact that the Bretton Woods machinery of 1944 was 
created to deal with a world in which there were not 
large capital movements, short term capital movements 
and there was not a free exchange, in most countries in 
the world of short term balances that there is today. 


We simply have not devised yet a monetary mech- 
anism, an international mechanism, for stopping those 
big flows from country to country for speculative pur- 
poses. I am pretty sure the monetary authorities will 
have to come to grips with that. They are trying to do so 
now, to stop this large washing of money back and forth 
from country to country, because it is going to spill back 
into trade matters. Already the United States is begin- 
ning to threaten to change its trade policies vis-a-vis 
Japan and the Common Market, because they are con- 
cerned that those countries are not opening their borders 
to the free flow of goods. 


Senator Nichol: Are we not going backwards? Bretton 
Woods was considered a reform at the time it came in. Is 
not what is actually happening is that the international 
monetary system, the Bretton Woods system is breaking 
down, in the face of economic nationalism? So if we 
continue to get away from the Bretton Woods system and 
let everyone go their own way on a floating exchange 
rate, do we not get back to where we were, with trade 
wars and economic wars and all the rest of it? Is there 
not a danger of a regression, to move away from Bretton 
Woods? 


Mr. MacIntosh: I think it is a question of modifying 
Bretton Woods rather than of moving away from it. It 
was conceived in a world in which there was only one 
viable economy and that was the North American econo- 
my. Now we have strong economies in Germany, Japan, 
Italy and many parts of the world. The Bretton Woods 
system simply was not built to cope with the capital 
movements we have today. It was built for making possi- 
ble a greater flow of trade. Certainly, reform is needed, 
but I do not think that reforming the Bretton Woods 
agreement would be moving away from it or backwards. 
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The Chairman: I think what specifically is probably 
worrying Senator Nichol is the idea of going to floating 
exchange, a series of floating exchange rates all over the 
world... 


Senator Nichol: The trade wars were brutal in the old 
days, so one would not expect to go back to them. 


The Chairman: ...rather than have large streams of 
relative exchange rates. 


Mr. MacIntosh: I think the evidence of the Canadian 
experience in the last year is that the floating rate has 
served us extremely well. Had we, at any time in the 
past year, attempted to fix an arbitrary rate, I think it 
would have led us into tremendous difficulties, no matter 
when it was fixed. Nobody could have been so wise as to 
see exactly where the dollar would get to. I think the 
wider band of exchange rates, and more frequent move- 
ment of rates, is a necessary cushion. It has certainly 
helped to cushion our economy against great flows, not 
only from the United States but from the Common 
Market. 


Senator Molson: But you are saying limited movement 
of the rate. 


Mr. MacIntosh: I do not think it is politically on to 
expect to have really floating rates everywhere in the 
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future. It is just not politically on because some of the 
countries of Europe take a strong stand against it and so 
do the Japanese. But a wider band and more frequent 
small movements is, I think, a viable proposition. 


Senator Beaubien: Well, that is pretty well what hap- 
pened, is it not, Mr. MacIntosh? The mark went up about 
4 or 5 percentage points and then came down to 3. 


Mr. MacIntosh: The Germans have not agreed in prin- 
ciple that they should float. They have done so to with- 
stand the pressures of the big inflow. But a general 
agreement to have a wider band, perhaps plus or minus 2 
per cent, I think would be a tremendous reform of the 
monetary system. 


The Chairman:. Are there any further questions, 
honourable senators? Any further comments? 


On behalf of all honourable senators, I would like to 
thank our witnesses from the Canadian Bankers’ Associa- 
tion very much. It is encouraging to see, gentlemen, that 
you disagree with one another as much as we disagree 
with one another; that the economists disagree and that 
there really is a little confusion everywhere. However, 
you have helped us to reduce our confusion slightly. 


Thank you very much. 
The committee adjourned. 
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Orders of Reference 


Extract from the Minutes of Proceedings of Tuesday, 
March 9th 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March 1972; in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Wednes- 
day, March 17th, 1971: 


“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Wednes- 
day, April 28th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada maybe exercised to achieve 
full potential growth and employment without infla- 
tion; and 


Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 


said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 3lst March, 1972, be 
applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Tuesday, 
May 4, 1971: 


“With leave of the Senate, 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relation thereto. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 
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“16) ; 

“Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 


10.00 a.m. to consider the Question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Benidickson, Croll, Desruisseaux, Isnor, Laird, 
Molson, Nichol and Paterson—10). 


- Also present but not of the Committee: The Honour- 
able Senators Carter, Haig, Kinnear, Lafond and 
»smith—(5). 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 


mentary ‘Library, Division of Economics. 


Witness heard: 

4 Dr. Herbert Giersch, 
Professor of Economics, 
University of Kiel, 
West Germany. 


At 1.10 p.m. the Committee adjourned to Tuesday, 
June 8, 1971, at 4.00 p.m. 


ATTEST: 
Gérard Lemire, 
Clerk of hte Committee. 
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The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Thursday, June 3, 1971 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potent al growth and employment without 
inflation, met this day at 10.00 a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, we are honoured 
this morn ng to welcome Dr. Herbert Guiersch of West 
Germany. From 1964 to 1970 Dr. Giersch was a member 
of the German Council of Experts on Economic Develop- 
ment. He is Director of the Institute for World Economy 
and is Professor of Econom cs at the University of Kel. 
He received his doctorate from the University of Munster 
in 1948. Hs doctoral dissertation was entitled: “Compen- 
sation for War Losses”. 


Dr. Giersch was a Fellow at the Development Centre of 
the OECD from 1963 to 1965. His writings are extremely 
numerous—almost too numerous to mention—among 
which are Fundamental problems of Regional Policy; 
Objectives of Structural Policy; Acceleration Principle 
and Propensity to Import Regional Income Distribution; 
and var-ous articles on moveable exchange rates and 
demand management. 

As you know, the German economy has been one that 
has been the envy of the world. Some of the experiences 
that they have had are not comparable to the Canadian 
economy, but nevertheless some of the experiences in the 
planning that has taken place in Germany in later years 
does pertain germanely to the Canadian economy. 

For these reasons, I think we will find that Dr. Giersch 
has a great deal to contribute this morning. He has filed 
a brief with us and I would ask hm to begin by giving 
us a short verbal summary of that br:ef. 


Dr. Herbert Giersch, Department of Economics, Uni- 
versity of Kiel: Thank you very much Mr. Chairman for 
inviting me to this hearing. It is a great honour and a 
great pleasure for me to come to Canada for the first 
time in my life. I apologize for not being able to speak 
English as well as I should like to, but I hope that I can 
make myself understood sufficiently so that you can raise 
your questions and I may be able to answer them. 

The topics about which I am going to speak relate to 
growth, employment, inflat’on or the goal of price level 
stability, anti-cyclical demand management, the relations 
between inflation and growth, the role which incomes 
policy can play, and some questions of co-ordination of 
anti-cyclical or stability policy. 


23883—2 


In my statement I have started with the objective of 
economic growth, because I think that this is the basic 
problem, if you really understand by economic growth 
the growth of supply. In economic literature as well as in 
policy discuss.ons, growth is quite often identified with 
demand. If you do that you easily end up with the 
conclusion that to stimulate growth you must expand 
demand and that growth will then be immediately 
associated with inflation. I take the opposite point of 
view. At least I want to stress that growth means the 
growth of supply. 

Of course you have referred, Mr. Chairman, to the 
tremendous rates of growth which the German economy 
experienced in the early fifties when we had an excess 
supply of labour and a shortage of capital. At that time 
economic growth was stimulated by the existence of a 
surplus supply of labour. The capital accumulation took 
place rather quickly as a result of the fact that the 
excess supply of labour meant low wages and fairly high 
profits, and capital accumulation could take place to a 
large extent by auto-financing. Capital accumulation 
therefore resulted from high prices and it meant, of 
course, that cap tal formation took place in a way that 
benefited those who had retained their property, and the 
share of households and wage earners in capital forma- 
tion was very small. 

One of the basic objectives of German economic policy 
at the moment is to raise the share of Wage earners in 
total capital accumulation by promoting savings as a 
means of promoting economic growth. Furthermore, 
while Germany in the early fifties and later had a rather 
elastic supply of labour it, and particularly skilled 
labour, became scarce at the end of the fifties and there 
has been a marked wage push as a result of the increased 
scarcity of labour as compared with the earlier period. 
So, apart from employing foreign workers, we had to 
shift in our growth policy to measures to improve the 
skills, to retrain people and to make them move from 
areas where there is unemployment to those where there 
is an excess demand for labour. 


I think also there is some similarity between Germany 
and Canada in that we have to take into account that we 
are talking about an open economy which attracts labour 
from abroad and which also imports capital from abroad. 
It is not only the domestic accumulation which plays a 
role, but also the importation of capital and the employ- 
ment of foreign workers. 


When talking about economic growth in Germany, we 
also take account of the regional aspects of it. There are 
areas which have had in the past a high rate of growth, 
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and there are areas which have been lagging behind and 
also areas where pockets of unemployment had existed 
for a long time. Now the regional and local authorities 
are keen on attracting industries so that they can raise 
the level of employment in their areas including the level 
of employment of foreign workers and so raise real 
wages in the area in order to increase tax receipts and to 
improve the well-being of the population there. 


So, growth policy to a large extent is structural policy 
with regard to the training and education of workers, the 
building up of an infrastructure in the various regions, 
particularly in those regions which are lagging behind 
the centres of agglomeration. 


The German economy has been an open economy, and 
we think that economic growth has been stimulated by 
making the economy more open, first of all by liberaliz- 
ing imports and going ahead of other countries in liberal- 
izing imports by reducing import duties and pushing 
within the framework of the European Economic Com- 
munity for lower tariffs on imports from abroad. 


How far is this growth policy? Now I think that eco- 
nomic growth is being st mulated by the existence of 
intense competition, and in an open economy competition 
is to a large extent competition from abroad. You can 
make competition from abroad more intense by opening 
your markets to the products of other countries. But 
competit_on is also a function of the exchange rate. For 
quite a few years Germany has had an undervalued 
currency which means that domestic industries are to a 
large extent protected from foreign competition by the 
undervaluation on the one hand, while on the other hand 
exports are being subsid'zed through that same under- 
valued currency. This certainly has for a considerable 
period of t me contributed to high profits and also there- 
fore to the accumulation of capital. The revaluations 
which we have had to some extent had to do with the 
foreign balance, but on the other hand they were consid- 
ered as a contribution to the maintenance of price level 
stability within Germany. They have also been, I believe, 
a contribut'on to the economic growth in West Germany 
to the extent that they have been shocks of more intense 
competition from abroad which is something that has 
always, of course, been opposed by businessmen and by 
producers in general—and even by trade unions—but 
which in the medium and long-run has been beneficial to 
the economic growth within the country. 


Now I am coming to the problem of employment. After 
the structural unemployment which was due to the influx 
of refugees immediately after the war had been absorbed 
by, on the one hand, capital accumulation and the corre- 
sponding increase in total demand by the end of the 
fifties, we experienced in West Germany a fairly high 
level of employment. Within the last five years or so, the 
average unemployment rate has been about 1 per cent. 
This seems to be surprising when compared to both our 
experience in the inter-war period and the experience of 
other countries. There have to be particular explanations 
for that. 

Now the point I want to stress is the behaviour of the 
trade unions. My general point would be that the level of 
employment is largely determined by the real wages 


which are being asked for by the trade unions, In Germa- 
ny the trade unions were not aggressive in the first 
instance because they had to pay attention to the need 
for creating jobs to absorb the structurally unemployed. 
Millions of Germans from East Germany had come into 
West Germany. The trade unions had to be open-minded 
therefore vis-a-vis the influx of workers from beyond the 
West German borders including later on foreign workers 
who came to West Germany after the influx of refugees 
from West Germany had ceased. So, the West German 
trade unions could not adopt a protective attitude; they 
could hardly adopt a monopolistic attitude and they had 
therefore to pay attention to employment as one of their 
targets, and could hardly pursue for a long time a policy 
of raising real wages at the expense of employment. 


Within this period which I have described, real wages 
have been to some extent lower than they might have 
been if the German trade unions had been protective and 
had raised the level of wages to the extent that there 
would have been no demand for foreign workers. As a 
matter of fact, locations in Germany were attractive to 
capital, and capital to a large extent, apart from some 
capital exports, moved into Germany because German 
locations were considered to be favourable to capital. 
There has also been at the same time, as a result of the 
creation of such jobs, an influx of workers from southern 
Europe. This is how you raise the rate of growth and the 
level of employment within a certain area by having an 
open economy and by having a wage level which is lower 
than it could have been if you had dealt with a closed 
economy, and if the trade unions had maximized real 
wages even at the expense of employment. 


Also with regard to the regional structure of West 
Germany’s economy there is the problem of how large 
inter-regional wage differences ought to be. Similarly, 
there is the question of what inter-regional wage differ- 
ences would be necessary within the European Economic 
Community to maintain a _ regional structure of 
industries. 

You can have an agglomeration of industries within, 
the centre of a large area at the expense of the periphery 
if you have an artificial equalization of real wages over 
your whole area; which means that real wages may be 
too high in the peripheric regions where you have loca- 
tional disadvantages due to high transport costs. 


Unless wages in the peripheric regions are lower than 
in the centre, to the extent that productivity is lower 
than in the centre, you will create unemployment in the 

eripheric regions. : 

It means, of course, that this unemployment will be 
both counted as national unemployment and on the other: 
hand, it will lead to a movement of people from the 
peripheric regions to the centre, so that the locations at. 
the centre are being benefited by it—economic growth is 
higher there—and the peripheric regions become’ 
depressed regions. 

In order to prevent that from happening you can subsi- 
dize the jobs in the peripheric regions by means of an 
equalizing fiscal system. You can also try to educate the’ 
trade unions that if they want to have high employment 
in a certain region they have to accept lower wages to 
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the extent that productivity is lower than in the centre 
regions. 

This is of some concern in the discussions for the 
creation of a full European economic union, including 
monetary union, and it may be of some relevance to 
Canada, if Canada is considered to be a part of the North 
American economy. It may have locational disadvantages 
compared to the growth centres of economic activities 
which may lie a bit more south on the North American 
continent. 


I say this in order to stress that the level of employ- 
ment within a certain region or country is dependent 
upon the level of real wages. If we have had within 
Germany in the 1950s a tremendous increase in employ- 
ment and growth, this has to a large extent to be 
ascribed to the behaviour of the trade unions who, as I 
said at the beginning, could not behave protectionistically 
or monopolistically for the reasons stated. 


If I compare the German trade union system with the 
British trade union system, it is quite different in that 
our trade unions are organized on industry lines and not 
on professional lines; so that, apart from some exceptions 
as in aircraft and air transport you have collective bar- 
gaining for whole industries. It means that for the period 
of the contract, for one year or one and one-half years, 
you have industrial peace in that particular industry and 
no profession is able, as it may do to some extent in the 
United Kingdom, to interrupt production of a large 
industry if there is trouble within one small professional 
part of the labour force employed. 

When Germany increased the level of employment to 
absorb structural unemployment in the early 1950s we 
found that real wages rose less than productivity. It was 
only when structural unemployment was absorbed at the 
end of the 1950s that real wages increased somewhat 
faster than productivity, in order to catch up and to have 
a new balance between real wages and productivity. 


To explain the low level of unemployment in West 
Germany, we have to take into account the fact that we 
count only those who are unemployed residents of Ger- 
many; but the supply of labour comes from areas outside 
Germany as well as inside. Therefore, to some extent the 
frictional or structural unemployment, which may have 
to be set against the employment in Germany, includes 
also some of the unemployment in southern Europe from 
which we can selectively import those workers which we 
need. “Selectivity” means that we import only those 
whom we need and we do not count those who are 
unemployed there. 

This is equivalent to a very high mobility of labour. 
There are hardly any bottlenecks in the labour force or 
in relation between supply and demand for labour in 
_ Germany, because these bottlenecks, instead of being 
removed by mobility within Germany, can be removed 
by importing selectively those types of labour that we 
~ need. 

According to my experience, and from my reading of 
recent West German economic history, there has, with 
very rare exceptions, been no prevalence of cost-push 
inflation. I think we have had, for most of the time, 
_demand-pull inflation. It was not the domestic demand 
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which created excess demand, but to a large extent for- 
eign demand. Therefore we can say that the type of 
inflation that we have had, and which we have had to an 
increasing extent, with a rate of increase in the consumer 
price level of almost 5 per cent in 1971, is due to import- 
ed inflation. 

I do not know, of course, whether there would have 
been situations of cost-push inflation in the absence of 
excess demand including excess demand from abroad. I 
do not know whether imported inflation or demand infla- 
tion just disguised the cost-push inflation which we 
otherwise may have had. 


The Chairman: Do you have some thoughts on it? 


Dr. Giersch: My thought is that in the absence of 
demand-pull inflation induced from abroad, we would 
have had an increase in the price level from one to 2 per 
cent resulting from indigenous forces. I think that this is 
largely due to the fact that the wage mechanism only 
works upwards and not downwards. Therefore any 
changes in the structure of employment in a market 
economy which requires wage increases when more 
labour is needed means that the wage level has to go up. 
It may have gone up more than the 4.5 per cent increase 
in productivity which we have actually had in recent 
years but cannot expect for the future. I suggest that in 
the total picture we might have had an increase in the 
general wage level of 6 per cent or so. 


I should, of course, add a comment with respect to the 
cyclical nature of the wage inflation problem. I should be 
quite specific in this respect when discussing its cyclical 
nature. An analysis of the pattern of the business cycle 
in Germany illustrates that the first pull of demand 
comes from abroad. Then there is an accelerator mech- 
anism of induced investments at home to satisfy the 
increased demand. 


There is first, therefore, the expansion of demand. In 
the early upswing wages do not increase as much as 
productivity plus the small price increase which may 
exist at the beginning of the upswing. Therefore labour 
unit costs tend to fall at the beginning of the upswing, or 
at least do not rise as fast as in the trend. This means 
that there is an increase in profits in the early upswing 
until a wage wave develops, resulting in the delayed 
adjustment of wages to the market conditions. This is 
known as the wage lag and is quite noticeable in West 
Germany. In the recent cycle, which started in 1967, we 
have had the longest wage lag observed in the history of 
the West German economy since the war. This may be 
related to the market recession which we experienced in 
1967. At that time I spoke with German trade union 
officials. In 1968, for example, I asked them why they did 
not press for higher wages, because by doing so they 
would contribute to smoothing the upswing and prevent- 
ing a profit explosion. The answer was they had to 
consider their bargaining position which is weak at the 
beginning of an upswing when jobs are still quite inse- 
cure and prices do not yet rise. 

German trade union members are quite sensitive to the 


insecurity of the job on the one hand and price increases 
on the other. Public opinion polls in West Germany have 
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shown that workers might be prepared to have constant 
wages if there were no price increases. They would 
therefore even be prepared to ignore the possibilities of 
wage increases resulting from productivity increases. 
Perhaps they do not know much about productivity, but 
their main concern is that when prices rise they fall back 
and therefore have to catch up. 


The second point is a distribution argument, the exist- 
ence of profits. As long as it appears that firms do not 
make abnormally high profits, there is little wage pres- 
sure. But in a period such as the year 1969, when the 
boom gained momentum, if wages have lagged behind a 
profit explosion develops. The balance sheets are open 
and the trade unions, who have representatives on the 
boards of firms as a result of co-determination, know 
what has happened. Then they are bound to exert wage 
pressure, which means catching up by carrying out the 
aggressive wage policy which would compensate them for 
a previous wage lag. That period was immediately before 
an election. The trade unions were not yet pursuing an 
aggressive wage policy. We had at that time wildcat 
strikes as a result of the fact that effective wages were 
much higher than negotiated wages. Trade union mem- 
bers at that time knew that they could obtain wage 
increases by pressing entrepreneurs without the support 
of the trade unions and the employers granted wage 
increases of 10 per cent and more without much 
resistance. 

As a result, the trade unions had to pursue an aggres- 
sive wage policy in order to show that they were still 
active on the wage front and that the rank and file 
needed the union organization to press for higher wages, 
incomes policy and a policy of preventing wage push in 
that later period of the cycle when demand is not 
expanding as rapidly as before. However, when the coun- 
terpart of the wage lag develops it means the wage push 
period with the profits squeeze. As a result of the profits 
squeeze investment falls. To prevent that the wage lag in 
the early upswing must be reduced. 

That is exactly what the German Council of Experts 
attempted to sell to the German Government, trade 
unions and public early in 1968 in the form of a two-year 
plan for stability and growth. This involved a forecast 
estimate of the rate of productivity if demand expansion 
were to follow the path necessary to reach full employ- 
ment within the two years. In 1969 we could estimate 
that on the basis of experience and forecast rates of 
growth of real GNP of approximately 124 per cent for 
two years, or 6.2 per cent or 6.3 per cent for each year. 


The public at that time did not believe this forecast. 
General opinion at that time was that the rate of growth 
could not be higher than 4 per cent because this was 
nothing else than extrapolating the experience of the low 
rate of increase of real GNP during the slowdown of the 
economy and the recession. Therefore the employers’ 
associations rejected it as unrealistic. 

On the other hand, the trade unions, who are in favour 
of high productivity increases and a high rate of growth, 
said they really did not wish to agree to such a common 
formula. They insisted on the autonomy of their wage- 
setting procedure. The Government at that time, at least 
the Minister of Finance, was not prepared to underwrite 
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the estimate of demand expansion. It was felt that it 
would have required a reduction in taxes and much more 
public spending to achieve the demand expansion neces- 
sary for the anticipated productivity increase. Therefore, 
there was no agreement on the path the economy would 
take. Hypothetically, if we had agreed that this was a 
desirable and realist'c path for the economy to take, it 
might have influenced, not perhaps explicitly, but implic- 
itly, the wage negotiations at that time. Even if the trade 
unions had formally disagreed with it, they may have 
pressed for higher wages, and if the employers associa- 
tions had anticipated the rate of increase of GNP and 
employment they might have said they were prepared to 
do that. 


My view is that wage negotiations take account of the 
recent past and not the foreseeable future, so they reflect 
the employment situation in the recent past. They were 
therefore extrapolating the market conditions of the 
recession, and the expansion or the upswing came as a 
surprise to them. This is the basic reason for the wage 
lag in that period. If you want an incomes policy you 
have to start when it is really not needed. You have to 
start at the beginning of the upswing to shorten the wage 
lag and orient people’s thinking to the future path of the 
economy, rather than to the situation of the past. The 
situation of the past is what makes for the wage pressure 
after the boom has reached its height. Then people still 
think they may have the productivity increases they have 
recently experienced, that they can have high wage 
increases without suffering unemployment as a result. If 
you consider not the foreseeable future but only the 
recent past, there is immediately a wage pressure, but it 
is then certainly too late to introduce an incomes policy, 
because at that time an incomes policy will mean that 
trade unions have to exert wage restraint. Their react on 
is: ‘‘We may do it, but who is at the same time control- 
ling prices?” If you can introduce an incomes policy when 
you do not need it, at the beginning of an upswing, then 
you may demonstrate to the trade unions and all groups 
participating in it that everybody may be gaining in 
employment or in price level stability, if a med um run 
view is taken and not only a short run view based on 
recent experience. 


Of course, an incomes policy must in any case be 
combined with a compatible demand management. There 
is no sense in any incomes pol:cy which merely represses 
the rise of wages and prices and at the same time lets 
excess demand develop. It can only reduce the pressure 
against the real demand of wages and prices. Both have 
to be compatible. They also had to be compatible in the 
German case, which I quoted, with a certain view of the 
future development of the Germany economy. 


Senator Isnor: You were speaking of 1969, were you 
not? 


Dr. Giersch: I was speaking of early 1968 and then the 
development the German economy took in 1968 and 1969. 
I think a lesson can be drawn from that for the future. 
The trouble with incomes policy in Germany in the past 
was to a large extent connected with the existence of a 
fixed exchange rate, which made it impossible for the 
German government to control total aggregate demand. 
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For example, in the discussions we had with the 
German trade union association on whether they would 
agree to some form of incomes policy, we were met with 
the argument. “How can you control imported inflation? 
We agree to some guideline for wage increases, but if 
demand is much in excess of that we have rising prices 
and effective wages which are far above negotiated 
wages. Therefore we feel that we have given something 
away, and we no longer play an active part in the 
wage-setting procedure. How can you control total 
demand so that it is compatible with the wage formula 
upon which we may agree?” 

In Germany our experience has been that with fixed 
exchange rates and full convertibility—that means no 
restrictions on capital imports—there can be no effective 
demand management as far as monetary policy is con- 
cerned. There can be little effective demand management 
by means of fiscal policy, because in order to be effective 
fiscal policy, has to have an impact on the quantity of 
money. That means that if taxes are raised, the additional 
amount of money has to be deposited with the central 
bank in order to contract the quantity of money. If the 
quantity of money is contracted in an open economy with 
fixed exchanged rates and full convertibility, there is at 
the same time an increased demand for the importation 
of capital from abroad. Any restrictive policy is self- 
defeating if there is an excessive demand from abroad, 
and you can only have demand management with fixed 
exchange rates if your objectives are identical with the 
objectives and measures taken abroad. 


We therefore thought that for any kind of anti-cyclical 
policy, or even incomes policy, changes in the exchange 
rate have to be included. That is the reason why in 
Germany we pressed very hard for revaluation of the 
Deutsche Mark early in 1968 and then in 1969, and even 
quite recently, because we feel that any incomes policy in 
an open economy is bound to be a failure if there is 
excess demand from abroad and the demand manage- 
ment cannot be geared to the formula or guideline for 
wage policy that has been adopted, or which you want to 
sell. 

We hope at the moment that after we have set the 
exchange rate free the central bank will be in a position 
to manage demand. We had a quantity of money and this 
may improve the possibility for a very liberal incomes 
policy, of the kind I have implicitly described. 

As regards the relationship between inflation and eco- 
nomic growth, there are, of course, two schools in Ger- 
many as well as elsewhere. I do not hesitate to say that I 
belong to that school which believes that inflation does 
not promote economic growth, and I will tell you why. I 
am taking not the very short run view; I am taking a 
longer run view. 

I cannot see that inflation can promote economic 
growth. It can do so, perhaps, only by increasing the 
supply of capital through increasing profits, but this 
would be not a very social or equitable kind of growth 
policy. It would, of course, be a growth policy at the 
expense of wage earners. Growth through inflation can 
work only at the expense of real wages, and for the 
benefit of profits. It works only to the extent that there is 
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a wage lag, as I have described it; but you cannot have a 
wage lag for more than a period of one or two years. 
Then you get the opposite of it; you get what some 
economists are calling wage pressure, a cost-push infla- 
tion, which is, in my view, only a secondary effect of the 
demand-pull inflation which you have had before. 


In that period, when you have the wage pressure, you 
get the profit squeeze as a counterpart of the growth 
promoting profit explosion which you have had before, 
but withins the period of a cycle—that means four to five 
years in Germany—it cancels out. Then, if the trick is to 
work for the second time, you have to increase the rate 
of increase of prices, so that actual prices are increasing 
faster than price increase expectations. At least, the price 
expectations of the trade unions must be surpassed. So 
you get a wage lag again. 


The Chairman: Would you say that last part again, 
please? 


Dr. Giersch: If the trick is to work, you have to expand 
total demand so that actual price increases are higher 
than expected price increases were at the time when the 
wage bargains were made, so that you again get a wage 
lag. That means that you have to deceive the trade 
unions by having price increases which are higher than 
the price increases that they had anticipated. 


I do not know how long this kind of money illusion 
which is necessary to deceive the trade unions will exist. 
At least, after some time, the acceleration of inflation will 
be anticipated, and then you will have to have an ac- 
celeration of the acceleration of the price increases, if the 
trick in economic growth promoted through inflation is to 
work again. I just cannot believe that in an economically 
enlightened world trade unions are likely to be deceived 
for more than a very short period. 


There may be another explanation. It may be that 
inflation may be at the expense of the savers. That 
means that if the rate of interest does not take account of 
the price rise there is, of course, an interest lag. But after 
some time you will feel that. You will see—and 1 think 
we observe it in the world in which we live—that inter- 
est rates are getting higher and higher to take account of 
the rate of inflation. 

When you want to stop the acceleration of inflation you 
get a situation of quasi-deflation, so that price increases 
are decelerating but incurring their debts for investment. 
Firms have already paid high interest rates, taking 
account of the rate of inflation in previous time, and they 
now feel they have too high a debt in interest payments, 
and therefore they think it is necessary to have an 
investment pause. If there is an investment pause you are 
bound to have a kind of recession. You will have this 
recession although the price increase has not gone down 
to zero. You may have a price increase of 3, 4 or 5 per 
cent and even more; and if you start, you can have all 
that from any level. It may start with a zero price 
increase, and the next cycle may start with a 3 per cent 
increase, and you may start the third cycle with a 6 per 
cent increase. All this can happen on any level of infla- 
tion. It is very difficult then, after you have adjusted to a 
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5, 6 or 7 per cent inflation, to get down to a 4 per cent or 
3 per cent one. 


Senator Benidickson: Or 9 per cent? 


Dr. Giersch: Or 9 per cent, yes. 
Mr. Chairman, I think I have talked for too long. 


The Chairman: Not at all. 


Dr. Giersch: I had better leave it to you now to raise 
questions. 


The Chairman: Are there any other points you wanted 
to make? 


Dr. Giersch: I could talk about the institutional 
arrangements for demand management, and the kind of 
incomes policy or attempted incomes policy of which we 
talk in Germany. 


The Chairman: I think that would be appreciated by 
the members of the committee. 


Dr. Giersch: In 1963, a law was passed by the federal 
Diet to establish a group of experts for the overall eco- 
nomic development—the council of experts of which the 
Chairman talked when he introduced me. This law stipu- 
lated, first of all, the general objectives of economic 
policy—which you all know, because they are universal. 
They are price level stability, high level of employment, 
equilibrium in the fore'gn balance, and an adequate rate 
of growth of the economy. 


The council of experts, which as then actually set up 
early in 1964, has to write an annual report and submit it 
to the Government and to Parliament by November 15. 
This report is published after a delay of eight or ten 
days. The council is not permitted to make recommenda- 
tions but—and this amounts to almost the same thing—it 
is to describe how, with a given situation, the objectives 
laid down could be reached, and they have to be reached 
simultaneously. This is the question put to the council. 


Since they are rare situations, only in rare cases can 
you devise a scheme, or two schemes or three schemes, to 
achieve within a limited period of time the specified 
goals simultaneously. You quite often end up with one 
solution, because there is not much between which you 
can choose. This, of course, then amounts to a recommen- 
dation. If it includes, for example, that you have to 
change the rate of exchange, then that document 
becomes the centre of a heated public discussion, as it 
has several times so far. 


After this report is submitted to Parliament, the Gov- 
ernment within a period of eight weeks has to write its 
comments, and to lay down how the Government thinks 
that the economy will behave within the next twelve 
months. This is therefore the Governments’ reply to the 
opinion of the council of experts and it is a formulation 
of the government’s policy for the next 12 months. Both 
documents are being discussed in the Parliament and, of 
course, more is being said about the government’s decla- 
ration of policy than the council’s report behind it. 


In 1967 the federal Parliament also accepted another 
law-—a stability and growth law. This stability and 
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growth law requires that federal and state budgetary 
planning shall cover a period of five years. It is a kind of 
medium-term planning which is being required there, 
taking account of the rate of growth of potential output, 
and it shall include medium-term investment programs. 
So that demand management, through public expenditure 
policy, can become more effective if investment programs 
for the five-year period are being laid down as a basis of 
a five-year period of financial planning. 


Senator Isnor: That is something new, doctor. 


Dr. Giersch: Yes, that was new at that time. 


Now, the law also provides for a compensatory fiscal 
policy of the federal government, the state and the local 
governments. But so far it has not been possible to 
include the local governments in any kind of program. 
There are more than 20,000 local governments and so far 
one has not been able to influence very much the expen- 
diture policy of the local governments, which is pro- 
cyclical rather than anti-cyclical. 


An important counter-cyclical device is that the gov- 
ernment is in a position to raise taxes and to lower 
income tax, including the corporate income tax, by 10 per 
cent both in the upper direction and in the downward 
direction, and this spec'fies a maximum period of one 
year but the federal Diet and the second chamber, the 
Senate, must give their explicit consent, otherwise the 
measure cannot become effective. But the government 
can take a lead and then there is a consent by the federal 
Diet so that it need not be a law which is initiated in the 
Parliament. This is supposed to shorten the time-lag of 
tax measures. But as a matter of fact it has not yet 
worked. It has not been applied. When it was supposed to 
be applied in 1970, the party in power was afraid the tax 
increase might be unpopular in the face of an election in 
the most important state, North Rhein-Westphalia, and 
therefore postponed it. Then immediately after the elec- 
tion they raised the taxes, but not by using this stability 
and growth law and the provision giving some powers to 
the government; rather, by a somewhat different mea- 
sure, a 10 per cent increase was initiated, but it was said 
that it was to be repaid before 1973. The repayment 
provision is not included in the stability and growth law, 
but the repayment provision was considered to be necés- 
sary to get popular support for the increase. 


On the other hand you may ask whether a tax increase 
with a repayment provision is very effective, because it 
just means that the government is taking a loan without 
paying interest on it, and people, feeling confident that 
the government will repay, may incur debt and may not 
reduce private expend ture. As a matter of fact, we are 
not quite sure whether this tax measure had any effect at 
all on total domestic demand. One may argue, and it has 
been argued, that in so far as the government reduced 
the quantity of money by that measure, it induced at the 
same time an inflow of funds from abroad, thus con- 
tributing to the increase in foreign holdings by the cen- 
tral bank. It may therefore have contributed to the for- 
eign exchange crisis—if you can call that a crisis, 
because there is speculation in favour of revaluation. 


But this, of course, again shows the dilemma of 
demand management in an open economy with full 
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convertibility and fixed exchange rates. What you can do, 
what you may do, amounts in the end to a measure 
which has its effect mainly on the balance of payments 
and you just cannot control it. So we hope that after the 
freeing of the exchange rate we will be more able to 
influence the course of the economy and even make more 
use. of the stability and growth law to which I have 
referred. 


- ‘The Chairman: There is one last point which you dealt 
with generally, Dr. Giersch. In regarding taxes and the 
discretion given to the federal government, your final 
paragraph deals with an accelerated depreciation and a 
tax credit. 


Dr. Giersch: That is right. 

The Chairman: Do they have more discretion in that? 
Dr. Giersch: Yes, that is right, they have. 

The Chairman: Do they make use of t? 

Dr. Giersch: Yes. 

The Chairman: Is it effective? 


_ Dr. Giersch: It is difficult to judge, because we do not 
know the alternative course of it. The limitation of the 
accelerated depreciation ended at the end of last year, 
and that may have contributed to the increase in invest- 
ment which we have observed in these first months of 
1971. I would guess that it has had some effect. At least 
the ending of the limitation to accelerate a depreciation 
has had a positive effect on investment. 


The Chairman: Thank you very much, Dr. Giersch. 
You have certainly given us all sorts of material to 
question you on. Senator Beaubien will open the 
questioning. 


. Senator Beaubien: Dr. Giersch, you started off this 
morning by apologizing for your English. I should like to 
inform you that you could very likely get a job teaching 
English in one of our universities, if you wanted to stay 
in Canada. 


- Dr. Giersch, I am interested in your remarks about 
capital formation and the accumulation of capital. Would 
you describe the corporate income tax that you have in 
Germany? Is it just federal or is it also state so that we 
could compare it to our own? 


.. Dr. Giersch: It is federal. 
. Senator Beaubien: What is the rate of tax, doctor? 
Dr. Giersch: About 50 per cent. 
Senator Beaubien: It is as much as that? 
» Dr. Giersch: Yes. 


‘Senator Beaubien: Do you make any concessions for 
amounts which would be earmarked for dividends? 


e Dr. Giersch: No. 
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Senator Beaubien: Does the shareholder get any kind 
of credit for the tax that corporations pay? 


Dr. Giersch: No, but that question is being discussed 
now. 


Senator Beaubien: At the moment? 
Dr. Giersch: At the moment, yes. 


Senator Nichol: I have a supplementary question to 
Senator Beaubien’s. Speaking of corporate income tax, 
the debate in this country at the moment revolves around 
depreciation rates under various names, depletion allow- 
ances and so on. How do you think that compares with 
the situation in Germany? 


Dr. Giersch: I only know that German businessmen 
complain about having worse depreciation rates than 
businessmen in any other country. 


Senator Nichol: Our businessmen complain that ours is 
worse. 


Dr. Giersch: I know. This is a universal complaint. I 
cannot make any comparisons there because it deals with 
a very specific period—it can be a 10-year period or a 
15-year period—and also I am not sufficiently familiar 
with it. 


Senator Molson: Dr. Giersch, I should like to go back 
to the earlier part of your remarks when you were 
speaking about stimulating growth and ask you about 
two different things, first of all the question of imports 
and secondly the question of unions. In mentioning that 
the increased imports provide considerable stimulation to 
economic growth, do you think, Dr. Giersch, that this 
experience is or can be translated from, say, Germany or, 
indeed, from the Continent of Europe to North Ameri- 
ca—Canada and the United States. Do you feel that this 
is a fairly universal thing? 


Dr. Giersch: I personally feel it is a universal principle 
that competition promotes economic growth, and by com- 
petition I do not count the number of sellers in the 
market but I count the feeling of uncertainty about the 
future existence of the firm, its future profits, the feeling 
of uncertainty which can be reduced by action to invest 
and thereby improve and strengthen the firm in competi- 
tion. So, competition is a factor forcing the firms to have 
higher investments, better products, lower costs than 
they might otherwise have and I would call this competi- 
tion the opposite of the kind of monopoly which Profes- 
sor Hicks in the United Kingdom described when he said 
that the best monopoly profit is a quiet life. The kind of 
competition I mean therefore is the kind of life where 
you have to fignt for your profit by being very active. 
Competition within the country may not be suffic ent; it 
is the foreign competition that plays an important role 
particularly for export industries, and the major impetus 
for economic growth comes from the export industries— 
at least in Germany it has come from the export indus- 
tries. I don’t know how far this is comparable to the 
Canadian experience, but the principle applies equally. 
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The Chairman: We are informed that 24 per cent of 
the Canadian gross national product is devoted to 
exports. Could you give us the comparable figure for 
Germany? 


Dr. Giersch: It is about 25 per cent, so it is reasonably 
comparable. 


Senator Molson: My second question relates to the 
subject of the unions and the effect they have on wages 
in Germany and secondly the effects on employment. As 
related by Dr. Giersch, I find it quite hard to relate any 
Canadian experience to what he explained to us as exist- 
ing in Germany, and it sounds to me that there is a 
greater percentage of workers in the unions in Germany 
than we have here. Is there a high percentage of labour 
unionized? 


Dr. Giersch: About 40 per cent. 


Senator Molson: That is high. The other impression I 
gather is that there is a large body of unions. I think you 
spoke of an association of unions. 


Dr. Giersch: The Federation of Unions. 


Senator Molson: Is this able to speak generally for 
labour in Germany? 


Dr. Giersch: Well, it is very difficult to describe. There 
is a Federation of Trade Unions, but the real power is 
vested with the industry unions. For example, the union 
for the metal industry, which is the biggest union, has 
about two million members so that the strength of this 
particular union within the Federat on is very important. 
I should perhaps say that the Minister of Economic 
Affairs has regular meetings, open meetings, with the 
trade unions, trade union leadership, with representatives 
from industry, with the Central Bank, and with the 
group of experts which I have mentioned. At these meet- 
ings the government explains its policy and the other 
groups also explain how they see the future of the 
economy. 


Senator Molson: All these groups meet together? 


Dr. Giersch: They all meet together, and there are 
representatives of the Federation of the Trade Unions, but 
the major individual unions are also represented. This is 
an indication that the Federation of Trade Unions is not 
really a policy-making body but is very much dependent 
on the views of the stronger unions which are represent- 
ed also at this round-table discussion which takes place 
about every three months—apart from emergency situa- 
tions—and, as I say, this shows that real power is not 
with the Federation but with the individual unions. 


Senator Molson: In addition to this you have union 
representatives on the boards of directors of large com- 
panies which would make for a much closer liaison. 


Dr, Giersch: That is right. 


Senator Molson: It sounds also from what you have 
said that your employers’ associations are much more 
viable, stronger and perhaps more representative than 
anything we have in this country. 
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Dr. Giersch: That may be. 
Senator Molson: Do they speak with a voice? 


Dr. Giersch: Yes, they speak with a voice. They are 
also represented in round table groups or discussions. 
They have a fairly strong voice, but not so diversified, 
sometimes, as the trade unions may speak. It largely 
depends on whether or not the Secretary General is a 
strong man. The employers’ association have a strong 
point of view which they can explain. They also have 
some influence on public opinion. 


Senator Laird: Do you have the problem in Germany 
of the closed shop plus the union hiring hall, which is the 
subject matter of a lot of complaint here? 


Dr. Giersch: No, we have not. 
Senator Croll: Do you have minimum wage laws? 


Dr. Giersch: No. 
Senator Croll: At any level? 
Dr. Giersch: No. 


Senator Carter: It appears to me, Dr. Giersch, that in 
the set-up that you have described, with the three ele- 
ments, the unions, the government and the industry, 
there seems to be a much greater amount of mutual 
confidence and trust than we find over here. Can you tell 
us if that is so, and, if so, how that is achieved? 


Dr. Giersch: The problem of mutual confidence is, of 
course, a basic problem for any kind of incomes policy. 


I do not know what kind of mutual confidence exists 
here. At least, in West Germany, they talk to each other. 
Apart from the round table meetings with the Minister of 
Economic Affairs, about which I have been speaking, 
they have their own mutual meetings between the 
employers’ association and the trade unions. 


When I said an incomes policy, in terms of a co-ordina- 
tion of activities of various groups which contribute to 
economic policy without being responsible for it, that 
kind of incomes pol’cy should start in the early upswing. 
It is in order to create mutual confidence. When the 
council of experts submitted plans for an incomes policy 
we said that after one year there should be a review of 
the situation, as to whether or not it could be or should 
be prolonged. This was in order to increase confidence. 

It is very difficult to measure confidence, but I have the 
feeling that public opinion, to some extent, is pressing for 
the kind of understanding among the big autonomous 
groups in the economy, because public opin’on is very 
sensitive to price rises. It is felt in Germany that if there 
is not such a stability pact, about which we are talking, it 
will be very bad for the German economy. 

I do not know how to compare confidence, but I think 
that enough confidence exists which one can build up if 
one starts at the right time. 


Senator Carter: At least they listen to each other. They 
do not condemn each other before they start talking? 
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Dr. Giersch: No. They submit their estimates in terms 
of national accounts statistics and indicate how they view 
the future of the economy within the next year. How- 
ever, they may not unite at one set of tables. They never 
did so; but by exchanging views there may be some kind 
of convergence of thinking. 


Senator Nichol: On this question of mutual confidence, 
co-operation and stability, and the pressure of public 
opinion behind it, do you not think that a good deal of 
the contrast between the psychological background in 
your country and that of this country could be traced to 
the tremendous destruction caused by the inflation of the 
1930s, followed by the complete destruction of the econo- 
my during the war? This gives people, perhaps, a sense 
of the importance of these stabilities. In this country we 
have had, frankly, neither of those things. Could you 
comment on that? 


Dr. Giersch: Yes. I completely agree with you. The 
hyperinflation after the First World War and the 
repressed inflation after the Second World War certainly 
increased sensitivity to price increases in Germany. I 
think the sensitivity threshold for public opinion is when 
the consumer price index is about 3 per cent above that 
of the previous year. At least, this is the present psycho- 
logical situation. Perhaps in five or 10 years we can say 
we will not be confident if we have a 5 or 6 per cent in- 
crease. Perhaps we can bring the rate of increase in the 
inflation down to that; but this I do not know. 


There is some evidence for your hypothesis. It is that 
the attitude vis-a-vis inflation is very different in the age 
groups. Older people with experience are much more 
sensitive to price increases than are young people. How- 
ever, historical memory may not be the only explanation 
compatible with age differences in the attitude towards 
inflation. 

Young people, of course, have less savings and there- 
fore are less sensitive to losses through inflation. Also 
they have a different combination of goods which they 
want to buy, while older people buy more services which 
increase faster in price than do industrially produced 
goods. Therefore older people feel price increases more 
than young people. 

But although it would not be affirmed evidence for 
your hypothesis, the observation concerning the attitude 
of age groups towards infiation, of course, supports it. I 
think the attitude is changing in Germany and people are 
less sensitive vis-a-vis inflation than they were a couple 
of years ago. 


Senator Nichol: It is very important, because it pro- 
vides the background against which the politicians are 
operating in their attempts to control it. They may see the 
right direction, but they may not be able to do it and 
survive as politicians. 


Dr. Giersch: That is right. At the present moment 
stability is the policy objective number one. The govern- 
ment feels strongly that unless price increases can be 
brought down from almost 5 per cent to, say, 3 per cent, 
or somewhat less than 3 per cent, they will suffer severe 
losses in the 1973 general election. So that Schiller, the 
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Minister of Economic Affairs, who is considered the man 
in the government who is most in favour of stability, is 
now ranking very high in public opinion and now has a 
strong position with the government because he has been 
entrusted with the Ministery of Finance. The Govern- 
ment considers this objective to be most important for 
the next two years. It can be explained only by the fact 
that the rate of unemployment is so low and the rate of 
inflation is higher than it has ever been since the Korean 
boom. 


Senator Nichol: Speaking of low unemployment, Dr. 
Giersch, how flexible is the wage situation in Germany? 
To take a hypothetical case, if the labour demand were 
to drop in a certain trade such as carpentry or plumbing, 
would wages stay up and workers leave the labour force, 
or wages drop and employment remain unaffected? 


Dr. Giersch: In 1967, with an increase in unemploy- 
ment to 21/2 per cent, we actually observed wage reduc- 
tions. This applied to effective but not negotiated wages, 
because there is a strong wage lift. One of the main 
problems for the future is to explain to the public and 
the trade unions that a slight wage reduction may be the 
best alternative to losing the job. If that could be con- 
veyed to the workers and trade unions it would be a 
great advantage. 


I emphasize the point of view that employment 
depends upon real wages. This is fairly unorthodox, even 
in Germany, where most economists assert that responsi- 
bility for full empllyment lies with government and that 
it is for the trade unions to set the wages, at whatever 
level. Unless that full employment guarantee is with- 
drawn or made conditional there will, of course, be a 
continuous upward pressure of Wages and a tendency to 
expect full employment for most of the time. 


In 1970 the federal Chancellor made it quite explicit. 
that the present Government would not allow the level of 
employment to go down and felt responsible for it. Many 
economists and journalists stated this to be a very dan- 
gerous declaration. In the meantime, the Chancellor has 
modified it. It may have to be modified to a full employ- 
ment guarantee dependent on the wage-setting behaviour 
of the trade unions. A deal could then be made in macro- 
economic terms providing that if contracts do not surpass 
a certain limit full employment will be maintained. In 
the event wage increases move above the guideline the 
Government would not be responsible for full 
employment. 

It is therefore a matter for negotiation and something 
which in any discussion of incomes policy should play a 
prominent role. At least part of the responsibility for 
employment lies with the trade unions and, of course, 
also with the employers’ associations. 


Senator Molson: Is there a very high conciousness of 
job status in Germany? Are people very reluctant to go 
into certain classes of work? Could there be unemploy- 
ment and yet a large number of vacancies in certain 
types of occupation? 


Dr. Giersch: The problem is minimized in Germany 
because those occupations which are disliked by German 
workers are filled by foreign workers. 
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Senator Benidickson: Mr. Chairman, Senator Carter’s 
question and the informative remarks of our excellent 
witness answered my first question. 

Towards the end of your exemplary outline of the situa- 
tion in Germany, a country which has done very well 
economically and in my opinion socially, you made a 
reference to the exchange rate. I do not think you said 
whether you favour, under the International Monetary 
Fund or some other arrangement, a fixed rate of 
exchange or a floating rate. Would you care to enlarge on 
that? 


Dr. Giersch: Thank you very much for that question; I 
definitely favour a floating exchange rate. This is a pre- 
condition for the effectiveness of monetary policy. With a 
fixed exchange rate and full convertibility, a country’s 
price level is completely dependent upon that of what 
may be referred to as the dominating country. There 
cannot be a different price level and rate of inflation in 
the medium and long run that exists in the rest of the 
world as long as there are fixed exchange rates and full 
convertibility. 


Senator Benidickson: Can you do much basically on a 
fixed rate? 


Dr. Giersch: No, practically you cannot do very much 
on the basis of a fixed exchange rate. For example, 
Germany had the most stable price level in the world in 
1967. However, this was in combination with a recession. 
To put it in general terms, there is a strong interdepend- 
ence of prices between various countries which are con- 
nected with fixed exchange rates. Although the ccnnec- 
tion is not as close as that between regions within one 
country, it approximates that closeness, particularly with 
respect to international integration. This is true of the 
EEC. The Austrian, Swiss and Dutch price levels are 
very much dependent on that of Germany. In the long 
run the German price level with fixed exchange rates 
cannot move differently from that of the United States. 
There is a direct inter-relationship of prices through the 
arbitrage mechanism. If you are a cheap country more 
will be bought from you, which will raise prices. Fur- 
thermore, there is the interdependence through the 
money markets, so that you cannot control your Own 
quantity of money with a fixed exchange rate and 
convertibility, and therefore cannot follow a different 
inflationary course from the rest of the world. 


In recent years and months it has become quite plain 
in Germany that we are actually living on a dollar 
standard as long as we have a fixed rate of exchange for 
the dollar. Our recent experience has been that the 
United States, by the theory of benign neglect of the 
balance of payments position, can create the dollars, and 
if we are prepared to hold them and explain to the 
United States that we will not ask for gold— 

But this is United States 
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currency. 
Dr. Giersch: That is right. 


Senator Benidickson: Not gold. 


Dr. Giersch: That is United States currency, and if we 
do not ask for gold the United States will have a deficit 
in their balance of payments as large as they consider is 
compatible with their domestic policies. We of course, by 
buying these dollars, increase the quantity of money at 
the same pace as foreign funds. 


Senator Benidickson: Which we did a year ago. 


Dr. Giersch: With a fixed exchange rate. That is the 
basic reason why we went off the fixed exchange rate, 
which means we went off the dollar standard, and I hope 
we will not go back on it in the foreseeable future. 


The Chairman: I should like to ask a supplementary on 
that. You have dealt with the independence that the 
floating exchange rate gives. In a country that has rough- 
ly one-quarter of its GNP devoted to exports, does the 
floating exchange rate also increase the control or the 
stability? Is it a stability measure in itself beyond the 
independence it creates because of the large percentage 
of exports? 


Dr. Giersch: I am not sure I properly understood the 
question. Let me make myself clear. Of course, the float- 
ing exchange rate increases your independence in the 
field of monetary policy. Was your question whether it is 
a measure of independence in itself? 


The Chairman: No. I may not be able to articulate it 
too well because of a lack of understanding. You have 
explained very well the independence the floating rate 
gives in the setting of general stabilization pol cies. One- 
quarter of the gross national product of Germany is 
devoted to exports. Does the fact that the exchange rate 
is flexible by itself increase the control over stabilization, 
just by the use of the flexible exchange rate? 


Dr. Giersch: Flexibility is not enough; flexibility is 
necessary, but it is not a sufficient condition for indepen- 
dence. You must also be prepared to pursue a policy that 
leads to changes in the exchange rate. If you want to 
have more stability than in the rest of the world, you 
must be prepared to have an upward revaluation of your 
Own currency. 


Senator Benidickson: Giving or taking in your decision. 
You might make a sacrifice or you might take an advan- 
tage in that decision. 


The Chairman: Perhaps we could let Dr. Giersch com- 
plete that thought, then we will come back to that, 
senator. 


Dr. Giersch: There is one important instance where a 
floating exchange rate gives you independence in wage 
policy. 


The Chairman: Perhaps I can put it another way, 
because I do not think I have nut it too well. We found 
that the Japanese exports were 10 per cent of their gross 
national product. We find that Canada and Germany’s 
exports are 25 per cent of the gross national product. 
Leaving aside the independence that a flexible exchange 
rate gives, does a floating rate become more important to 
Canada and Germany than it is to Japan, and can you do 
more with it in stabilization policy? 
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Dr. Giersch: The greater your dependence on the rest 
of the world through the contribution of your exports to 
GNP, the more important it is to have a floating 
exchange rate if you want independence in the stability 
policy. A floating exchange rate is important in itself, but 
it is more important for a country with a large relation- 
ship of foreign trade to domestic trade than for a country 
which has such a small relationship of exports to imports 
as the United States, for example. The more dependent 
you are the more independence a flexible exchange rate 
gives. I do not know whether that answers the question. 


The Chairman: Would you characterize it in terms of 
dependence or independence only? 


Dr. Giersch: Let me add one thing. With regard to 
using the exchange rate as an instrument for stabilization 
policy, I would draw your attention to the possibility of 
an international co-ordination of wages policy. I know of 
an industry in which it seems to be likely that there is 
international co-ordination of wages policy, so that if the 
German trade unions asked for, say, 10 per cent, they 
may get the 10 per cent because they know that the 
foreign competing firms will also have to grant 10 per 
cent; all the firms competing with each other will be 
subjected to the same kind of pressure, and will there- 
fore yield to that pressure. This has become quite impor- 
tant, I think, in some industries. It means it will have to 
be made quite explicit to your own trade unions that you 
are going to change your exchange rate, and this change 
in the exchange rate will have to be taken into account 
in national wage nagotiations. For example, in Germany 
there is an official voice saying, “We will go back to the 
old parity.” 


Senator Benidickson: That is true here. 


Dr. Giersch: If you say you are going back to the old 
parity, it is not necessary to have a flexible exchange 
rate, because then the old parity will be taken into 
account in the wage negotiations and there will be the 
Same pressure on wages as if there were a fixed 
exchange rate. You must say, “No, we want to have more 
stability than abroad.” This implies revaluation in the 
course of that period of flexibility. That means the com- 
petitive position of domestic firms will deteriorate and 
jobs will become insecure unless the increase in the value 
of your money vis-a-vis other currencies is taken care of 
in the wage negotiations. If you say you are going to 
revalue by 3 per cent in order to have 3 per cent less 
inflation than in the rest of the world, you should make 
it clear to the trade unions that they would have to 
deduct the 3 per cent from their wage claims, otherwise 
jobs will be made insecure. 


You have to make it clear that this is your course of 
action. Unless you are determined to pursue that 


The Chairman: You use the exchange rate as a 


weapon? 


Dr. Giersch: I use it as a weapon and say We are going 
to pursue a stabilization policy which will result in a 3 
per cent revaluation within one year. This means there 
will be 3 per cent in the longer run—3 per cent less 
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inflation than abroad. A 10 per cent wage increase there- 
fore means, in real terms, more than without that kind of 
revaluation and more inflation. So you have to deduct the 
3 per cent revaluation, which will be the result of your 
monetary or stabilization policy, from your wage claim. 
If you do not do it, you endanger your jobs. Unless this 
is done and is made explicit for the future, the other 
co-ordinating factor which I mentioned, namely, an inter- 
national agreement amongst trade unions, will be strong- 
er. Then you will have, as a matter of fact, the same 
wage increases, and you will never be able to change 
your rate of exchange. 


Therefore, it must be quite a determined policy, to say 
that we are moving towards more stability than in the 
rest of the world, something which will mean an upward 
revaluation of your currency, something which will mean 
a reduction in the nominal wage claims; but it will not 
mean a reduction in the real wages. Unless a flexible 
exchange rate is made clear to the public, in view of the 
situation and international wage co-ordination, it will not 
help you. Therefore, I said a flexible exchange rate may 
be a necessary condition, but if you do not make use of 
this instrument it will not bea sufficient one. 


Dr. Gillies: When the West German Government went 
to a free exchange rate, it suggested that it would try to 


go back to partity. Would you care to forecast whether or 
not it will in fact go? 


Dr. Giersch: If you pressed me very hard, I would say 
it will not go back to the old parity. There is, of course, 
some kind of promise to go back to the old parity 
because in the negotiations in Brussels, the German Gov- 
ernment had to indicate that it might go back to the old 
parity. There is, of course, strong pressure on behalf of 
the business community to return to the old parity, in the 
belief that this will mean higher profits. If it means 
higher profits, it will also mean higher wage increases 
and therefore the same profits as if we did not go back to 
the old parity. But since at the moment the government 
is embarking upon a stabilization program, it amounts to 
saying that two times two is five, if the government at 
the same time says that it is going back to the old 
parity. 

Only a very unlikely combination of circumstances—a 
recession in Germany, combined perhaps with a remark- 
able slowdown of price increases in the rest of the 
world—would permit us for some time perhaps to go 
back to the old parity. 

If one went back to the old parity, while the stabiliza- 
tion program had success, it would immediately mean an 
inflow of speculative money, which would press for a 
change in the parity; and it would be just a comedy in 
international monetary affairs, if one returned to the old 
parity to change it in the next twenty-four hours. 


Senator Nichol: Dr. Giersch, we have had a number of 
very sophisticated witnesses come before this committee. 
Several times, the opinion has been put forth that a 
certain amount of inflation is essential to the economic 
wealth of the country, and that it is something of which 
we should not be too afraid. 
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Dr. Harry Johnson, for instance, came here and drew 
a line between escalating inflation and constant inflation 
and he specifically referred—and I will just read this to 
you, if I may. He said: 

Brazil and all the Latin American examples you can 
think of, have not had hyper-inflation. They have 
had very high rates and come within the 100 per 
cent a year margin. Chile has had eight decades—it 
is now nine decades since the last time someone 
looked at this—it has had nine decades of inflation. 
The rates have been anywhere between 20 per cent 
and 60 or 70 per cent a year, but it has not been a 
spiral in the sense that it got out of control. 


My question is in two parts. The first part is, could you 
comment on that? 


Dr. Giersch: Harry Johnson and myself would proba- 
bly be quite able to live in a world of 100 per cent 
inflation within a year. Everybody here in this room 
would be able to make the necessary calculations to live 
within such an inflationary equilibrium, as I call it. It 
means that nominal wage increases will have to be 100 
percentage points higher than they would otherwise be, 
and the rate of interest would be 100 percentage points 
higher than it would otherwise be. We might all be able 
to figure out what price expectations we would have in 
this kind of inflationary equilibrium. That means, of 
course, it would not have any negative, social or alloca- 
tive effects. 


Senator Benidickson: Or that type of growth? 


Dr. Giersch: But it would be frightfully troublesome in 
mak ng these calculations. I think it would not give any 
benefit, but it would just make it more difficult to calcu- 
late. With modern computers, of course, we could live 
with that—and also with 1,000 per cent inflation. But all 
this implies that it is a concentrate of inflation; that it is 
a rate of inflation which has existed in the past and is 
anticipated in the future. 


Since in this situation the real proportions are likely to 
be the same as with zero inflation, we might also choose 
zero inflation. I do not know what the advantage is of 100 
per cent inflation over zero inflation, if there are no 
allocative effects. I think there are allocative effects of 
this, particularly if your institutional framework is not 
geared to 100 per cent inflation. 

I know of some legal restrictions, for example, in West 
Germany, which make it impossible to raise the rate of 
inflation by more than, say 5 per cent. Otherwise, it will 
be felt. If you have fixed income earners, they suffer 
from it. You may have an institutional arrangement that 
it is fixed plus whatever the price increase will be. It 
makes it a bit more complicated. If you do not have it, 
then they will suffer from it. 

Then there is the problem of depreciation from the 
purchase value. In the German tax law, you depreciate 
from the sum you actually invested in the past; but this 
depreciation will not permit you to repurchase the same 
investment good in the future, so you have to change 
that again. 
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The next question concerns income tax on interest 
earned. If your interest rate is 5 per cent plus 100 per 
cent inflation, that means that part of the nominal inter- 
est is nothing else than a compensation for the losses of 
inflation; but if you subject it to the income tax you 
actually tax the substance of it and therefore you get an 
allocative effect. Furthermore, you need a store of value, 
something which people can use as an asset which is free 
of the danger of inflation. 


In Germany, at least, we observe that after the D-mark, 
where a 5 per cent rate of inflation is no longer consid- 
ered to be a reliable store of value, there is a sudden 
increase in the demand for land, and, therefore, a fright- 
ful increase in the price of land. This disturbs the hous- 
ing market and raises rents and causes social disturb- 
ances. The market for flats may be a commodity market 
in usual terms, with a zero rate of inflation or a 1 or 2 
per cent rate of inflation, but if there are rent increases 
every year, or a higher rate of inflation even in shorter 
terms this affects the market. The contracts really are 
very short-term contracts, but people want to have the 
security of living in their flat for a year, two years or 
three years without being exposed to receiving notice 
and having to change flats or renegotiate again. So there 
is a mounting criticism of the free market in housing and 
in flats, and the demand for rent control is increasing 
with the rate of inflation. Moreover, since there is not a 
sufficient and reliable store of value, people buy or build 
flats in holiday resorts without using them. If the rate of 
increase of prices and building costs and so on is about 
10 per cent, you earn 10 per cent interest on that if you 
just have such a flat in a holiday resort without using it; 
that is more than you get when you put your money in a 
savings account. Actually this means that resources are 
being used in order to produce artificial gold. Concrete 
gold, to put it another way. It is a reallocation of 
resources which is certainly not conducive to economic 
growth in the sense of increasing potential output or 
productive capacity. Therefore, you have a number of 
negative allocative effects which means that inflation is 
not conducive to economic growth. 


If you talk about 1 per cent inflation up to 3 per cent 
inflation, I may be indifferent. I said at the beginning 
that a 1 per cent rate of inflation or a 2 per cent rate 
may be necessary to create or to permit the changes in 
relative wages which have to take place in order to let 
the wage mechanism work, if there is no possibility of 
downward adjustment of wages. 


On the other hand, if the consumer price index rises 
by 1 or 2 per cent you may debate whether it has risen 
at all in view of the changing composition of your basket 
and in view of the changes in the quality of the products. 
That means that there is uncertainty whether there is 
inflation and whether that kind of inflation should be 
included in wage contracts and so on. But once the rate 
of inflation is much higher, there is no room for debating 
about it. It means that there is no longer any money 
illusion. And it means that there cannot be any beneficial 
effects, in my view, in an enlightened society. And if 
there are no beneficial effects of inflation, but you have 
just to tolerate it, then I come back to my original 
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argument that I rather prefer to calculate with a zero 
rate of inflation than with a 100 per cent rate of inflation. 


Senator Nichol: Going on from that, Dr. Giersch, a few 
minutes ago you made a very clear and definitive 
description of the interwoven cycles of profits and wage 
demands. You went through the cycle of rising prices, 
profit explosions, h'gh wage and high labour demands 
followed by erosion of profits, followed by unemploy- 
ment, followed by reinflation, followed by profit return 
and so on. 


Dr. Giersch: Yes. 


Senator Nichol: And you were discussing the lags that 
exist between these various interwoven cycles. 

I might say incidentally, that we have not before had 
as clear an explanation of this as you have given today. 
Part of the debate that has been going on here is wheth- 
er this cycle which has been operating in this country for 
some years now can operate with a constant inflation 
rate, or will the cycle carry with it the certainty of an 
escalating inflation rate? 


Dr. Giersch: I do not know whether I have your ques- 
tion correctly. May I ask you this in return? Does your 
question imply that we would not have such a cycle, if 
we had no inflation? Or does it imply that in order to 
reduce the rate of inflation you would have to smooth the 
cycle? 


The Chairman: Or does it imply, rather, that because 
the cycle exists there is an inflation that is inevitable? 


Dr. Giersch: That is right. 


Senator Nichol: No. I will go back again. The cycle has 
in it as causative factors a lot of psychological factors. 
Therefore, can this cycle operate without an inflation rate 
wh ch is escalating—in other words, going from 4 per 
cent to 5 per cent to 6 per cent to 7 per cent, to keep the 
cycle operating—or can it operate with a constant rate of 
inflation of, say, 2 per cent? 


Dr. Giersch: I think it will also operate within a con- 
stant rate of inflation of 2 per cent. 


Senator Nichol: It could operate. 


Dr. Giersch: It could operate, but it is likely to be 
absorbed with an increasing rate of inflation from cycle 


to cycle. 


Senator Nichol: That is what I meant. 
Dr. Giersch: Yes. 


Senator Nichol: I did not explain it properly. I meant 
from cycle to cycle. Take it from profit explosion to 
profit explosion. That is what I had in mind. 


Dr. Giersch: This is a cycle in the rate of capacity 
utilization and the rate of employment. When you say it 
starts with the upswing, it starts with a rather low 
capacity utilization. Then you get the upswing and the 
upswing is an increase in the capacity utilization and in 
the rate of employment—the absorption of workers in 
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the production process. And later on, then, the slow-down 
is again associated with a reduction in employment so 
that when you want to raise the level of employment 
through the cycle you try not to stop the upswing, so that 
you get a full utilization or over-full employment. And 
you may even start with a new monetary-fiscal expan- 
sion, shortly after the height of the boom, in order to 
maintain an excessive level of employment. 


If you do that, it means that you raise the average 
level cf employment within the cycle. You will certainly 
get an acceleration of the rate of increase from cycle to 
cycle. But if you let the economy reduce the rate of 
utilization of the productive potential so that the period 
of overfull employment is being compensated later on by 
the lower level of employment, then you may be able to 
maintain the rate of inflation. So it is the choice of the 
level of employment which is determining whether you 
have an accelerating inflation or not. It is the rate of 
employment which you are aiming at, but which you 
need not achieve in the medium run, because it may not 
be possible even with an accelerating inflation to com- 
pensate for the aggressiveness of the trade unions. Inso- 
far as acceleration of inflation is a measure to compen- 
sate for the aggressiveness of trade unions, it may not be 
successful because after some time trade unions will 
include the rate of inflation, and then you are ina 
different situation. But if you are aiming at higher levels 
of employment as is compatible with the aggressiveness 
of your unions, then you are bound to have an accelerat- 
ing inflation from cycle to cycle. I do not know if I have 
made that sufficiently clear. 


Senator Nichol: There has been little debate here as to 
whether fiscal or monetary policies work as economic 
controls, and the debate has been not so much on their 
efficacy as on the question as to whether to apply them 
and how to identify the time and place you have reached 
in this combination of cycles. One of our witnesses, I 
think it was Dr. Reuber, suggested that fiscal and mone- 
tary policies should be tied to the aim of a 4 per cent 
unemployment rate and that the goal should be to keep 
as close to that as possible, and to use this as a s enal 
point regardless of what other indices in the cycle might 
show. How would you feel about that type of navigation? 


Dr. Giersch: My experience in Germany is that the 
unemployment rate is a laggard variable and if you use it 
as an indicator, you are bound to come too late with your 
measures. I mean by that that the rate of employment is 
lagging behind other variables which therefore are a 
better indication of where the economy is moving to. For 
example, the rate of increase in incoming orders, particu- 
larly in investment goods industries, is a sufficiently early 
variable or early indicator, and you have to use an early 
indicator for your measures of monetary or fiscal policy 
because there is a time-lag involved both in fiscal and 
monetary policy. You know, of course, that there are 
several parts of this time-lag, but what is important here 
is the t me-lag in the effect of a measure after it has 
been adopted. The monetary time-lag is a variable. I 
would guess from German experience, if there is an 
effectiveness at all of monetary policy in an open econo- 
my—there may be some instances where we can say it 
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had some effect—then the effect came about six months 
later. That means we cannot use the unemployment rate 
because we have to use a very early indicator, as I 
explained to you. 


Senator Nichol: Could I ask you, Dr. Giersch, what are 
the indicators, other than the one you have mentioned, 
which set the system working in your country? 


Dr. Giersch: These are the incoming orders. 


Senator Nichol; That is overall incoming, wholesale 
and retail? 


Dr. Giersch: No, in the investment goods industries— 
the capital goods industries. 


Senator Nichol: The capital machinery industries. 


Senator Benidickson: Which is low at the moment 
here. 


The Chairman: What we would call capital goods 
orders? 


Dr. Giersch: Orders for capital goods, yes. 


Senator Nichol: They specifically keep an eye on this 
particular indicator? 


Dr. Giersch: Yes. 


Senator Nichol: And it is sufficiently close that it really 
works? 


Dr. Giersch: This, of course, is very difficult to judge. It 
is difficult to judge the figures. Usually one wants to wait 
for 2, 3 or 4 months in order to be sure that one has the 
right tendency. 


Senator Nichol: This is the inside lag as we call it. 


Dr. Giersch: That is the diagnostic lag. You must be 
sure of it. In one month, for example, there may be a 
sudden increase in the orders, and you do not know 
whether this is an accident, whether there is a particular 
explanation or whether it is of cyclical importance. So 
you say to yourself, “Well, I am not quite sure and 
instead of adopting measures now, I will wait for another 
month to see whether this trend is being followed,” and 
you may have lost already the second month. Yet again 
you may wait for a third month in order to be quite sure. 


There is a difference between monetary and _ fiscal 
policy. Monetary policy in Germany can be carried out 
by an independent authority which is not dependent on 
publie opinion. There is a lag of public opinion behind 
events, and if demand management has to be in conform- 
ity with public opinion, as is true, for example, for thax 
policies—you have to sell them to the public—then you 
are bound to be very late and you may intensify the 
cycle rather than smooth it. So, my preference would be 
for monetary policy, if monetary policy is effective, 
which is true only under flexible exchange rates, and if 
monetary policy can be carried out by an independent 
body which is not dependent upon lagging public opinion. 
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Senator Nichol: Is there such a thing as an independent 
body, that is independent of political pressures, in 
Germany? 


Dr. Giersch: Well, there was a time when the central 
bank was more important and had more influence on 
public opinion than the government. In 1966 and early 
1967 the central bank was heavily criticizing the fiscal 
policy of the government and early in 1967 it said, “We 
are not prepared to finance your anti-recession program 
until you have passed the stability and growth Law.” 
This is a unique situation and if it had lasted for a 
couple of months, it might have led to a hot debate as to 
whether the central bank should be autonomous or not. 
Actually the central bank yielded early enough to avoid 
such a crisis. But this was a clash between the central 
bank and the government. As regards the relationship 
between the central bank and public opinion, I think the 
central bank is considered to be a reliable guardian of 
financial and monetary stability, and there is less of a 
credibility gap between the public and the central bank 
than there is between the public and the government. 


Senater Nichol: Does the bank operate very publicly? 
Do the officials of the bank speak through the 
newspapers? 


Dr. Giersch: Yes; almost too much. 
The Chairman: How publicly does it operate? 


Dr. Giersch: It has monthly reports. When bi-weekly 
meetings of the governing body are held, communiqués 
are issued and the president of the central bank appears 
on television to explain what has or has not been done. 
The central bank also collects newspaper articles, 
reprints them and distributed them. It has quite an influ- 
ence, therefore, on what is being written in newspapers, 
because it is considered a sign of excellence if articles of 
a journalist are being reprinted quite often. 


Therefore the central bank can exert some influence in 
newspapers on the interpretation of its policy. Moreover, 
there are public speeches made by the president of the 
central bank, although the current president does not 
speak as often as did his predecessor. 


In 1966-1966 the president of the central bank preached 
a return to puritanic principles in public finance and 
monetary policy, which actually contributed to the devel- 
opment of a recession. 


The Chairman: You have dealt with the public attitude 
of the bank. How great is its independence from govern- 
ment control? Obviously this has been an issue, and it is 
trucated to a certain extent— 


Dr. Giersch: Yes. At the moment there is a clash 
between the government and the central bank on the 
return to the old parity. I do not know what future 
developments will be, but in view of the strong public 
support which the central bank receives, and the criti- 
cism which is levelled against the government by the 
opposition party, but which is never levelled against the 
central bank, the central bank is in a fairly strong posi- 
tion with regard to public opinion. 
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The relationship is such that the central bank is by law 
bound to support the government’s policy; but this is 
open to interpretation. There can be a debate. At the 
present moment there is a debate on what kind of 
exchange rate policy, intervention in the foreign 
exchange markets, the central bank is to pursue. The 
Minister of Economic Affairs and Minister of Finance is 
attending the meetings of the central bank explaining to 
the governing body what are the government’s objectives 
and what strategy should be pursued. 


I suppose that in the medium run, in spite of the 
insistence on autonomy, the central bank will support the 
government’s strategy. 


Senator Molson: I suppose there could be a lag there, 
on the question of support? 


Dr. Giersch: Yes. 


The Chairman: Without going into detail, would you 
characterize the operations of the central bank as being 
open or rather more—the term that was used here was 
covert? 


Dr. Giersch: Could you explain that to me? 


The Chairman: It has been suggested here that the 
central bank in Canada uses what is called moral suasion 
to cause the banks and other financial institutions to do 
certain things. It has also been suggested that at the time 
this moral suasion is used it is often not a matter of 
public record, that certain things that the central bank 
does are not a matter of public record, and there are 
those who believe that it should be. 


Dr. Giersch: I am not sufficiently informed about talks 
between the central bank and the private banks; but the 
situation as we have had it would at least indicate that 
the influence of the central bank on the private banks is 
very small. The central bank has certainly tried to pre- 
vent the private banks from borrowing from abroad and 
increasing therefore the foreign exchange holdings of the 
central bank. As a matter of fact, the private banks have 
largely exploited the opportunities of the market instead 
of following advice from the central bank. Therefore, 
moral suasion in that respect may work if the margin of 
profit is very small; but if there is a wider discrepancy, 
then I am sure they are following the opportunities of the 
market rather than the words of the central bank. 


The Chairman: The bankers indicated that to us yes- 
terday. Maybe they have the same aititude. 


Senator Carter: I have three very short questions to 
put to Dr. Giersch. You mentioned earlier about the 
stability and growth law. Does that stability and growth 
law require any balance between capital intensive in- 
dustry and labour intensive industry. Is there such a 
balance? Is such a balance necessary? 


Dr. Giersch: I think this is a problem of the long-run 
growth and structural development of the economy. In 
order to have steady growth, if your supply of labour 
does not increase sufficiently, you will have to increase 
the capital intensity of your overall production. This may 
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take place in each firm and in each line of production; 
but it may also take place in terms of a change in the 
structure of your industries. It means that you May have 
to abandon industries which are not capital intensive 
enough and where labour cannot be saved by using more 
capital. These industries come under the pressure of for- 
eign competition. 


The institute—which I am directing or misdirecting—is 
now embarking upon a study to find out what structural 
changes will be necessary in the West German economy 
in order to take care of development in the less devel- 
oped countries, where you have less capital intensive 
industries or more labour intensive industries, and where 
labour intensity is necessary in order to take care of the 
employment problem in less developed countries. 


If we grant capital assistance to the less developed 
countries, but do not permit the products of labour inten- 
sive industries to enter our domestic markets, this will be 
self-defeating. Without any guidance given as to what 
industries will be established in future under the pres- 
sure of more intense competition from less developed 
countries, we will have to make some research or and 
investigations into what the export potential of the less 
developed countries with regard to whether certain prod- 
ucts, when they enter the market, will be competitive, 
and whether it could not be wise to advise the entre- 
preneurs in those industries to withdraw from the 
market instead of making defensive investments which 
may turn out to become too costly and unsound, particu- 
larly from an overall point of view. 


So there will be structural change and if it does not 
take place smoothly enough in the process of economic 
srowth, it will have to take place in periods of recession. 
There is an argument against smoothing the cycle, that 
the structural change necessary for long-run growth 
cannot be brought about in a period of expansion. It is 
said that the change in the structure only takes place 
when competition becomes so intense under the pressure 
cf excess supply that firms break down and release 
resources. These become available for the growth indus- 
tries which need them in the long run. 


The argument for steadiness in economic growth is 
that steady growth implies that this structura] change 
takes place also in per'ods of expansion, but that can 
only be the case if expansion is not excessive. If the 
profit explosion to which I referred occurs, then no firm 
or industry will feel sufficient pressure to release re- 
sources for the structural change to the benefit of the 
growth industries. 


We hope that, perhaps through international coordina- 
t'on of research, we can obtain sufficient information to 
indicate what might be done in terms of structural change 
in the developed countries to help both then in their 
process of growth and the less developed countries in 
their economic development. 


Senator Carter: I was interested in your description of 
the relationship between the wage and productivity 
increases in Germany. I got the impression that usually 
there is a lag, that the wage increases seldom catch up 
with productivity increases and when they do it is only 
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for a short time. Is that a correct interpretation of what 
you said? 


Dr. Giersch: Yes; within the last few years real 
wages have increased somewhat more than productivity, 
as a reflection of an increased labour shortage. In the 
earlier years there was a lag in real wages as compared 
to the increase in productivity. I am now referring to real 
wages and productivity in real terms. In the cycle there 
first appears an increase in productivity when the rate of 
capacity utilization rises. This may take place when price 
increases and nominal wages lag behind it. Later on the 
period of wage pressure arrives, which is about as long, 
according to our experience, as a period of wage lag. So 
that there is a full compensation over the cycle and the 
growth-determined lag of real wages ceases. 


A profits squeeze and an increase in real wages as 
compared to productivity was felt from time to time 
during the first half of the sixties. In the last cycle we 
felt that there may have been a change in the rate of 
increase of the capital output ratio, if this means any- 
thing to you. It is the relationship between the stock of 
cap tal and total output. This increases, of course, if 
production becomes more capital-intensive and capital 
has to be substituted for labour. However, if automatic 
labour-saving devices become less expensive, then the 
capi'al output ratio will not increase as fast and may 
even decrease. 

Th's means that the capital costs per unit of output do 
not increase as fast as previously, or may even go down. 
If capital costs per unit of output go down as a result of 
capital-saving innovations, there will be room for wage 
increases that are faster than productiviy increases. This 
means an increase in wage costs but a reduction in 
capital costs. The increase in real wages as compared to 
productivity is thus obtained without a profits squeeze. 


After a period of increasing labour shortage more and 
more emphasis must be placed on automatic devices and 
cheaper product’on so that the capital costs per unit of 
output, if they have risen for some time, will go down. 


It appears upon investigation of the German economy, 
the increasing labour scarcity in the first half of the 
sixties and some kind of reduction of cap tal costs in the 
second half that wage increases could be faster in real 
terms than productivity increases. This does not go on 
indefinitely. However, it appears to have been a factor 
over the last two or three years. Otherwise, the wage 
explosion wh'ch we have experienced would not have 
been understandable. 

There has also been a tremendous increase in real 
wages above productivity increases. There are two possi- 
ble consequences: either a tremendous profits squeeze or 
a fall in capital costs per unit of output. I think both 
have taken place. Therefore the profits squeeze is not 
quite as strong as one would gather from the figures of 
wage increases. 


Senator Carter: You discussed cycles as coming back to 
the same point. I tried to visualize how it works in 
Canada. All your elements must start at the same time. 
Your Government, labour and industry get together and 
everyone starts, apparently, at the same time. In Canada 
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the Government will budget for certain unemployment 
growth. The steel industry will start a cycle by bargain- 
ing for a very high increase. Probably six months later 
another powerful group does the same thing and that 
interrupts the cycle. So we never really get a cycle; it is 
interrupted all along the line until something drastic, 
such as inflation, occurs or unemployment becomes intol- 
erable. Apparently you avoid that in Germany because 
all the elements in the cycle get started at the same t:me. 


Dr. Giersch: I do not think this is quite as I meant it. I 
gave, of course, a very simplified picture of the develop- 
ment of the German economy. Therefore I omitted these 
sequences which you describe. 


Of course, it would be useful for managing the econo- 
my if, for example, most of the wage contracts were 
made at the same t me, simultaneously with Government 
budgetary planning, and this could be co-ordinated. That 
would, of course, be an advantage. But it is not like that 
in Germany, and if I gave that impression I apologize. 


Senator Carter: I did not get the impression that it was 
so simple as that. Trying to compare it with what hap- 
pens in Canada, it seems that your cycle was much more 
of a cycle, or had fewer interruptions than the ones we 
have in Canada, so the cyclical forces can more or less 
work together and impinge on each oher at the same 
time without extra forces being impinged throughout the 
cycle, which seems to happen here in Canada. 


Dr. Giersch: I would not be able to compare it with 
Canada, since I know so little about your country. 


Senator Carter: In Germany do you have an income 
distribution policy? 


Dr. Giersch: Yes. We have one, of course, in terms of 
progressive income taxes; in terms of subs dies granted 
to agriculture; in terms of unemployment benefits; in 
terms of var.ous kinds of subsidies that are granted. 
What the net effect of it is I do not know. Whether 
income distribution does become more equal as a result 
of this, I am unable to explain. There are, of course, at 
the moment increasing tendencies for redistr bution of 
income through wage pressure. At least the trade unions 
think that by increasing wages above what they other- 
wise would be they can redistribute income in favour of 
wage earners. This is the philosophy. 


In my opinion, the actual effect is that you can increase 
the share of wages in national income only at the 
expense of employment. We know from the cyclical data 
we have that the share of wages in national income is 
lowest when employment is highest, and that in a reces- 
sion the share of wages is high and the share of profits is, 
of course, low. When the share of wages in national 
income goes up tremendously, as it does at the end of the 
boom, this is a sign that the economy is bound to slow 
down if investments are dependent upon the rate of 
profit and the possibilities of auto-finance. 


Senator Carter: Can you say whether in Germany 
labour’s share of GNP is going up? 
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Dr. Giersch: Labour’s share in GNP is rising. This can 
be explained to a large extent by the fact that self- 
employed people become dependent workers. There is a 
Squeeze in agriculture and handicraft, and so on, so their 
former incomes which were counted as incomes from 
entrepreneurial activity and property are now wages. If 
we deduct that we do not find a remarkable increase in 
the share of wages in national income. But the share is 
somewhat higher than it was in the early period when 
we had structural unemployment. We find that in all 
countries the share of wages in national income has gone 
up. It is higher now than it was in the ‘fifties, particular- 
ly in the early ‘fifties. In explaining the share of wages or 
profits in national income one has to take account of the 
structural composition of industries. 


Let me make that clear by means of an example. If 
you have in your economy many growth industries with 
well managed firms that face a high income elasticity of 
demand for their products, there is then likely to be a 
low share of wages in national income. If you are a 
depressed country, or for that matter a depressed region, 
which has only structurally weak industries that do not 
make profits, which are perhaps being subsidized, which 
are bound to disappear after some time, there are low 
profits and, of course, a high share of wages in the 
national income. So a high share of wages in national 
income may not be a sign of justice, it may also be a sign 
of weakness of your economy. This goes far to explain 
the difference in the share of wages between, say, West 
Germany and the United Kingdom where the share of 
wages in national income is definitely higher than in 
West Germany. 


_ Senator Isnor: Many of the questions I had have been 
more or less covered. I had one dealing with the central 
bank, but that subject was brought up earlier and consid- 
erable time devoted to it, although it was not as definite 
as I would like. I would like to ask what control your 
central bank has, and the effect it has on the economy of 
the country. 


Dr. Giersch: The central bank, after the move to 
convertibility in 1958, still believed it had control over 
the economy. It could exert some control over the econo- 
my in periods when the domestic situation required simi- 
lar action to that taken in other countries with which we 
had strong trading relations and a common monetary 
market. During that period the belief was upheld that the 
central bank had strong control over the economy and 
could be the guardian of monetary and price level 
stability. 
' In recent years it has become more and more clear that 
with fixed exchange rates and full convertibility the 
_ central bank actually had no control, although this view 
_ was confined at first to a very small group of economists 
_ who were considered to be heretics in this respect, and 
were considered to be tearing down the reputation of the 
central bank. In the meantime, and at least in the last 
couple of months, it has become clear that with fixed 
_ exchange rates the central bank is practically powerless. 
_A group of the board of governors of the central bank 
_ actually wanted to have some kind of control on the 

inflow of capital from abroad; but others, including the 


Minister of Economic Affairs and Finance, thought that 
controls of that kind would not work; we do not have the 
bureaucracy for control, and we think that if the diver- 
gency between the control mechanism and what the 
market offers were too large it would not work. 

That is the reason why we introduced the flexible 
exchange rate. Now, after the exchange rate has become 
flexible, the government actually has, I would say, full 
control over the supply of money, and therefore over the 
economy, provided that the central bank does not inter- 
vene on the spot and forward markets for foreign 
exichange. 


Senator Isnor: What do you mean by saying the gov- 
ernment does not use the central bank to set interest 
rates? 


Dr. Giersch: The government has little influence on the 
central bank as regards interest rates or control of the 
quantity of money. 


Senator Isnor: You spoke of controlling import labour. 
What did you mean there? 


Dr. Giersch: Not controlling. 
Senator Isnor: You discourage import labour? 
Senaior Nichol: “Selective” was the word he used. 


Dr. Giersch: The word “selective” means that when a 
labour shortage in some profession or some area is being 
felt, then it is the initiative of the employers to get 
labour from abroad. 


Senator Isnor: From abroad? 


Dr. Giersch: From other European countries. We 
import the kind of labour we need when the need is 
being felt by the entrepreneurs, the employers. So far, it 
is selective. We do not count those unemployed in the 
countries from which we get the labour which we need. 


Senator Isnor: You the 


unemployed? 


Dr. Giersch: No, I did not want to imply that. We, of 
course, import any kind of labour which offers itself for 
employment in Germany, whether they are employed or 
not employed. I think we would not even know, as a 
result of the statistical evidence we have, whether they 
have been employed before or whether they have been 
unemployed. 


say you import only 


Senator Isnor: That is what I was wondering—how you 
could possibly do it. 


Dr. Giersch: We cannot. We cannot discriminate, but it 
is the activity of the employers which is determining 
which kind of labour we import. Therefore, it is a means 
of getting rid of domestic bottlenecks. 


Senator Desruisseaux: This is possibly by contract for 
a definite period of time and it could be renewed if 
necessary. 


Dr. Giersch: That is right. 
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Senator Carter: I would like to inquire about the 
wages. If these people come in, do they get the standard 
wages, the same as a German would get? 


Dr. Giersch: Yes, they do. 


Senator Desruisseaux: The questions I had in mind 
have been answered, but I think it may be useful to have 
a clarification. You stated the policy is to stimulate 
growth of potential output and one of the policies is to 
stimulate the growth of capital imports. Has that led the 
country to foreign-owned industry and, if so, to what 
extent? 


Dr. Giersch: I do not know of any percentage figure to 
indicate that. A number of well-known firms have fallen 
into the hands of foreign firms, and there has been some 
complaint about it, although those complaints have been 
fairly modest. 

The whole oil refinery industry, for example, is 
foreign-owned; a large part of the car industry is foreign 
owned. There has been aversion against this, although 
much less than in other countries. One reason, of course, 
is that economic nationalism is not very fashionable in 
Germany at the moment, because we had excesses of that 
in the prewar period and in the war period; so we have 
to compensate for that. Another reason is that one may 
suspect that foreign ownership does not hurt very much. 
It may hurt managers, who are appointed by foreign 
owners, and who have a smaller market when more firms 
owned by foreigners bring their own managers with 
them. 

Apart from that, there has been open-mindedness, par- 
ticularly since part of the policy is being carried out by 
provincial governments, who try to attract whatever 
firms they can, in order to raise the level of industrializa- 
tion in their areas. They are quite happy if a foreign firm 
comes in, although of course the indigenous entre- 
preneurs are quite opposed to it because these foreign 
firms raise the level of wages and, therefore, make it 
more difficult for the indigenous firms to exist there, and 
they meet more competition. 

One factor which is, perhaps, relevant in this connec- 
tion, is that we are in the midst of forming a European 
economic community. Therefore, we have within the 
European economic community the freedom of choosing 
the location of firms from one country to another in the 
European economic community. 

Of course, I know that in France, for example, there is 
more concern about American firms than in Germany. It 
sometimes happens that American firms who want to 
locate in France, and who find it difficult, to get into 
France, immediately move to Germany to find there some 
Land government which says that this is just what they 
want in order to raise the level of industrialization in 
their area and, therefore, the level of wages. 

So, if there is some competition amongst policymarkers 
there cannot be a cartel against foreign investors. This 
competition for growth amongst provincial and Lander 
governments is one of the reasons why there is so much 
openness of the German economy with regard to foreign 
investment. 
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Senator Molson: Do you also gather the international 
unions with the international corporations? 


Dr. Giersch: That is a problem I was talking about 
some minutes ago, when I said there may be internation- 
al agreements. We have no foreign dominated unions, but 
we may have more co-ordination between German unions 
and foreign unions. 


Senator Desruisseaux: You mentioned subsidization of 
exports and also the subsidization of jobs in the peri- 
pheric areas of operation. Could you expand on that a 
little? 


Dr. Giersch: Subsidization of exports is a paraphrase of 
the undervaluation of a currency. If the German mark 
is undervalued as it was for a couple of years, then at 
least to my judgment that means that exporters have it 
easier to sell abroad. They have it easier than they would 
have had, and actually had after the revaluations we had. 
So this is subsidization through a fixed rate of exchange. 
But after we have a flexible rate of exchange there 
cannot be and will not be any more subsidization of 
exports. 

As regards subsidization of jobs, in peripheric regions 
it takes the form of regional policy. Along the frontier to 
East Germany there are locations which are hurt by the 
fact that the market network is completely interrupted. 
These locations suffer from that, and therefore the 
investment in those areas is being subsidized by means of 
regional policy to the extent of about 10, 15 or 20 per 
cent, depending upon various forms and so on. Also there 
is a regional program for the development of backward 
regions which are not peripheric in that sense of lying 
along the frontier to eastern Germany. The tendency now 
is to concentrate these subsidies in some locations which 
can be developed and which can be the nucleus of a 
self-supporting or self-sustained industrialization process 
in that particular area. 


They are not being distributed equally, but they are 
preferred locations which provide the sufficient infra- 
structure. So then in addition to that the subsidy really 
becomes effective. 


Senator Desruisseaux: If I understand well, this is not 
done by the federal government. 


Dr. Giersch: No. It is done by the regional govern- 
ments, but the federal government provides for the law 
and gives the framework and also the financial means; 
but it is carried out through the Lander governments. 
They have to grant the licence and to determine the 
individual case. 


Then there is also competition among the local govern- 
ments in providing cheap land for firms who want to 
locate there. This is a kind of subsidy which is very 
difficult to judge, since you do not know how cheap the 
land is compared to what it would be otherwise. 


Senator Nichol: I believe you have already answered 
this question, but the Canadian people are being subject- 
ed to some very simplistic proposed solutions to a very 
complicated problem on this whole issue of stability. 
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The overall suggestion which comes forward from 
some people is that we can have an expansionary money 
policy, low interest rates, full employment, pegging the 
dollar to support our export industries, and then control 
the whole thing with price and wage controls. What do 
you think of that? 


Dr. Giersch: It would be a disequilibrium system, 
making for wages which would be lower than the equi- 
librium position, profits higher than they would be other- 
wise and some excess demand to draw additional 
resources into the process of production. 


Such a disequilibrium system, if it were a stable one, 
might do the trick of increasing the rate of growth. It 
would be to some extent similar to what West Germany 
had in the early 1950s—fairly low wages and high profits. 


But of course I do not talk about the mechanism of 
control, and as a disequilibrium system I wonder whether 
it can be a stable one, whether controls can be strong 
enough, particularly on the price front and even on the 
wage front, to be effective. If the actual prices or the 
control prices deviate little from the equilibrium prices, 
the controls may work, but they will not be very effec- 
tive then. But if the difference between the controlled 
prices and wages and the equilibrium prices and wages 
becomes sizeable so that it becomes really important for 
economic growth and having employment higher than it 
would be otherwise, then I wonder whether it could be 
effective in Canada. It could not be effective in Germany. 
I am sure about that. 


I say that because if there is demand for labour, you 
may be able to control negotiated wages but you cannot 
control effective wages. You must have a strong cartel of 
the employer associations, and if the firms have a high 
demand or an excess demand for their products, they 
will compete on the labour market and they will be 
prepared to pay higher wages than those which are the 
effective wages, the negotiated wages, which you can 
control, and this would actually mean that the wage drift 
will increase. 

I cannot imagine any system of price control which 
would work, for example, in West Germany. I do not 
know if the situation is different in Canada, but I am 
very sceptical about whether it could work, and if it does 
not work then it may hurt the economy more than it 
benefits it. At the present time you may be able to say 
that if there is not an agreement regarding wage 
restraint, then we have perhaps the weapon of price and 
wage controls. That may be effective; I do not know. But 
once you have used the weapon and if it has not worked, 
then you cannot even use it as a threat. 


Senator Nichol: I have just one more question to ask, 
Mr. Chairman, even though I know it is late. Dr. Giersch, 
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you were talking about this capital goods order index. 
The question I want to ask is where in the cycle is that 
point. Let us take the profits cycle. Where in that cycle 
does that capital order index make its signal? 


Dr. Giersch: It falls somewhat together with the profit 
cycle. 


Senator Nichol: At the top of the profit cycle? 


Dr. Giersch: At the top of the profit cycle because 
there is a strong correlation between profits and orders 
for investment. 


The Chairman: Dr. Giersch, there are two things which 
I should like to get on the record regarding the statement 
of the Council of Economic Experts. You say: 


In its annual economic review, which appears in the 
late autumn, the Council is expected to report on 
how to achieve price stability, high employment, 
balanced trade and economic growth during the 
coming year. The government must table the annual 
review in both houses of parliament without delay, 
and within eight weeks must state its position on the 
review and set out the measures it intends to take in 
consequence. 


Dr. Giersch: That is practically correct. 


The Chairman: You continue: 
...that where the government had followed incorrect 
economic policies it was wrong to criticize either 
industry or labour for the resulting imbalance in the 
economy. 


Dr. Giersch: That is a statement of the Council of 
Economic Experts. 


The Chairman: Do you have anything further to add? 
Dr. Giersch: No. 


The Chairman: We have gone somewhat beyond our 
normal time, which is an indication of the tremendous 
interest that senators have had in your testimony. I am 
quite sure we could continue for a considerable length of 
time. I want to point out that in my own case I generally 
make notes on ideas that come to mind as the witness 
speaks. While I do not wish to make a comparison 
between other witnesses I have to say that the number of 
ideas that I have received from you is between four and 
five times as many as I have received, on the average, 
from the other witnesses. We wish to thank you. It was a 
most provocative paper, and a very worthwhile and 
useful presentation. 


The committee adjourned. 
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STANDING SENATE COMMITTEE ON 
NATIONAL FINANCE 


The Honourable Douglas D. Everett, Chairman 


The Honourable Senators: 


Aird Kinley 
Beaubien Laird 
Benidickson Langlois 
Bourget Manning 
Bourque *Martin 
Croll McDonald 
Desruisseaux McLean 
Everett Méthot 
*Flynn Molson 
Fournier (Madawaska- Nichol 
Restigouche) O’Leary 
Gélinas Paterson 
Grosart Phillips 
Hays Sparrow 
Isnor Walker—(27). 


(Quorum 7) 


*Ka officio Member 


eee eee CU 


Orders of Reference 


Extract from the Minutes of Proceedings of Tuesday, 
March 9th 1971: 


“With leave of the Senate, 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, PC.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Wednes- 
day, March 19th, 1971: 


“With leave of the Senate, 
The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 


The quest.on being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Wednes- 
day, April 28th, 1971: 


“With leave of the Senate, 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 


Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 


March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates last before Parlia- 
ment for the fiscal year ending 31st March, 1972, 
be applicable as well in respect of its examination of 


the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, 11 was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Tuesday, 
May 4, 1971: 


“With leave of the Senate, 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relation thereto. 


The question being put on the motion, is was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 


Minutes of Proceedings 


Tuesday, June 8, 1971. 
(17) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
4.00 p.m. to consider The Question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett (Chairman), 
Aird, Bourque, Croll, Grosart, Isnor, Laird and Molson. 
(8) 


Also present but not of the Committee: The Honourable 
Senators Carter, Inman, Kinnear, McGrand, McNamara 
and Smith. (6) 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics. 


Witnesses heard: 


Department of Quantitative Analysis, University of 
Toronto: 
Dr. Thomas A. Wilson, Professor; 
Dr. Gregory V. Jump, Professor; and 
Dr. John Arthur Sawyer, Professor. 


At 6.15 p.m. the Committee adjourned to Wednesday, 
June 9, 1971, at 10:00) a.m. 


ATTEST: 


Gérard Lemire, 
Clerk of the Committee. 
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The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Tuesday, June 8, 1971. 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 4 p.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, we have with us 
this afternoon three gentlemen from the Institute for the 
Quantitative Analysis of Social and Economic Policy at 
the University of Toronto. On my immediate right is 
Professor Thomas A. Wilson; and on his right are Profes- 
sor G. V. Jump and Professor J. A. Sawyer. These gentle- 
men are experts in the operation of econometric models, 
an area in which we must be interested and with which 
we must acquaint ourselves. The brief is long and there 
is quite an amount of supporting material, so I now ask 
Dr. Wilson to proceed with his verbal presentation. 


Dr. Thomas A. Wilson, Institute for the Quantitative 
Analysis of Social and Economic Policy, University of 
Toronto: Honourable senators, I should mention that the 
three colleagues with whom I am associated here devel- 
oped the three econometric models used in some of the 
work underlying this brief. In addition, they have pre- 
pared some background papers, as well as working with 
me. My third colleague, who is not here today, is Profes- 
sor J. W. L. Winder. 


The title of our brief is “High Employment and Price 
Stability: Policy Options in an Open Economy.” 


Over the past year Canada has achieved an enviable 
record—at least in comparative international terms—of 
price stability, at the cost of a slowdown in real economic 
growth and a severe increase in unemployment rates. We 
feel there is reason to believe that deliberate policies 
pursued in the latter part of 1969 and the first part of 
1970 should be given some of the credit for the marked 
improvement on the inflation front. These same policies 
also had the effect, of course, of slowing the real rate of 
economic growth and worsening the unemployment 
situat.on. 


Nevertheless, the government today remains on the 
horns of the inflation-unemployment tradeoff dilemma. 
Present official policy may perhaps be described as an 
attempt to resolve this dilemma by cautious expansion in 
order to restore the real growth of our ecOnomy and to 
erode gradually the high levels of unemployment, with- 
out moving so quickly as to trigger a new round of 
demand inflation. 
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While we describe the current overall economic policy 
stance as, on balance, modestly expansionary, we feel it is 
noteworthy that the main role in the expansionary 
policy, at least within 1970, has been assigned to monetary 
policy. From March, 1970 of this year the money supply 
grew at the rate of 14.7 per cent. In contrast, expansion- 
ary fiscal moves have been more cautious, at least until 
the beginning of the year. Indeed, we estimate that at 
full employment the national accounts budget of all 
levels of government should show a surplus of $1,084 
million in 1970. Moreover, the level of this surplus hardly 
changed between the first and second halves of 1970, 
indicating that expenditure increases were offset com- 
pletely by the growth in revenues at full employment. 
However, the sharp increases in expenditures that 
occurred around the turn of the year may signify that a 
stronger expansionary fiscal policy is now in effect. 


Senator Grosart: Excuse me. May I ask a question at 
this stage? You have confused me a little. You say, “were 
offset by the growth in revenues at full employment.” 
What do you mean there? 


Dr. Wilson: What we mean here is that we are estimat- 
ing what the budget would look like if there were full 
employment—this being a 4 per cent unemployment rate. 
This involves adjusting the revenues of the Government 
to the yields that we would anticipate at full employ- 
ment, as well as adjusting the unemployment insurance 
payments on the expenditure side for what you would 
expect to be the out payments at full employment. We 
feel this is a more adequate measure of the effects of 
fiscal policy than looking at the observed budget, because 
that is affected by the degree to which the capacity of 
the economy is utilized. 


Senator Grosart: For a layman like myself it might 
read, “growth in revenues, if at full employment’’? 


Dr. Wilson: Yes. This is a hypothetical concept. 


Another quasi-expansionary policy has been the 
attempt to lessen the rate of appreciation of the Canadian 
dollar since the abandonment of the fixed exchange rate 
last May. I might add that we have done some other 
work, not reported here, which suggests that the 
appreciation which did occur had a substantial impact on 
lessening the inflation rate. The point we are making here 
is that it would have appreciated more without official 
intervention in the exchange market. Since that time 
official reserves have increased by about 19 per cent. 
This was from the base of a very healthy initial level of 
reserves. 


bis 
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If the forecast prepared by my colleagues are in the 
right ball park, these policies will indeed help to improve 
the real growth rate of our economy. According to the 
lastest projections based on this Institute’s two quarterly 
models, the real growth rate within the current year will 
be slightly more than 6 per cent, a considerable improve- 
ment over last year’s 3 per cent performance, although 
some of that is caused by the effects of the auto strike at 
the turn of the year. This resumption of reasonable real 
rate of growth, however, appears consistent with con- 
tinued maintenance of relative price stability. We project 
that the GNP deflator will rise 2.1 per cent and the 
personal consumption deflator will rise 2.4 per cent 
within the year. 


By contrast, the projected situation on the unemploy- 
ment front is extremely disappointing. We project that 
the unemployment rate will decline by only 0.25 per cent 
over the year. I might add that we have not updated 
these projections since the recent sharp increase in the 
unemployment rate. We are referring here to the base at 
the end of the previous year. We were projecting at that 
time that relative to the fourth quarter of 1970 the 
unemployment rate at the end of this year would be 4 per 
cent lower than it was then. We have adjusted it for this 
recent increase. 


The costs, in terms of real output lost, of this unem- 
ployment and under-utilization of capacity in the econo- 
my are substantial. We estimate that over the year 1970 
total output was at least $2.8 billion below the level 
achievable at 4 per cent unemployment. By the last 
quarter of the year this gap had widened to $3.5 billion 
or about 4 per cent of Gross National Product. 


In view of the current un-acceptable high unemploy- 
ment rate, and with the prospect that there may be little 
improvement relative, to the first quarter, over the 
coming months, we must ask whether this performance is 
the best Canada can attain without running the risk of a 
renewal of serious demand inflation. 


Our central argument is that we can indeed do much 
better; that there are policy instruments which can be 
used to move the economy ahead more rapidly without 
inereasing—and, indeed, perhaps reducing—the rate of 
price inflation in the short run. Hence there are policy 
options to achieve a faster rate of real growth and a 
lowering of unemployment rates which will maintain the 
climate of price stability so important for future wage 
negotiations. 


Let me now ask whether the inflation of the recent 
past represents a new phenomenon. In view of the large 
wage settlements achieved during 1970, when unemploy- 
ment was high and rising, it is tempting to assert that we 
are now facing a new kind of inflationary situation, one 
that cannot be tackled by traditional policies alone, since 
we would argue that appropriate combinations of tradi- 
tional policies will move us a long way towards a satis- 
factory situation. 

Briefly, I want to discuss our reasons for questioning 


this view. In contrast to the severely restrictive monetary 
policy introduced in early 1969, monetary policy over the 


preceding years was strongly expansionary. In the first 
quarter of 1967, for example, the economy was roughly at 
full employment, yet over the next two years the money 
supply was allowed to expand 314 per cent. This rate was 
far in excess of the expansion required to finance the 
real growth of the economy at full employment and, 
indeed, was even greater than that required to validate 
the then existing rate of inflation. 


Since, under conditions of high utilization of potential 
output and low unemployment rates, the bulk of any 
expansionary policy’s impact is felt on the price level 
rather than on real output and unemployment, we con- 
clude that this strongly expansionary policy brought us 
very little real output gain at the cost of seeding three 
more years of inflation. 


The assessment of fiscal policy over the same period is 
more complex. While the full employment surplus at all 
levels of government rose during 1967 and 1968, this rise 
was largely the result of the inflation that occurred, 
rather than a discretionary fiscal action designed to fight 
inflation. Also, this per.od was characterized by a very 
rapid rate of expansion of public expenditures. We there- 
fore conclude that fiscal policy was, on balance, expan- 
sionary in those years, thereby playing a companion role 
to the strongly inflationary monetary policies. 


The Chairman: There would be a deflationary effect by 
the fact that a surplus was achieved? 


Dr. Wilson: More deflationary than if you had wiped 
the surplus out, yes. 


The Chairman: That would be an automatic stabilizer? 


Dr. Wilson: Yes. In a sense, this is the operation of the 
automatic stabilizing effect of the budget. Regarding the 
point of making expenditures, it is the general view that 
if you have a balanced increase in both expenditures and 
tax revenues with the same budget surplus, on balance 
this has an expansionary effect, with a very large expan- 
sion of expenditure, as you know. 


We also want to emphasize the importance of develop- 
ments abroad during those years. Unlike the case of the 
inflation of the mid- to late 1950s, during the 1960s a 
floating exchange rate did not exist to insulate our econo- 
my from strong inflationary impulses from abroad. We 
conclude that the inflation of the past three years could 
therefore be explained by the expansionary monetary 
and fiscal policies, coupled with the maintenance of a 
fixed exchange rate when inflationary pressures in the 
United States were very strong. 

In the light of the history of inflation, the wage settle- 
ments achieved during 1970 are hardly surprising. Even 
before the emergence of trade unions, wage rates tended 
to lag behind prices and employment. The existence of 
multi-year contracts has tended to increase these lags. 
Hence unions renewing two- or three-year contracts in 
1970 would be attempting to recoup the inflationary 
losses of preceding years. These are some of the conven- 
tional explanations of inflation. 

We feel, however, there are two less conventional fac- 
tors also at work. First was the development of the 
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widely held inflationary expectations which tended to 
increase the rate of inflation that would occur at any 
given level of unemployment or aggregate demand. We 
feel that this development is the logical outcome of four 
to five years of continued inflation at the end of the 
longest business cycle expansion in our history. 


Second, the very rapid expansion of the public sector 
and the price inflation itself gave rise to substantial 
increases in tax burdens. Discretionary personal income 
tax and sales tax increases occurred during this period. 
Perhaps more important, the inflation of money incomes 
continually increased the real burden of taxation. 


There is reason to suspect, however, that the bulk of 
these tax increases fell upon labour income. A simple 
calculation highlights this. Between 1964 and 1969 aver- 
age weekly wages and salaries in industry rose 6.3 per 
cent per year. Whereas, if you look at a married man 
with two dependents, calculate his real after-tax income, 
you will find it only rose 1.3 per cent per year, about half 
of the trend rate of growth of labour productivity for the 
economy as a whole of 2.5 per cent. 


This underlines our conclusion that it is not surprising 
that the representatives of workers were bargaining par- 
ticularly hard for large wage increases in 1970. 


We turn now to an examination of the effects of vari- 
ous policies at the present time. First, we thought it 
would be worthwhile to look at the straightforward type 
of expansionary policy upon output. We feel that the 
results here would apply just about as well to an expend- 
iture expansion as to an income tax reduction. Both our 
real econometric models—we have an annual econometric 
model developed by Professor Sawyer and a quarterly 
econometric model developed by Professor Jump—imply 
that the bulk of the impact of an expansionary policy of 
expenditure increases or income tax reductions at the 
present time will be on output and employment with 
very modest effects on the price level. As an example of 
such a policy we have analysed the effects of 10 per cent 
across-the-board reduction in personal income tax rates. 
We find that one year after the cut the models predict 
that unemployment would be reduced by 4 per cent and 
real output would increase by 0.8 per cent. The price 
level effects of these policies would be quite modest and 
prices would rise only 0.2 per cent higher than they 
otherwise would. 


We therefore feel that if these were the only policy 
options available they would still be worth pursuing under 
current circumstances. However, there are other options 

available which can enable us to expand output and 
employment while actually slowing down the rate of 
inflation. As we have already noted, the mix of policies 
in late 1970 consisted of a weakly expansionary fiscal 
_ policy, a strongly expansionary monetary policy, and an 
attempt to hold down the value of the dollar by 
accumulating official reserves. 

‘ 


This mix of policies is the opposite to what is required. 

First a policy of fiscal expansion through tax reductions 

_ should be instituted. Second, the growth of the money 

supply should be reduced to a rate consistent with the 
23885—23 


National Finance she | 


realization of an improved rate of growth of output and a 
slow rate of inflation of prices. 


Finally, and most important of all, the exchange rate 
should be allowed to be determined primarily by market 
forces without persistent official intervention on the scale 
experienced over the past year. It is obvious that it 
should not be pegged again. That would be our strongest 
recommendation of all. 


Given these proposed fiscal and monetary policies and 
the expectation of some continuation of inflation in the 
United States, the floating rate of exchange will likely 
continue to appreciate, thereby insulating or partly 
insulating our economy from inflationary pressures from 
abroad. The net effect of these combined policies will 
therefore be to stimulate the expansion of employment 
and output while slowing the rate of inflation which 
would otherwise occur, or at least hold the line on 
inflation. 


Some might argue that a policy which is consistent 
with an appreciation of the Canadian dollar would hurt 
our export sectors. While the immediate effects of any 
exchange appreciation will hurt exports, the export 
sector will also benefit from any subsequent resulting 
slowing down of inflation, which would otherwise occur. 
Since sales taxes are shifted forward onto buyers, reduc- 
tions in sales taxes put direct downward pressure on 
price levels at the same time that they provide a stimulus 
to increased real expenditures—private expenditures. 
Policy simulations using our two quarterly models, the 
econometric model I mentioned before and a model of 
financial flows, indicate that a 50 per cent reduction in all 
federal sales and excise taxes, excluding the tax on 
building materials, would increase real output by 1.5 per 
cent and reduce unemployment one-half of a percentage 
point over a period of one year. At the same time these 
tax reductions—provided they are passed on to consum- 
ers, which I emphasize as a big proviso—have a substan- 
tial negative effect on the price level of 3 per cent. A 
policy of sales tax reduction would also have a number 
of side benefits, in that those who have suffered most 
from the inflation of the recent past and those currently 
suffering from unemployment will directly benefit from 
ats 

Our third macro-economic policy consideration has to 
do with the variability of policies over time—particularly 
the variability of monetary policies. The experience of 
the past few years underlines the conclusion that 
destabilizing policy movements not only give rise to in- 
flation at the time of their implementation, but also can 
have more lasting effects through their impact on price 
expectations. 

As a result, a considerable period of slack demand may 
be necessary to erase the inflationary expectations gener- 
ated by inappropriate policies in a previous period of 
strong demand. Hence both the average unemployment 
rate and the average rate of inflation experienced over a 
period when policies were erratic will be higher than 
during a period in which such policy errors were 
avoided. 

An examination of the behaviour of the money supply 
over recent years suggests that we would be better off 
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avoiding the large swings in the money supply which 
have occurred. This will, of course, be impossible if we 
re-establish a fixed exchange rate, since monetary policy 
must of necessity become an appendage of developments 
in the exchange markets under those conditions. With a 
floating exchange rate, however, it should be possible to 
improve vastly the performance of monetary policy. 


There are a number of other issues on which we 
should comment, and I will deal with them as briefly as 
possible in turn. 


First, what should we do if a fixed exchange rate is 
re-established? After all, there are international pres- 
sures on Canada to re-peg the rate. Under those circum- 
stances, the maintenance of balance of payments equilibri- 
um—by that I mean the overall balance, including the 
capital as well as the current account—must, of course, 
replace the avoidance of inflation as a pol.cy objective. 
While in the short run the effects of inflation abroad 
may be mitigated by domestic policies or by general 
tariff reductions, in the long run the rate of inflation 
would have to be the rate consistent with balance of 
payments equilibrium, unless we have periodic revalua- 
tions. Any attempt to maintain rates of inflation persist- 
ently below, or above, those in the United States would 
probably prove to be fruitless in the long run. 


We must emphasize that it is our view that any system 
of selective or general controls would be particularly 
inappropriate under a fixed exchange rate system where 
the inflationary pressures are coming in from abroad. 


The second issue on which we wish to comment is the 
protection of fixed income recipients. One of the prime 
reasons for reducing the rate of inflation is to elim-nate 
its effects on low fixed income groups. Inflation amounts 
to a tax on such groups; as such it has been referred to 
as the cruellest tax. A partial solution to this problem is 
to institute full escalation of all federal Government 
pension and certain other transfer payment programs. 
The main object.on to doing this is that it might reduce 
built-in stability. There is also the tendency of the budget 
to move into surplus when inflation occurs. However, the 
implication of our models—and indeed of all published 
econometric models of the Canadian economy—is that 
the built-in stability of our economy is so great that we 
could afford the small reduction that such full escalation 
would entail. Furthermore, any effect on built-in stability 
could be eliminated by linking the escalation of pensions 
to the escalation of contributions. 


Thirdly, is the question whether we can expand 
employment at the cost of increasing inflation? Of course, 
there remains the possibility that even if we pursue what 
we might term an ideal macro-economic policy, we 
nevertheless might find ourselves in a situation where 
unemployment is unsatisfactory and inflation is proceed- 
ing. 


If this proves to be the case, can we choose to “trade- 
off” more inflation for less unemployment, or will any 
resulting inflation tend to accelerate indefinitely? The 
latter question has been answered in the affirmative by 
various persons. It is therefore important for us to point 
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out that the empirical studies of inflation carried out to 
date for Canada and for the United States are consistent 
with the view that inflation will not accelerate indefinite- 
ly under the unemployment conditions we have today. 
The evidence suggests that—so long as involuntary 
unemployment exists—it is possible to attain a reduction 
in unemployment through an increase in prices. While a 
subsequent increase in the rate of inflation will occur as 
inflationary expectations develop, this process will not 
expand without limit, unless the economy is operating 
under forced draft demand conditions at low unemploy- 
ment rates. 


Finally, we ask whether there are other appropriate 
policies? Inflationary pressures may persist at unsatisfac- 
tory levels of unemployment after appropriate macro- 
economic policies have been put into effect. Such pres- 
sures could reflect the existence of imbalances between 
demands and supplies in different sectors such as regions, 
industries, labour markets, et cetera, of the economy. In 
that event, policies to reconcile demands and supplies in 
the sectors should be considered. 


The imposition of general or selective price and wage 
controls will likely do more harm than good, since such 
controls will blunt the resource allocating effects of the 
price system, which tend in the long run to reconcile 
demands and supplies in different sectors. 


However, it is possible that inflation, remember we are 
discussing inflation in a situation of excess unemploy- 
ment, under conditions of deficient aggregate demand 
would refiect the exercise of discretionary market power 
in product and labour markets, rather than sectoral 
imbalances. Let us consider the possible policy implica- 
tions of this phenomenon. 


Since discretionary market power does not exist in all 
markets of the economy, the application of general wage, 
price, and income controls would be inappropriate. The 
application of such controls to competitive sectors of the 
economy would create shortages, necessitating the estab- 
lishment of quantity rationing and other direct controls if 
the price and wage controls are to remain effective. A 
system of general controls therefore logically leads either 
to the replacement of the price mechanism by bureau- 
cratic planning or to the erosion of the effectiveness of 
the price controls through the development of black mar- 
kets and other forms of control evasion. 


If market power is the cause of the inflationary difficul- 
ties, two types of policies may be considered: policies to 
reduce market power; and policies to limit the exercise 
of market power. 


The effect of market power on the price-unemployment 
trade-off provides an additional reason for the vigorous 
pursuit of policies designed to increase competition. How- 
ever, while such policies are also desirable for other 
reasons, and we might add and also are limited by cer- 
tain constraints, namely the need to utilize economies of 
scale and so forth, their effect in reducing market power 
will be gradual at best. 


The imposition of selective wage and price controls in 
markets where discretionary market power exists is an 
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example of the second type of policy, to limit the exer- 
cise of market power. The effects of such a policy in 
halting this type of inflation could be quite immediate. 
However, since the causes of the problem would not be 
dealt with by such a policy, such controls and the 
associated bureaucratic machinery of enforcement would 
have to be permanent. Moreover, the political pressures 
for extending these controls into sectors where they 
would do great harm, for example rent controls, would 
be difficult to resist. Finally, since many relative adjust- 
ments of prices and wages should and do occur in the 
sectors with market power, the enforcement of selective 
controls weakens the resource allocating effectiveness of 
the price mechanism. 


An alternative approach that achieves some of the 
advantages of selective controls, but which comes to grips 
with the sources of the problem and avoids the other 
difficulties of selective controls, involves the establish- 
ment of wage and price guidelines—with the appropriate 
exceptions as noted in the original U.S. proposal put 
forward by the Council of Economic Advisors in 1962. In 
other words, we do not want a rigid formula here; there 
has to be a certain amount of flexibility in it. 


Unlike a system of formal controls, guidelines do not 
require a large bureaucratic establishment for their 
implementation. Such guidelines serve an important edu- 
cational function to the public, and also serve to limit the 
government’s own role as a possible arbiter in favour of 
inflationary wage settlements. However, a system of 
guidelines which relies solely upon the goodwill or social 
conscience of those who set prices and bargain over 
wages is bound to collapse sooner or later. The enforce- 
ment of the guidelines must therefore involve companion 
policies which encourage compliance or which work to 
reduce or eliminate the market power which is the 
source of the problem. 


The government agency charged with responsibility for 
the guidelines should therefore have investigative powers 
which enable it to carry out the research necessary in 
particular instances to determine whether a violation of 
the guidelines has occurred, and to recommend appropri- 
ate policies designed to reduce market power in the 
sector concerned. 


In our open economy, a convenient instrument in many 
sectors is the tariff. Tariff reductions applied to problem 
sectors would serve the dual function of encouraging 
future complianece and of injecting additional competiti- 


tion into the market, thereby weakening the market 
_ power of both firms and trade unions in the sector. In 
some sectors, of course, the tariff would not be an effec- 


- 


A 


tive instrument, but in those other policy tools could be 
used. For example, in some instances one could think of 
using selective changes in procurement policies. 


Ay 
“ 


. 


_ We put this forward very tentatively. If one pursues 


appropriate macro-economic policies and still finds dif- 


ficulties, these are the kinds of policies we think should 


_be considered rather than considering direct controls. 


¢ 


However, we must emphasize that we feel the establish- 
ment of an appropriate combination of macro-economic 
policies is of overriding importance at the present time. 
t 


The adoption of an expansionary fiscal policy through 
tax reductions, especially sales tax reductions, and the 
gearing of fiscal, monetary and exchange rate policies 
toward the objective of expanding output and employ- 
ment, while limiting the rate inflation of prices, should 
not be delayed while other policies are considered and 
debated. With appropriate macro-economic policies, other 
policies may indeed prove to be unnecessary. Without 
appropriate macro-economic policies, other policies will 
prove to be ineffective in achieving the goals of high 
employment and price stability. 


The Chairman: Thank you very much, Dr. Wilson. 
Have your associates anything to add to your submis- 
sion? ... Then we will proceed to questions. 


Senator Grosart: My first question concerns the con- 
tinual use of the word “policy” throughout the brief. 
Whether it is macro or a series of micro policies, this 
would seem to assume that there is some kind of consen- 
sus at the government level, so the government looks at 
these problems and says, “We are doing this to do that.” 
You speak of monetary policy and fiscal policy, of tariff 
policy at the end of your brief, and of tax reduction policy 
elsewhere. Do you really mean policy in the sense of, let 
us say, a Cabinet decision, or things that just sort of 
happen by departmental initiative, and so on? 


Dr. Wilson: I think we mean the net effect of the 
combination of things that the government does. 


Senator Grosart: That is scarcely “policy.” You say you 
mean the net effect. That is why I raise the question. 


Dr. Wilson: If we take, as we have said, monetary 
policy, mainly we are using the money supply or the 
growth of the money supply as a gauge of the net effects 
of the various actions that the central bank and other 
government agencies are taking. It may well be that the 
growth of the money supply is not a result of deliberate 
decisions on their part; it may be it is compelled by 
developments in the economy. I think that if we had a 
fixed exchange rate this would probably be our view 
about monetary policy, that really we lose control over 
our domestic money supply under a fixed exchange rate. 


My colleagues may want to comment on this, but I 
believe the financial model developed by our missing 
colleague, Professor Winder, shows that one can indeed 
predict the behaviour of the Bank of Canada quite well 
from developments in the economy and interest rates in 
the United States. In other words, the monetary policy is 
indigenous; it is not a discretionary thing on the outside, 
over the period in which you studied the economy. 


Dr. John A. Sawyer, Institute for the Quantitative 
Analysis ef Social and Economic Policy, University of 
Toronto; Could I add something to that? If we look at the 
recommendations in our brief with respect to macro-eco- 
nomic policy, we are saying that at the present time the 
exchange rate should be left to float; that fiscal policy 
should be expansionary; but that monetary policy should 
be used in such a way as to dampen down what would 
otherwise be the inflationary effects of fiscal policy used 
by itself. I think this clearly implies that a group of 
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people have to sit down together and work out the effects 
of a particular fiscal policy, of a particular monetary 
policy, in relation to a set of goals that have been agreed 
upon, and keep experimenting with alternative calcula- 
tions concerning the effects of different monetary and 
fiscal policies, until they find that mix that will do the 
job better than any of the alternative mixes that might 
be used. It would seem to me inconceivable that we could 
try to operate an economic stabilization policy successful- 
ly without having a group of people who were making 
decisions relating to both monetary and fiscal policy. 


With respect to tariff policy, if we suggest that this be 
used if necessary to counteract market power, clearly 
that would be a sort of subsidiary policy consideration 
one would have to look at in terms of these general 
questions. I think it would come down to the fact that 
one must have a central group formulating what is really 
a single economic policy with many components. 


Senator Grosart: Do you think it is possible for the 
policy-maker at this particular moment to sit down and 
make this mix of which you speak and predict its many 
effects with resonable accuracy, or do we just have to 
continue experimenting? 


Dr. Sawyer: I think we have enough knowledge now of 
the structure of the Canadian economy and the way in 
which these policy instruments will affect the behaviour 
of the economy, price changes, unemployment and so 
forth, that we can make reasonably good approximations 
of what the effect of different policies will be. Much more 
economic research is necessary before we can be more 
accurate in forecasting what the effects of these changes 
in these policy instruments will be. We do have a consid- 
erable amount of knowledge, which has been accumulat- 
ed by econometric work, both within and outside the 
Government over the past ten years, which I submit 
would enable us to do a much better job than we have 
been doing. 


Senator Croll: May I ask a supplementary question? 
When you say, ‘We have the knowledge, and our knowl- 
edge has improved over about ten years”—beyond all 
question, the Americans have the knowledge as a result 
of research. Where have we failed? 


Dr. Sawyer: If I may continue the answer, Mr. Chair- 
man, in part, we have been a late starter on this. The 
type of econometric research that we have been talking 
about, which is really an attempt to measure the effects 
of changes in economic and other variables, started much 
later in Canada. 


In the United States, econometric work was done on a 
large scale during the 1950s, and it flowered in the 1960s. 
In Canada we did make a start as early as 1947, in the old 
Department of Reconstruction and Supply, which preced- 
ed the Department of Trade and Commerce. Econometric 
work was begun in 1947, but it continued with a very 
low level of resources allocated to it. It was not really 
until about the beginning of the 1960s that we started 
allocating more resources to this type of economic 
research in Canada. 


National Finance 


June 8, 1971 


I think it is fair to say that, although Canada and the 
United States may have started about the same time, at 
the end of World War II, we are really about ten years 
later in getting this kind of work going in Canadian 


universities. 


Senator Croll: Despite the ten years’ head start of the 
Americans, and many of them are coming before our 
committee, their condition today is worse than ours. 


Dr. Sawyer: I would agree with that, senator. They 
have a complex task in the United States, because of the 
position of the United States dollar as an international 
reserve currency. That limits very much what they can 
do with respect to monetary policy. Canada is fortunate, 
in a sense, in being a smaller country, one that is less 
important in terms of the importance of its dollar in 
international money markets, that we can let our foreign 
exchange rate freely float, which the United States is not 
able to do. I would argue that it is this that gives us the 
flexibility that can in the future enable us to do a much 
more effective job. 


Senator Croll: Mr. Chairman, I would be glad to follow 
that up, but I do not understand that aspect. He threw 
me off a bit when he entered into the question of the 
American dollar and the fixed rate of exchange. I do not 
know enough about that to question him on it, but my 
overall question is, is that the only difference that we 
have, is that the great difference between our economies 
and our present situation? 


The Chairman: Senator, I am inclined to think we are 
getting into a new line of questioning. Could I come back 
to you on that? 


Senator Croll: Unless he would like to finish it now, 
and then I will quit. While I have him on that point, I 
would like to hear his answer, and then I will step away. 


Dr. Wilson: As I mentioned, the United States has 
been happening over the last five years, but there is. 
war. I am not, and I do not know if my colleagues are, 
enough on top of the American situation, and what has 
been happening over the last five years, but there is 
something connected with the war and the way it is 
financed and various policies pursued in relation to that. 


_They are now going through a period in which they have 


a large inflation rate, which is expected, and they are 
now getting high unemployment rates, they are now 
getting up to the level we have and they will probably 
have to run a period with high unemployment rates, in 
order to break the back of those inflationary expec- 
tations. 


There is always, of course, a small amount of “Monday 
morning quartebacking” when one criticizes the policy 
of the past. We are really doing this, not to be critical 
per se, but to let us learn from the lessons of the past. 
When we see the expansions of the money supply that 
occur from positions of full employment of the order of 
magnitude we observe, we have to say, could one not do 
better than this. The fact that one has a fixed exchange 
rate, does limit the freedom of choice of domestic mone- 
tary policy, is terribly important in this respect. This is 
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confirmed by the econometric work, as well as by other 
kinds of work—I do not want to put too much emphasis 
on econometric work, as other types of work are also 
important. 


The Chairman: I think what Senator Croll is asking, if 
I understand him correctly, is that if the Americans are 
so far ahead of us is econometric work, why is it that 
they are not doing as well as Canada in the control of 
their economy; because, indeed, when you talk about 
future policy you have a group that looks at the objec- 
tives that the nation wants, and then tries all the various 
mixes. 


Senator Croll: Mr. Chairman, you could not have put it 
better. 


The Chairman: And does this bring into doubt whether 
the econometric study approach is a valid approach? I 
think that is the question. 


Senator Croll: Mr. Chairman, my point could be put 
this way. Dr. Sawyer made a point of the fact that we 
lacked information and our research was not good. He is 
perfectly right about that. I know what he is talking 
about and so does everyone else. But the Americans do it 
well, they have money there, they have facilities, they 
know how to do this sort of thing. It is a fact that the 
chairman and the committee have invited a great number 
of Americans who are experts and who come up and say, 
“I advised Eisenhower,” “I advised Johnson,” and “I 
advised So-and-So”—and they got into trouble as a result 
of their advice! 


However, we now get to the point. I say, if they knew 
all this, if they were that much ahead, and had that 
information, why were they not able to do better than we 
are doing at the present time. So my friend turns me off 
on a different point and gets into a monetary complex 
which I do not quite understand—I do not know who 
does. I want to know why they did not benefit from this 
accumulation of expertise that they had, far in excess of 
ours. 


Dr. Sawyer: Let me try to make a couple of short 
comments on that. First of all, I was commenting that we 
had lagged somewhat substantially behind the United 
States in developing economic research in Canada. How- 
ever, I think we have made remarkable progress in the 
last five years or so, and there is not that much differ- 
ence now between the state of economic research in 
Canada and that in the United States. 


With relation to this point on the foreign exchange 
rate, I think this gets very crucial, to understand the 
difference between the two economies. The United States 
cannot fioat its foreign exchange rate, because it does not 
have a foreign exchange rate in the same sense as 
Canada has. What the United States has is an agreement 
that the Federal Reserve Bank in New York will buy all 
the gold offered to it, at $35 an ounce, coupled with an 
agreement that, at least for international monetary trans- 
actions, liabilities in American currencies of the Ameri- 
can government—that is to say, the paper money of the 
American Government—is convertible into gold. As you 
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know, there is a very large stock of gold kept in Fort 
Knox, Kentucky, as a gold reserve behind the United 
States currency. 


Therefore the United States must watch its balance of 
international payments very carefully because, if it runs 
large deficits on its balance of international payments, 
then foreign countries obtain claims on U.S. currency 
which in fact become claims in U.S. gold. There is a 
limited quantity of gold available in the U.S., so that it 
must be very careful that its liabilities do not exceed 
those that it could meet under reasonable circumstances, 
if this paper currency or the paper liabilities of the 
United States Government be converted into gold. 


That, therefore, puts a restriction on what the United 
States monetary authorities may do. The United States 
monetary policy at the present time must be carried on 
primarily with an eye on the balance of international 
payments, the effects of interest rate changes on capital 
flows in order that the value of the U.S. dollar in world 
currency markets be protected. 


Therefore, they are deprived of the use of monetary 
policy for what I have termed stabilization policies—that 
is, policies designed to combat unemployment and too 
rapid rates of increase in prices. 


One can have all the technical knowledge, the econo- 
metric knowledge, the economic research of what effect 
particular changes in variables will have on the economy, 
but one may not be able to use certain tools of policy 
because there are constraints, or restraints, imposed on 
the use of those. My argument was simply that the U.S. 
international currency position really prevented their 
using monetary policy. This constraint, however, does not 
apply to the Canadian economy because our currency is 
not an international reserve currency, and the freedom 
we have with the floating exchange rate gives us an 
additional tool of policy. So we are not restricted only to 
using fiscal policy. We can use an appropriate mix of the 
two, because we do not have this overriding concern with 
balance of payments problems. 


Senator Molson: I am a little puzzled by what you have 
said with regard to the American liabilities and the 
amount of gold they have available in Fort Knox. The 
Bundesbank has more than the gold reserve in American 
dollars; there is something like $60 billion in Eurodollars 
in Europe, apart from other liabilities. If the Fort Knox 
fund is down to $11 or $12 billion, how is this relation- 
ship maintained? How does what you say remain valid, 
that the backing for the American liability is in the hole 
in Fort Knox, when that is actually less than what is in 
the German national bank and is only a fraction of what 
is in Europe and of the liabilities that are all over the 
world? How is the relationship or the validity of this 
maintained? 


Dr. Sawyer: Of course, it is clear that if the European 
countries in particular lost confidence in the value of the 
U.S. dollar and demanded that their dollars be converted 
into gold, the whole system would collapse immediately. 
The system rests, therefore, on some faith in the purchas- 
ing power of the American dollar being maintained so 
that people are willing to hold claims on the U.S. dollar. 
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Senator Molson: It is like an ordinary bank’s liquid 
assets, then, against a run on the bank, against their total 
liabilities. 

Dr. Sawyer: It is exactly the same principle. 

Senator Molson: Thank you. 

The Chairman: We are back to Senator Grosart. 


Senator Grosart: And I hope back to Canada. At the 
top of page 9 of your brief you make the general state- 
ment that the mix of policies in late 1970 were precisely 
the opposite to what, in your view, is required. 


Dr. Wilson: Yes. 


Senator Grosari: We had econometric models in late, 
1970: the Government had them; everybody had them. 
They were available. Is there any difference between the 
data that was available, the analysis and the assessment 
of the analysis that was available in the late ’sixties and 
that which is available now, as of the date of your 
paper? 


Dr. Wilson: In terms of what the available models 
would show, I do not think there would be any significant 
change. 


Incidentally, I regard the increase in econometric 
knowledge as important, but many of these things are 
confirming views that are quite reasonable on theoretical 
grounds as well. 


The important point we are making is basically that if 
you expand the economy through an expansionary mone- 
tary policy, it has a different effect on unemployment 
relative to prices than if you expand it through fiscal 
policy. In other words, there is not just a given fixed 
trade-off between inflation and unemployment and an 
open economy, even when you just consider those two 
simple, broad-gauge instruments. 


Therefore, it becomes possible under the circumstances 
to use a combination of policies where one is expansion- 
ary and the other is somewhat contractionary in order to 
move you to a higher level of employment and a low 
level of unemployment. There is less inflationary effect— 
or perhaps no inflationary effect—than would be the case 
if you simply used one of the instruments alone. 


Senator Grosart: That is not my point. I appreciate 
that you have come up with a mix of policies that you 
would recommend. So has almost everybody who has 
come before us in these hearings. What I am concerned 
with is why it is not possible for the policy-maker, the 
one who makes the mix at any given time, to come up 
with something which is not, as you say, precisely the 
opposite of what is required. This is your statement. You 
say the policy mix so far is “precisely the opposite to 
what is required.” 


Dr. Wilson: This is in terms of mix. This is saying that 
the overall policy is expansionary, or modestly expan- 
sionary, and if you look at the composition of that it 
looks to be quite strong expansion in the money supply, 
with, until quite recently, not much on the fiscal front. 


Remember that this is also coupled with attempts to hold 
the value of the dollar down and not allowing it to 
depreciate as much as might otherwise occur. 


I do not know the reasons behind that or why the 
decisions were made. However, we are saying that if you 
took the opposite tack and had, on balance, a stronger 
expansionary policy overall—by increasing expansionary 
fiscal policy through tax reductions combined with less 
monetary expansion and, most important, combined with 
not pegging the dollar and, indeed, not intervening on 
such a persistent scale as we have witnessed over the 
past twelve months in the exchange market—this would 
put you in a more favourable position with respect to 
these two objectives of unemployment and inflation. 


However, you may have other objectives. You may 
decide you are not prepared to tolerate the temporary 
effects on the export sector. There is no denying that in 
the short run this kind of policy would hurt the export 
sectors, whereas, in the longer run they would benefit 
from the slowing down of the inflation. 


Senator Grosart: I am still concerned with the fact that 
you have come before us, as others have, and have told 
us what should have been done a year ago. We have had 
economotric models. I have not the same faith I had in 
them before I read Mr. Leontieff’s annual presidential 
speech to the American Association of Economists, where 
he blows them up and says that all you are dealing with 
is numbers and that if anybody wants to put in any 
empirical knowledge you just write him out of the club. I 
am sure you have read that speech. 


Dr. Wilson: Oh, yes, and the point is that this is the 
type of empirical work that is going on. We do not want 
to overstate the precision of these things. What these 
models really contribute, as I see it, is that they enable 
you precisely to come to grips with the question of 
offsetting combinations of policy. People know that if you 
expand the money supply it does different things to 
output on the one hand and exchange rates and prices on 
the other than if you expand through fiscal policy. But it 
is only when you can build these in the context of a 
complete model which takes into account the interaction 
between the various components of the economy that you 
can really come up with an answer to that. Now, it may 
not be a precise answer; there may be a margin of error. 
But, of course, that is true of all kinds of analyses. If you 
ask, “Well, should we tighten up simply on fiscal policy?” 
you make some kind of prediction. When the Minister 
brings down his budget, in part he is going to be basing 
that on various kinds of estimates. I would just say that 
probably the kinds of estimates made with an economet- 
ric model are at least as good as estimates made with 
other techniques, and perhaps better. They do have this 
advantage of enabling you to deal with more complex 
combinations of policies that other techniques might 
enable you to do. 


Senator Grosart: My only concern is, if you and Mr. 
Benson were able to implement this paper tomorrow, 
whether or not a year from now we would not be hear- 
ing another group of economists saying that what was in 
this paper and what was done was precisely the opposite 
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of what was required. This is the great problem. How do 
we get precision? 


Dr. Wilson: I think we learn as we go along. I think we 
are inevitably going to make mistakes. Perhaps I should 
make it clear that in terms of recommendations we are 
not talking about what should have been done like ‘‘Mon- 
day morning quarterbacking.” I think right now it would 
be important to adopt this kind of policy, in other words 
a policy of fiscal expansion combined with less expansion 
on the monetary front. 


Senator Grosart: Would you say that this is the policy 
which should have been adopted in late 1970? You say 
the mix of policies adopted in late 1970 is the opposite of 
what is required. 


Dr. Wilson: The return towards ease really came 
around March, 1970, I believe, and in calculating the 
growth in the money supply we are talking about the 
policy of expansion as adopted at that time. Again, 
Monday morning quarterbacking, I would say that it 
would have been better to have tax reductions and less 
expansion in the money supply, particularly sales tax 
reductions, if you were putting them into effect last 
March. I am also prepared to say that given the unem- 
ployment situation and given the situation on the infla- 
tion front, we feel that these would be appropriate now. 
some extent these are 


Senator Grosarti: So, to 


corrective? 


Dr. Wilson: We feel it would enable you to reduce 
unemployment while holding the line on the rate of 
inflation. We do not think the current rate of inflation is 
that serious. We have achieved perhaps the slowest rate 
of inflation of any of the industrialized countries. 


The Chairman: I have a supplementary question on the 
line of questioning that has been going on. You make the 
very valid point, I think, that if you have a fixed 
exchange rate, this seriously interferes with the indepen- 
dence of monetary policy. But you then go on to say that 
part of your policy would be to have a tax reduction, and 
you mentioned two reductions, one of 10 per cent in 
income tax and the other of 50 per cent of sales taxes. 


Senator Croll: If passed on. Don’t forget that. 


The Chairman: If passed on. The proglem I am 
having difficulty with is that if you had a reduction in 
the taxes of a substantial magnitude, you say that you 
would have a slightly restrictive monetary policy along 
with that. Now would it not make it rather difficult to 
have a slightly restrictive monetary policy if you had a 
major tax reduction? I am talking about the present 
situation. In other words, would there not be a necessity 
to increase the money supply fairly substantially? 


Dr. Wilson: Why? Because of the effects of the debt 
increase of government borrowing? 
That is cash 


The Chairman: Government 


requirements. 


right, 
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Dr. Wilson: I think it really depends on the kind of 
policies. By the way, these were illustrative policies and I 
would want to go on record as saying we are recom- 
mending both the 10 per cent reduction in income taxes 
and the 50 per cent. These are illustrative calculations. I 
think the effects of the consequences of sales tax reduc- 
tion may be quite different depending on whether you 
are talking about an income tax reduction or a sales tax 
reduction. 


The Chairman: I am not talking about the effects as 
shown by your econometric model. I am talking about the 
cash requirements of the Government and how that 
affects the money supply. 


Dr. G. V. Jump, Institute for the Quantitative Analysis 
of Social and Economic Policy, University of Toronto: 
Well, the cash requirement could be met by borrowing 
from the general public. The cash requirement that 
would be entailed by cutting the taxes and augmenting 
the deficit could be met by selling securities to the 
public, and no increase in the money supply is re- 
quired for this. Maybe you are trying to anticipate 
that this will cause a rise in interest rates, and in 
the case of the income tax cuts, it probably would. 
But, so be it. That is part and parcel of what we are 
recommending. It probably would not be that much. We 
have made some estimates on the magnitude involved 
and they are in one of the supporting appendices. In the 
case of the sales tax which all three of us would prefer to 
see cut, we think interest rates would actually fall, in the 
first year or so anyway, even with the increased deficit 
that this would entail. 


The Chairman: Do you think this, or does your model 
show that this would happen? 


Dr. Jump: Both. 


The Chairman: It seems to me that if you determine to 
finance the additional cash requirements by way of sell- 
ing securities and not increasing the money supply, there 
would be an increase in interest rates which would seri- 
ously affect the exchange rate. 


Dr. Wilson: That is a big “if”. 


The Chairman: Would you not be in very great danger, 
with Canada with 24 per cent of its Gross National 
Product in exports, of seriously slowing down the econo- 
my by increasing the value of the Canadian dollar 
relatively? 


Dr. Wilson: Let me first come back to the sales and 
income tax cuts. The thing about the sales tax is that 
although the money supply in nominal terms is not being 
changed, if, and it is a big if, the sales tax were passed 
on to the consumer, then the real value cf the money 
supply—and that is the money supply divided by the 
price level—has increased and the amount of transaction 
requirements for financing the volume of expenditures in 
the economy has gone down. That is what offsets and 
more than offsets, according to the models, the effects on 
interest rates of the Government’s own borrowing. 
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If we talk about income tax, it is unambiguous that the 
interest rates would go up, and this would cause some 
appreciation of the dollar, and that has a deflationary 
offset to the expansionary or inflationary effects of the 
fiscal policy. Now, as a matter of fact, if we just say, 
“Expand fiscal policy and do not do anything else,’ it 
will be expansionary. The Offset is quite important 
because the appreciation of the dollar lowers import 
prices, and as we have seen from analyzing the effects of 
the appreciation which occurred, that helps to keep the 
rate of inflation at a given level of unemployment down, 
which is what you are trying to do. If you found that 
that is so large that it is going to have strong effects on 
the export sector, then that is introducing a third policy 
consideration, and you may say, “Well, then, monetary 
pol.cy might have to expand a bit to prevent that kind of 
appreciation occurring.” If you find that it is so large that 
it will have a strong effect on the export sector, then that 
is introducing a third policy consideration. You may say 
that monetary policy might have to expand a little to 
prevent that kind of appreciation occurring. Then you 
face a trade-off, and in order to protect your export 
sector in the short run you are prepared to accept a little 
more inflation in the economy as a whole. You are then 
introducing a third objective. 


The Chairman: You will admit that you cannot, as you 
appear to do here, isolate those three segments. You talk 
about macro-econometric policies and you seem to talk 
about them in isolation from one another. You say you 
can have a certain fiscal policy, a certain monetary policy 
and a certain exchange rate policy. It seems to me that if 
your model showed anything, it would show that they 
are inexplicably tied together, that one affects all the 
others. 


Senator Carter: When Mr. Benson brought down his 
budget last December, everybody was urging him to cut 
taxes. His answer was that he would like to cut taxes but 
interest rates were high, and if he cut taxes and did not 
get the revenue, the federal Government would then 
have to go on the money market and borrow, and would 
then drain the money market of the supply that the 
provinces wanted to borrow from. He was therefore in a 
bit of a bind. What would have happened if he had 
followed your policy? 


Dr. Jump: I think he overstates the case with regard to 
provincial and munic’pal governments. The federal Gov- 
ernment would cut taxes, and it would increase the tax 
revenues. 


Senator Carter: You think he would not have _ lost 
revenue? 


Dr. Jump: He would have lost some but, as times goes 
on and the economy expands, part of it would be 
recouped. But the provinces and municipalities stand to 
gain immediately, since they are not having any cut at 
all, and they would be experiencing higher incomes and 
associated tax receipts involved with higher income 
taxes. Their borrowing needs would actually be reduced 
under this policy. 
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Senator Carter: He was already budgeting for a deficit, 
was he not? He would still increase the deficit by the 
short-fall in revenue. 


Dr. Jump: At the federal level, yes. 


Senator Grosari: Along the same lines, I would like to 
ask if you have put various proposals of tax reductions— 
corporate tax, personal income tax, sales tax and oth- 
ers—into your model to assess the economic consequences 
on either inflation or unemployment, or both? You 
appear to have come up with an opinion that the sales 
tax would be the most appropriate area of reduction. Is 
there a reason for that? 


Dr. Wilson: It has to do with the fact that the sales tax 
is at least as expansionary for a given dollar of revenue 
as the income tax. More importantly, when the sales tax 
is increased, the reverse is the case. Here one could 
argue—if you are worried about it, and there are grounds 
for worrying about it—that this could be a possible role 
for the Prices and Incomes Commission. The income tax 
reduction would have positive effects. 


Senator Grosari: Corporate or personal? 


Dr. Wilson: Personal. We have not analysed the corpo- 
rate income tax reduction. 


Senator Croll: What is the total sales tax we collect at 
all levels of government in this country? 


Dr. Jump: The policy we are talking about here is at 
the federal level only. 


Senator Croll: You were talking about the effect on 
municipalities. We are now talking about sales tax. I 
would like to know if you have a total sales tax collected, 
if there is such a figure? 


The Chairman: We can get that for you, Senator Croll. 
The illustration that these gentlemen gave in their paper 
was a 50 per cent cut on federal sales tax. 


Dr. Jump: Yes, $1.2 billion. 


Dr. Wilson: This is an illustrative calculation not that 
we are recommending a cut of that magnitude. 


Senator Croll: The federal is $1.2 billion? 


Dr. Wilson: The figure I give is the amount of the 
reduction, 50 per cent of sales and excise taxes, excluding 
building material taxes, custom duties and special excise 
duties on tobacco and alcohol. It includes the excise tax 
on alcohol and on other things. 


Senator Isnor: Are you talking about retail sales tax? 


Dr. Wilson: The federal taxes at the manufacturers’ 
level. 


Senator Isnor: If you are talking about the sales tax in 
the real sense of the sales tax, you are slowing up 
business by your proposed solution. You are slowing up 
business, less revenue, less income tax by the proprietors 
of the stores. I cannot follow you. 


Dr. Wilson: It is called a manufacturers’ sales tax at 
the federal level. In reducing this tax and with the 
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resulting price level reductions which we assume would 
occur, you are obviously increasing the purchasing power 
of a given individual’s income so that it is an increase in 
his real income, and we can assume that he will increase 
his spending as well. 


Senator Isnor: We are only increasing his spending 
power if you use the term “sales tax increase.” 


Dr. Wilson: Decrease, not increase. 


Senator Molson: It is very hard to count on that sort of 
tax being passed all the way through, is it not? 


The Chairman: These gentlemen are trying to show 
that if there were such a reduction, their models show 
that there would be an increase in real output of 14 
per cent and a reduction in unemployment of 4 per 
cent. I am not trying to interfere with your question, 
Senator Molson, but I want to make it clear that as a 
matter of policy they are not suggesting necessarily that 
that be done, but that their model shows that if it were 
done this is the effect it would have. 


Senator Molson: I appreciate that. It is also conditional 
on ability. Part of the problem with some of these things 
is that with the best will in the world you sometimes run 
into awkward situations in trying to carry them out. 


The Chairman: I do not imagine the model would tell 
you that. 


Dr. Wilson: We are using an equation in the model 
which has actually looked at the effect on prices of 
changes in sales taxes in the past. 


Dr. Jump: In the past they have always gone up, and 
when they have gone up there has been no hesitancy on 
the part of businessmen to add that on to the price. 
There is no reason that there would be any hesitation. 
Our best estimate is that the thing would work in 
reverse. If it does not, this might be a new role for the 
Prices and Incomes Commission to make sure that it does 
get passed downward. 


Senator Molson: Regarding one product with which I 
have had a fair amount to do, if, for example, the price 
went up 15 cents a case, the retailer promptly added one 
cent per bottle, amounting to 24 cents per case to the 
consumer. This is true of taxes and other increases. I am 
quite sure that the lag we have been discussing exists in 
other economic senses, in the reduction of prices, with 
the exact reverse of this behaviour. 4 


Dr. Wilson: If such pyramiding exists that, of course, 
also presents the prospect that the effect could be larger, 
because I believe your model is consistent with roughly 
100 per cent? 


Dr. Jump: I get a 20 per cent pyramid. 


Dr. Wilson: In those sectors where the prices are con- 
strained by the point at which imports would flood in, a 
reduction in the sales tax will lower that price. 


You must also remember that in the context of the 
present situation, where there is excess capacity, we 
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might be more willing to think these would be passed on. 
If we are discussing strong demand conditions, as in 1967, 
then it could be argued that there might not be any 
shifting at all. It depends critically on what type of 
companion monetary policies are pursued. 


Senator Carter: Have you made any studies of what 
happens when the tax on drugs is reduced? 


Dr. Wilson: No, I have not made any specific studies 
along those lines. 


Senator Carter: What is its effect? 


The Chairman: The witness said he has not made 
studies of that nature. 


Dr. Wilson: I made a study some time ago of tax on 
equipment and how rapidly the taxes on capital goods 
were increased. They seemed to be passed forward very 
quickly, within two quarters. However, that was an 
increase; I have not considered such decreases. 


Senator Grosari: Towards the end of the paper there is 
a suggestion that the tariff might be used as an instrument 
of control of the economy, particularly the working of 
the price system. Is this not rather reactionary? 


Dr. Wilson: We do not recommend tariff increases. This 
is an illustration within the context of a guidelines 
policy. If we have a problem of so-called market power 
and inflation with a wage-profits spiral, what do you do 
about it? All we say, essentially, is that we must attempt 
to make those sectors of the economy comply with the 
guidelines. If they do not it is important to attempt to 
come to grips with the problem, which is really the fact 
that there is not sufficient competition in the sector. If 
there is a tariff protecting that sector, a reduction in it 
does serve to introduce additional competition. While we 
do not wish to wipe it out completely, it also serves to 
show that the Government means business and that the 
next time around another tariff reduction can be used. 
Therefore those concerned are more likely to comply 
with the guidelines in the future. So it serves the dual 
function of a deterrant, something with which the non- 
compliers can be punished and which, over time, tends 
to correct the problem. 


Surely we can say that, for whatever reasons we wish 
to protect the sector from foreign competition, if the 
result of that is that the sector has excessive wage and 
price increases, it has demonstrated that it does not 
require that level of protection and it could be reduced. 
However, that is not the only policy instrument that is 
available. 


Senator Grosari: But if every nation used the tariff as 
a system of rewards and punishments, would we not be 
back to square one, before GATT? 


Dr. Wilson: I do not suggest it should be used as a’ 
reward; there is nothing to prevent unilateral reduction. 


Senator Grosart: If it is a punishment for one, it is a 
reward for others. If it is a punishment for bad behavi- 
our, it is a reward for good behaviour. As a matter of 
fact, you say that yourself. 
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The Chairman: The witness suggests that his policy 
does not advocate raising tariffs; he would even reduce 
them. 


Senator Grosart: Consider the Textile Review Board; 
this is the sort of thing that seems to be behind that. 
They say voluntary restraints will be imposed on certain 
importers for a while, but not for very long. If the 
domestic industry does not bring the’r competitive level 
up in the domestic market they will allow imports. I 
suggest that this is a highly reactionary manner in which 
to use the tariff. 


Dr. Wilson: I do not know whether that label is 
deserved; I really do not know what it means in this 
context. Essent ally, we are emphasizing that the tariff 
affects the structure of the industry. A reduction in tariff 
would make it more competitive. 


There are other policies, but the tariff might be very 
easy to use, being quantitative. If we really consider a 
sector to be causing a problem of inflation, this is an 
automatic method of eliminating some of that discretion- 
ary market power. 


What should be the tariff on a sector? There might be 
reasons for reducing tariffs and arguments for the protec- 
tion of industry, the various objectives. One of the points 
that should go in the balance in favour of tariff reduction 
is whether in that sector there is a discretionary market 
power which is being exploited through excessive wage 
and price increases. This is just one additional factor. 
There might be other reasons for reducing tariffs. 


The Chairman: It has been suggested to us that there is 
a danger in using the tariff policy as a means of control- 
ling inflation. It is not always known whether the infla- 
tion is a sectoral imbalance or the result, as you pointed 
out earlier in your paper, of improper government poli- 
cies. If competition and tariff policies are to be used as an 
instrument, they should be used constantly, whether 
inflation is a problem or not. 


I believe Professor Giersch and Dr. Johnson gave tes- 
timony in this regard, to the effect that to use these as 
part of an incomes policy is really to use them too late in 
the cycle and they should be used all the time. 


Dr. Wilson: There are many who favour tariff reduc- 
tions generally. I believe this to be common among pro- 
fessional economists. Nevertheless, the tariffs are with 
us and they are a fact of life. If Professor Johnson’s 
remarks are to imply that if we had free trade we would 
have this particular type of problem... 


The Chairman: No; you say that the tariff should be 
used as a means of eliminating market power. 


Dr. Wilson: A means of reducing it. 
The Chairman: That is right, reducing market power. 
You examine market power in relation to inflation as a 


matter of incomes policy. 


Dr. Wilson: That is correct. 
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The Chairman: Dr. Johnson and Dr. Giersch say that it 
has nothing to do with incomes policy; it is a competition 
policy that goes on whether an inflationary cycle exists 
or not and we must always try to eliminate market 
power, there being a danger in an attempt to tie it to an 
incomes policy. 


Dr. Wilson: I might be prepared to say, “Yes, we 
should do that”, but, in fact, we are not. That is an 
additional reason. If, for some reason, we were prepared 
to tolerate the existence of unexercised market power, 
which is not exploited, there is no harm. If we find it is 
exploited in a particular episode I would say that is the 
signal that the time has arrived not to tolerate as much 
as in the past. 


Certainly, when it comes down to a choice between 
taking steps to reduce the market power, or applying 
controls and creating a bureaucratic machinery which I 
think in the long run will lead to a lot of trouble, I 
certainly favour the adoption of those policies. It may 
well be that I would like to see them adopted anyway. In 
fact, they are not. 


There are other policy objectives taken into account. 
The Government may have specific regional policy objec- 
tives which are concerned in keeping protection on a 
particular industry. Therefore, the tariff remains. How- 
ever, if a particular industry subsequently exhibits wage 
and price behaviour which violates the guidelines in the 
context of this kind of inflation—and, remember, this is 
the second line of policy—we are not saying that such 
policies are necessary, but if it comes down to the crunch 
that after you have got better performance of macro-eco- 
nomic policies there remains a problem of inflation and 
high levels of unemployment, and we attribute part of 
it to market power, then we would rather see policies 
which are oriented to prevent it. These policies combine 
some of the virtues of selective controls. Insofar as the 
weapons exist to back them up, through tariff reduction 
procurement policies and others, they might have quite a 
quick impact, which could be quite important if inflation- 
ary situations develop, whereas the simple announcement 
that henceforth you will be a little more vigorous in the 
pro-competition policy might take years to have any 
effect. 


Senator Molson: Was any study made of any possible 
impact on the acceleration of the Kennedy Round reduc- 
tions that we made in Canada? Were not changes put 
forward in two years for tariff reductions? 


Dr. Wilson: That was, of course, in the context of other 
tariff reductions occurring. We have not made any study. I 
do not know whether Michael Denny has. I am familiar 
with the Economic Council’s study, which indicated that 
when you get down to talking about effective protection 
these things did not really have that much of an impact. 


Senator Molson: They do not have much impact? 
Dr. Wilson: Not effective protection, so the nominal 


rates were reduced. We have not carried out such an 
analysis as to what would be the consequences. 
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Senator Grosart: The witnesses seem to have a good 
deal of confidence, under certain circumstances, again at 
the secondary level, in guideline policies. The general 
impression seems to be that guidelines have not worked 
anywhere. I do not want to go into it in any great detail, 
but could you indicate how you see guidelines being 
effective? 


Dr. Wilson: I do not think there is a general consensus 
that they have never worked. My recollection is that in 
the experience of the wage-price guidelines in the United 
States in the early to mid-sixties, the evidence was that 
they were having some effect. It is also true that guide- 
lines, once you get into a situation of strong demand 
inflation, cannot work. With inflationary macro-economic 
policies, in fact, a guidelines policy could do harm, 
because the government tends to rely on the guidelines 
too long without putting its macro-economic house in 
order. In the context in which you have excess supply or 
deficient demand in the markets, I think a guidelines 
policy could work. I do not think the American experi- 
ence is that it did not work. 


Senator McGrand: What would be the difference 
between the guidelines you would propose and the guide- 
lines proposed a year and a half ago by the Government, 
which the provinces ignored, which business recognized 
in principle and labour refused to have anything to do 
with? How would your guidelines work? What guidelines 
would you suggest? 


Dr. Wilson: We are not suggesting that guidelines be 
put into effect at the present time. We are suggesting 
that the first thing to do is to take these steps on the 
macro-economic front. The second, of course—which 
would depend on the kinds of research that come out of 
the studies carried out by the Prices and Incomes Com- 
mission, and so on—is to analyze the extent to which any 
remaining problem could be attributed to the imbalances 
between sectors, in which case policies to reconcile 
demands and supplies could be looked at, and the extent 
to which it may indeed reflect market power in certain 
markets. If at that point one wanted to enunciate a 
guidelines policy, basically I would carry out a similar 
kind of analysis for data on Canada to the one the 
Council of Economic Advisors did in the United States in 
terms of formulating overall guidelines. I think what is 
different here from the policy which was experimented 
with is that that was a policy relying on voluntary com- 
pliance without a clear understanding of the kind of 
remedies that might be put forward in the event that 
there were violations. What we are proposing is that 
basically the remedy is to try to find policy means to 
reduce market power if there is a sector on which you 
are prepared to put the finger. 


Senator Grosart: So it is really something more than 
guidelines, something a little tougher than guidelines? 


Dr. Wilson: It is a guideline backed up by a positive 
policy to try to reduce market power in sectors which 
violate the guideline. 


Senator Grosart: It is a guideline with sanctions? 


Dr. Wilson: With sanctions, but sanctions not of the 
direct control variety, but sanctions of a “let’s get the 
market working” variety. 


Senator McGrand: A while ago you were talking about 
tariffs, and on page 17 of the brief you mention a selec- 
tive procurement policy, which I think has something to 
do with tariffs. Can you add anything to that, or have 
you already explained it to Senator Grosart? 


Dr. Wilson: I just think that there are other policy 
tools that could be used in particular instances. This may 
in some cases require the co-operation of the provinces, 
if such co-operation is forthcoming. In other cases you 
may have to throw up your hands and say there is not 
much you can do about it. For example, a procurement 
policy could be used. There are illustrations of this. In 
the United States, again during the period of the guide- 
lines, procurement policy was the policy used to ensure 
compliance in the steel industry. If there is a situation in 
which some firms may be tending to wobble over wheth- 
er they will go along with a particular price increase, the 
government’s willingness to make clear that its own pur- 
chasing will be directed towards those who do not go 
along with this could be a factor in preventing such a 
price increase. Whether it would be much of a factor in 
preventing an excessive wage increase would be another 
matter. 


Senator Croll: I should like to return to the sales tax. 
You indicated a considerable amount of faith in what 
could be done in that respect. This time I am on ground 
that I know as well as you do, so we will discuss it for a 
moment. The only experience we have in Canada of a 
reduction of sales tax within the last ten years came in 
the drug industry, in the last six or seven years. You said 
you had not studied that. That being the only example in 
existence up to the present time, to my knowledge—and I 
have a fair knowledge of these things—how can you be 
so sure of what you are saying about the sales tax, when 
in the one instance where we practised it we found that 
the drug people put the money in their pockets and 
threw the crumbs to the people? 


Dr. Wilson: I am not sure. That is why we state it as 
an assumption, assuming these things are passed on. It is 
not just empirical evidence. I think there is some 
theoretical ground for expecting that on average it would 
be passed on. By the way, there is also now the illustra- 
tion of the removal of the sales taxes on equipment, so 
one can look at that as well. I am not denying that in 
particular instances these things may not be passed on. 


The fact that a sales tax is reduced and is not appar- 
ently passed on may not be grounds for suspecting that 
on the average it would not be. There may be other 
special factors explaining that. Increases might otherwise 
have occurred under those circumstances. We do state it 
as an assumption. I think there are grounds, given the 
low levels of profit in the economy at the present time, 
where firms might indeed be tempted to absorb that, but 
here is where we think there could be an appropriate 
role for the Prices and Incomes Commission in those 
sectors where the possibility of imports coming in is not 
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a sufficient incentive for them to be passed on right 
away. 


Dr. Jump: I made a statement that prices went up, 
when I was talking about the machinery and equipment 
tax, which was put on in 1964 and taken off in 1967. 
There is evidence here that when this tax came off the 
prices did go down by the amount of the tax. Here is one 
instance where I have seen the empirical evidence. 


Senator Croll: The income tax? 


Dr. Jump: The machinery and equipment tax. 


Senator Croll: You never heard the debate in the 
House of Commons, then, about how they said time and 
again that they increased the prices on them, and did not 
reduce the tax, and screamed about it. The last report we 
had was on farm machinery. It was written by Dr. 
Barber, and he did not agree with you, either. I happen 
to know that. There is not much I know, but I know that. 


The Chairman: I must reiterate that if you turn to 
page 10, the witnesses say, “provided the tax decreases 
are passed on to the consumer”’. It is an illustrative point, 
and they are making that provision in their oral evidence 
time and time again. They have reiterated that this is the 
provision. 


Dr. Wilson: In the supporting document, we mention 
explicitly that there might be a need for a special role 
for the Prices and Incomes Commission, in making sure 
such a policy is effective. 


Senator Laird: How are they going to do that? 


Dr. Wilson: By developing price change guidelines for 
the particular sectors. This is not that difficult to 
calculate. 


Senator Laird: What sanctions would they eventually 
employ? Would you reconstitute the Prices and Incomes 
Commission along the lines John Crispo suggested to 
us—that is, give them powers to subpoena people and to 
bring in documents, and create a lot of publicity covering 
a specific situation which seemed outrageous to them? 
Would you recommend that sort of thing too? 


Dr. Wilson: At the present time the commission is 
there, if one were putting the policy in. A certain amount 
of publicity could be brought out with it. In some sectors, 
as I mentioned, where foreign competition is a very 
important factor, one would expect these prices to be 
passed on quite quickly. In others, one may indeed want 
to have publicity on the magnitude and what the con- 
sumer may be expected to pay. 


Dr. Sawyer: Might I make an additional point there? I 
want to point out that if there is a feeling that there is 
some uncertainty about the effect of a reduction in sales 
taxes, in terms of implementing the general cost of our 
proposals, it might be better in the short run to fall back 
upon income tax reductions, because clearly income tax 
reductions would not have that objection applied to 
them. 
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Senator Croll: You suggest that might apply to person- 
al income but not to corporate 


The Chairman: It referred to personal income tax. 


Senator Croll: And I asked, “Why not to corporate?” 
That is my question. 


The Chairman: I think they are suggesting that it is a 
question of consumption to increase demand. 


Senator Croll: Then, 


question. 


Dr. Wilson: We should make the point that this is an 
illustrative calculation, but there is the possibility that 
the tremendous increases in direct taxes on labour 
income, that have occurred over the last five or six years, 
may have something to do with the pace of inflation. The 
second round effects of personal income tax reductions 
on wage demands may be deflationary, at the same time 
that the reduction in employment that occurs has a some- 
what inflationary effect. That is something that is much 
more speculative. 


someone might answer the 


Senator Croll: You have to be right on one point, 
anyway. 


The Chairman: You calculated that the sales taxes, 
exclusive of the building materials tax, would be $1.2 
billion. That means the reduction is $600 million? 


Dr. Jump: No, that is the reduction. 


The Chairman: The reduction is $1.2 billion. What is 
the 10 per cent of the income tax, comparatively? 


Dr. Jump: Around $900 million. 


The Chairman: So the effect is far more pronounced in 
the case of the sales tax, even taking the comparative 
difference in size? 


Senator Croll: Mr. Chairman, I cannot hear the point 
you are making. 


The Chairman: The point I was trying to get was to 
determine how much the difference in cost was between 
the two illustrative suggestions, and what the effect was, 
relatively, between the two of them. 


Senator Croll: What was the difference in cost? 


The Chairman: The sales tax reduction would be 
roughly $1.2 billion, and the 10 per cent of the personal 
income tax reduction would be roughly $900 million. 


Senator Croll; The question is: Which would be more 
effective? 


The Chairman: Yes, which would be more effective. 
They point. out in their brief that, in the case of the 
income tax, unemployment would be reduced by one 
quarter of one per cent, as against a half of one per cent 
in the sales tax reduction; and the growth would be 
increased by %49 of one per cent in the income tax 
reduction, as against 1.5 per cent in the case of the sales 
tax; but that prices, in the case of the income tax reduc- 
tion,. would increase by 249 of one per cent, whereas if 
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the reduction in sales tax was passed on, which of course 
would be necessary to make it effective, they calculate 
that the price level would decrease by 3 per cent. 


Senator Croll: I do not know what those figures are, but 
I take them to be so; but there is something else, while 
we are at it. On the psychological effect between reduc- 
ing taxes 10 per cent and reducing sales tax—as a politi- 
cian, which one would you take or do? 


The Chairman: Are you asking me? 
Senator Croll: I am asking the witness. 
Dr. Wilson: I thought you were asking the Chairman. 


The Chairman: The witness is not here to give us his 
political views. If, as an individual, he chooses to answer 
the question... 


Dr. Wilson: I would be hard put to say what the effect 
would be. It would be a question of what wins more votes. 


The Chairman: It is a good political answer, if you stop 
right there. 


Senator Croll: Oh no, how do you explain it to your 
wife—if you choose sales taxes as againt the 10 per cent 
personal income tax reduction? 


Dr. Wilson: When it is passed on, I would go over the 
grocery bill with her. There is one point I want to make 
in this connection. The idea of price decreases is so 
bizarre these days, in the context of a background infla- 
tion of about 2 per cent of 2.5 per cent. If we are talking 
about 3 per cent, what we could be saying is that it is not 
as effective, over a period of time, as the prices have 
changed very little. Even initially, there does not appear 
to be a shifting of the thing, but profit margins are 
widened. However, subsequently, if prices do not rise as 
much as they otherwise would, you still gain benefits 
from this kind of policy. The same pressures which stop 
them from raising prices right now can be expected to 
encourage them eventually to pass on the sales tax. 


The Chairman: Doctor, who has developed econometric 
models in government? 


Dr. Wilson: My colleagues can comment on that. There 
is some econometric work going on at the Bank of 
Canada. This is, perhaps, the most prominent. They pub- 
lished one complete econometric model. They are about to 
publish a new model. Also, there has been econometric 
work going on in the Department of Finance, which is 
work that originally was carried out in the Department 
of Trade and Commerce. I think Professor Sawyer can 


comment more on the history of that. Then, there is an 
interagency econometric project, 


Project CANBE, in 


which several agencies are supporting the development 
of a longer term model, with some industry detail. 


— ~. 
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The Chairman: The information that these models 


make available, is that made available to people like 


yourselves? 


Dr. Wilson: In the banks’ case, certainly the banks’ 


models are published. They have co-operated with us in 
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providing data and access to their models. The models 
are put in the public domain, In the case of the work 
going on in Finance, currently, I do not think any of it 
has yet come into the public domain. As far as the 
interagency project is concerned, there are plans for 
co-operation between ourselves and the project. 


Dr. Sawyer: At this stage of the model development 
the only types of experiments or simulations comparable 
to the ones that we have done are those that have been 
done with the first version of the Bank of Canada model, 
and those were publicly distributed by the Bank of 
Canada. That was the smaller model and was somewhat 
inadequate. Over the past year they have very substan- 
tially improved that model. But they are not quite at the 
stage yet where they are able to do those experiments. I 
would think that in another six months or so they will be 
distributing the results of some of the things they have 
been doing. 


Dr. James Gillies, Study Director: Mr. Wilson, we have 
been told over and over again that by going to a floating 
exchange rate the Canadian economy can be protected 
from importing inflation. Is there anything in your model 
that tells you how much protection you get with the 
floating rate or, if you have a floating rate, can you 
develop any domestic policy that will eliminate inflation 
altogether—that is, you do not have to worry about what 
is happening in the rest of the world if you have a 
floating rate? What is the band that we are working in? 


Dr. Jump: I have made some estimates as to what the 
floating of the rate last May has done to the rate of 
inflation we have had in the past year and as to what it 
will do over the next year. That information is contained 
in the supporting appendix, “Policy Opt’on for High 
Unemployment.” I cannot remember what the contribu- 
tion was for 1970. For 1971 the floating rate would reduce 
the rate in the GNP deflator by about %p> of 1 per cent. 
that is, had it not been floated but had remained pegged 
at 923 cents American. For 1970 it was 449 of 1 per cent. 


Dr. Gillies: In looking at page 10 of your brief, accord- 
ing to the policy that you recommend, the reduction of 
the rate of unemployment is very disappointingly small. 
It is a half of 1 per cent over the year. If those policies 
were expanded for another year, would the rate go down 
appreciably more? 


Dr. Wilson: If you just put the policy into effect and let 
the economy run for another year you get a larger 
impact. Again, I think they are contained in the tables 
here. 


Dr. Jump: We stopped at seven quarters. I think it was 
0.9 after seven quarters. It would be close to double that 
size after that. 


The Chairman: After seven it would be almost double 
this rate? You are talking about the reduction in sales 
tax? 


Dr. Wilson: Yes. In two years it would get you roughly 
a full percentage point on the unemployment rate. 


The Chairman: Would that be the same ratio on 
income tax reductions? 
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Dr. Jump: It would probably be; it might even be a 
little more. 


Dr. Wilson: We were talking about 0.26, and at seven 
quarters it is 0.41. So it would be 4, of 1 per cent. This 
is just an illustration, remember. When you have a lot of 
slack in the economy—and remember that average hours 
of work have dropped off, so that when expansion occurs 
there is quite a lag in responsive employment to the 
stimulus of real output—it takes time before firms will 
actually believe that that is really expansion and will 
then start to hire workers. They will first work extra 
hours. Productivity can be expected to improve when we 
start off with a situation where there is a lot of 
underutilization and we are turning towards full 
employment. 


The Chairman: How long will it take under those 
policy prescriptions to go to 4 per cent unemployment? 


Dr. Wilson: Well, we were talking here of starting off 
on the basis of about 6.2. This is not taking into account 
second-round effects on investment. Would it eventually 
give more than that or would one have to have further 
sales tax reductions? 


Dr. Jump: These things keep accumulating for two or 
even three years, because the investment effects lag sub- 
stantially and they do get rather large. I cannot really 
answer how long it would take to get to 4 per cent. 


The Chairman: What happens to the price level over 
the longer period of time? 


Dr. Wilson: The longer you go on, the more inflation 
will occur. 


The Chairman: So it is accelerating. 


Dr. Wilson: To some extent, but not indefinitely, as we 
have indicated. It would take quite a long time under the 
sales tax stimulation before you would end up with a 
higher price level. As we ran it out for the seven quar- 
ters, although the negative price effects were beginning 
to be reduced, as you can see in this graph where they 
are beginning to turn up, they are still substantially 
negative at the end of seven quarters. 


When you are dealing with the sales tax aspect, you 
have a transitionary element which is, in a sense, defla- 
tionary. In the long run you get more inflation, which is 
the consequence of reducing the unemployment rate. But 
if you believe that we are under some special problems 
at the moment with respect to the danger of renewing 
inflationary expectations, then this is a particularly 
timely kind of policy to adopt. 


The Chairman: Have you any way of quantifying infla- 
tionary expectations? 


Dr. Wilson: Some of our colleagues have worked on the 
questions in terms of trying to measure expectations and 
derive measures of real interest rates. Unfortunately, he 
is the one who is not here. However, if there are any 
questions you want answered, you could pass them on to 
him in writing and we would ask him to answer them. 


Senator Grosart: What do you mean by “quantifying 
inflationary expectations’? Do you mean quantifying 
their effect on inflation as a component of inflation? 


Dr. Wilson: The Chairman was the one who asked that. 


Senator Grosart: But you said some work had been 
done on it. How do you quantify expectations? Or is it 
the effect of expectations? 


Dr. Wilson: We do not have data in Canada. There are 
some spotty American data on what price expectations 
are. These are based on going and asking people what 
they think is going to happen to prices. Usually these 
attempts are to build models in which one tries to get at 
the inflation by incorporating past values. One could then 
say all right within the context of the model, and I am 
not talking about a large-scale model but a small-scale 
model, what would be within the constraint of the model, 
what would be implied for the rate of inflation—that is 
the kind of work people have done. It usually involves 
saying that if people will develop a rate of expectation of 
inflation, then that will affect interest rates. Then, how 
would we expect that expectation to be developed? It is 
probably a function of the recent past, so we would 
introduce the recent past values of inflation rates in the 
model and we would study their impact on interest rates, 
and so on, and try to infer from that. It is indirect. 
Therefore, it is perhaps not as reliable as the right kind 
of direct evidence might be. 


Senator Grosart: You are trying to quantify the expect- 
ation as an effect, then, and, as such, as a component of 
Ongoing inflation. 


I was going to ask a supplementary to Dr. Gillies’ 
question. Assuming the optimum implementation of your 
macro policy, with whatever ancilliary assistance it 
might need from time to time from the micro policies, 
the overall effect you describe as follows at page 9: 

The net effect of these policies will therefore be to 
stimulate the expansion of employment and output 
while slowing the rate of inflation which would 
otherwise occur. 


Do you see any kind of time interval that you can put 
on this? I mean these policies will stimulate employment 


- and slow down infiation, but how long would be the time 


function of your suggestion here before we have a man- 
ageable economy? 


Dr. Wilson: I am having difficulty with the question. I 
think the economy is not unmanageable. 


Senator Grosart: Well, it has to be unmanageable if we 
have an unacceptable rate of unemployment and an 
unacceptable rate of inflation. At any rate, it is 
unmanaged. 


Dr. Wilson: There may have been some unanticipated 
developments or bad management. But we have done 
some experiments in terms of what particular policies 
would do over a particular period of time. We have not 
run these out indefinitely. I think one could say that you 
would get a considerable amount of pay-off from either 
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the sales tax or the income: tax reductions in terms of 
stimulus to the economy within a period of a year. Some 
of that pay-off will start to come in in three quarters in 
terms of the unemployment rate, but you will have last- 
ing effects. I think it is important here not to become 
over-enamoured with models and try to achieve perfec- 
tion right away in the sense that you could say, “Well, 
gee, you are only to get half a per cent in one year, so 
why don’t we have a double and abolish the sales tax?” 
But the only trouble there is that you are sowing the 
seeds of even greater future effects, and since our fore- 
casting abilities are quite limited, we may find that just 
as we look at the past and find monetary policies fluc- 
tuating too widely, the next group of students of the 
problem may say that fiscal policy over-reacted to the 
unemployment situation, so maybe one should be a little 
on the conservative side. 


Senator Grosart: Our exercise here is an attempt to 
find out what mix of policies will achieve, in the shortest 
possible, time a socially and economically acceptable rate 
of unemployment and inflation. Can you give us any 
hope? If Mr. Benson took your paper and said, “I am 
going to give this optimal treatment in my budget next 
week,” how long would it be before we would get to the 
stage where we would have a socially and economically 
acceptable rate? Do you see it happening in a year or 
two years? 


Dr. Wilson: I do not like to waffle on any question, but 
I do not think we can really say the macro, because we 
do not know. The macro-economic policy combination 
may be sufficient but then again it may not be sufficient. 
So we really cannot say that it alone will enable you to 
get to that stage. 


Senator Grosart: But I said the entire thing, the macro 
and the micro, everything. 


Dr. Wilson: I am convinced that you can move a long 

way in terms of reducing unemployment through almost 
any combination of policies. If we are talking about a 64 
per cent unemployment rate, roughly, certainly one can 
say that we can get that down one percentage point by 
any normal expansionary means and I think the modest 
effects on inflation are not going to be of a variety that 
will lead to an accelerating or a renewal of the inflation- 
ary expectations problem. What one should be concerned 
with, if you try to move faster than that, is that you 
could renew inflationary expectations before full employ- 
ment is reached simply because of the sheer momentum 
of trying to close the gap too quickly. In looking at our 
discussions I think you should bear that in mind. I think 
you could try to move too quickly. What we are suggest- 
ing is that if you do move, that for the speed with which 
you move there are certain advantages in sales tax 
reductions and certain tax reductions relative to other 
policies generally, in terms of limiting or slowing down 
the rate of inflation, that occur for a given amount of 
employment reduction. 
’ ‘We are not in the same situation that we were in in 
1967, when if you stepped on the gas you got a lot of 
price increase. He if you step on the gas you get a lot of 
output increase. 
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Senator Molson: In getting the perfect combination of 
policies, the time lag, which would differ so much in effect 
in each type of policy that was changed, would probably 
be one of the key difficulties in trying to arrive at the 
optimum use of these weapons, would it not? 


Dr. Wilson: The evidence, such as it is, is consistent 
with there being a longer lag in response to economic 
activity to monetary policy than to fiscal policy. Fiscal 
policy on sales and income tax reductions would proba- 
bly have the shortest lag in terms of where the decision 
is taken, from the time when you think about taking it to 
the time when you actually take it, compared to a mone- 
tary policy. If you are wanting to iron out short-run 
fluctuations, given that difference in lag structures, one 
could make a case that the primary emphasis should be 
upon tax adjustments and that monetary policy should be 
geared towards the longer run target of a steady poten- 
tial rate of growth with whatever amount of inflation we 
are prepared to tolerate. 


In one of our papers we suggest that, given all the 
errors and problems in a price index, perhaps 2 per cent 
inflation is clearly acceptable, just as, given to problems 
of frictional and structural unemployment, perhaps 4 per 
cent unemployment is acceptable. Professor Sawyer even 
suggested tolerating a zone of 2 to 3 per cent inflation 
and maybe up to 5 per cent unemployment. But clearly 
beyond that point we can be using macro-econometric 
policies to get us inside that zone. 


The Chairman: Has your examination indicated that 
there is any way to reduce these lags? I am taking a 
specific lag such as a lag in monetary policy. Obviously, 
what you are suggesting is by a mix. How can you 
reduce the effect of lags? In taking each individual 
policy, have they indicated that there is any way, in 
exercising those policies, that the lag for that policy 
could be reduced? 


Dr. Wilson: You are dealing with the structure of the 
economy, how firms react, the timing of investment posi- 
tions, and so on. In fiscal policy, the inside lag is recog- 
nized to be longer. We have not done any specific work 
on that. There were recommendations in Volume 2 of the 
Royal Commission on Taxation, which appears to be the 
most neglected volume. It deal with fiscal policy and a 
macro-econometric policy, with standby authority and 
this kind of thing, the requirements of the Government 
to make a statement when the economy did not achieve 
certain targets. One of the proposals talked about was 
where there might be some automatic changes which 
could have an effect. Unless the Government tabled a 
statement—in other words, got rid of the inertia of 
saying “Things are uncertain. We do not know what to 
do, so let us do nothing.” If the indicators are signalling a 
certain change, and if you decide to overhaul it, you have 
to explain why. For one thing, relying on taxes rather 
than on expenditures for the purpose of ironing out 
short-run fluctuations would be another way of reducing 
the lag, because expenditures may take a lot longer to 
put into effect. 
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Dr. Gillies: It appears from your paper that strong 
variations in the money supply have an undue effect on 
the operation of the economy. Would you favour relating 
changes in the money supply to changes in the volume of 
output? 


Dr. Wilson: Do you mean the Friedman rule? 
Dr. Gillies: Precisely. 


Dr. Wilson: There might be some disagreement among 
the four of us, including the gentleman who is not here, 
as to how far we should go in that direction. I would 
prefer, given the choice between the fluctuations of the 
curve and the Friedman rule, to take the Friedman rule. 
However, I am not sure I wish to be shackled to it. 


One strong feeling shared by all three of us is that we 
wish to preserve the options of using combinations. We 
can agree, but we agree for different reasons. I would not 
wish in the future always to adhere to the Friedman 
rule. If necessary, I want to be able to use discretionary 
monetary policy precisely because of the opportunities 
provided by an economy on a floating exchange rate. 


The Chairman: You made the statement earlier in your 
evidence that there should be a group to consider and 
examine the goals for Canada, with a view to discovering 
the means by which they should be achieved by 
different mixes of policy, and project them forward. 
Have you any suggestions as to what group should do 
that? 


Dr. Sawyer: I am really not familiar with the general 
structure of decision making within the federal Govern- 
ment. However, one would assume that the key 
person in this respect would be the Minister of Finance. 
The Governor of the Bank of Canada reports to him and 
can operate the monetary levers. The Deputy Minister of 
Finance is concerned with the fiscal side, and the flow of 
research and advice would then come through the 
Department of Finance and the Bank of Canada research 
staffs, ending up at the Minister of Finance. Then he, 
with other appropriate senior officials, such as the Gover- 
nor of the Bank of Canada, would establish a policy to be 
recommended to the cabinet. 


The Chairman: You make the point that: 


However, the implication of our models (and indeed 
of all published econometric models of the Canadian 
economy) is that the built-in stability of our econo- 
my is so great that one can afford the small 
reduction that such full escalation would entail. 


There you are referring to the... 
Dr. Wilson: Escalation of pensions. 


The Chairman: You go on in section 3, on the same 
page, to say that inflation will not accelerate indefinitely. 
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Can you tell us what evidence you have that brought 
you to this conclusion? 


Dr. Wilson: There are two sets of econometric evi- 
dence. I think it is fair to say that the work has been 
proceeding in the United States since the publication of 
the important articles by Friedman and others which put 
forward this view. The evidence is quite consistent that 
price expectations do develop and do matter. However, 
basically they do not develop in precisely the way they 
are formulating. They say that when inflation enters the 
wage equation it only comes in with a partial effect. This 
points out that the long-run trade-off is quite d fferent 
from the short-run. In other words, if you consider only 
the short run, there is a certain amount of unemploy- 
ment with a little inflation; in the long run there is some 
subsequent adjustment. So that if an attempt is made to 
maintain that level of employment there will be a higher 
rate of inflation. It does not go on indefinitely and 
explode into a sort of Latin American situation. I would 
qualify that by saying within the range of historical 
observat'ons, both of inflation and, of course, the unem- 
ployment rate. I think if you get down to a very low 
unemployment rate and you get rip-roaring demand 
inflation, you can get accelerating inflation develop, 
which might lead to hyper-inflation. 


In Canada many wage models suggest that you do get a 
full effect of price expectations on wage behaviour. On 
the other hand, when you look at the termination of 
prices you find you do not have a full effect of wage 
changes and price changes. This is partly because of the 
openness of the economy again. So in both economies, if 
you in a sense solve these models to show what happens, 
you do find a d-fferent short-run from a long-run trade- 
off, but you do not find you are just stuck with a single 
so-called natural rate of unemployment. 


I think there are also grounds for believing—and I 
think one of the articles did have a qualification at the 
end—that if there is involuntary unemployment in the 
system—in other words, those who want jobs are pre- 
pared to work at the existing real wage, and perhaps at 
a lower real wage—that puts a dampener on the mech- 
anism. It can be rectified only after there is enough 
demand in the system to wipe out these dampening 


‘mechanisms, which could also under the present system, 


of course, include the poor old-age pensioners, because 
they are the ones who are in part being hurt. In a sense, 
this acts as a dampener, just as the progressive tax 
system acts to some extent as a dampener. 


You clearly cannot go to zero unemployment, no 
matter what you do in monetary and fiscal policy. You 
ean try it, but you will not get there; you will just get an 
ever-expand:ng rate of inflation. We certainly feel you 
can go from 64 down to 54 to 5 per cent, and perhaps 
lower, without running into that kind of problem. 


The Chairman: Honourable senators, on your behalf I 
would lke to thank Drs. Wilson, Jump and Sawyer very 
much. There is a prodigious amount of material filed as 
supplements to this brief, which I am sure honourable 
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senators have not yet had an opportunity to digest in for the tremendous amount of effort you have put into it. 
full, but I am sure that we will. We thank you very much The committee adjourned. 
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Orders of Reference 


Extract from the Minutes of the Proceedings of the 
Senate, of Tuesday, March 9th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, March 17th, 1971: 


“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 

That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, April 28th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 

Notwithstanding Rule 838A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
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applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 

“With leave of the Senate 

The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 

That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relation thereto. 


The question being put on the motion it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 


Dl Stoeae 


Minutes of Proceedings 


Wednesday, June 9, 1971. 
(18) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
10.00 a.m. to consider The Question of Growth, Employ- 
ment and Price Stability. 

Present: The Honourable Senators Everett (Chairman), 
Aird, Beaubien, Grosart, Hays, Isnor, Kinley, Laird, Man- 
ning and Molson. (10) 

Also present but not of the Committee: The Honoura- 
ble Senators Inman, Kinnear, McElman, McGrand, 
McNamara, Smith and Sullivan. (7) 

In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics; Dr. David 
McQueen, Economic Consultant. 


Witness heard: 
Dr. John F. Graham, 
Professor and Chairman, 
Department of Economics and Sociology, 
Dalhousie University, and 
Past President of the Canadian Economics 
Association. 

At 12.40 p.m. the Committee adjourned to 4.00 p.m. 


At 4.00 p.m. the Committee resumed. 

Present: The Honourable Senators Everett (Chairman), 
Aird, Beaubien, Bourque, Hays, Laird, Langlois, Manning 
and Molson. (9) 

Also present but not of the Committee: The Honoura- 
ble Senators Casgrain, Inman, McGrand_ and 
McNamara. (4) 

In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics; Dr. David 
McQueen, Economic Consultant. 


Witness heard: 


Dr. André Raynauld, 
Professor, 

Department of Economics, 
University of Montreal. 


At 6.00 p.m. the Committee adjourned to 8.00 p.m. to 
consider the Main Estimates laid before Parliament for 
the fiscal year ending March 31, 1972. 


ATTEST: 


Gérard Lemire, 
Clerk of the Committee. 
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Ottawa, Wednesday, June 9, 1971. 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 10 a.m. 


Senator Douglas D. Evereti (Chairman) in the Chair. 


The Chairman: Honourable senators, we are honoured 
to have with us Dr. John F. Graham who was Chairman 
and is at present Professor of the Department of Eco- 
nomics, Dalhousie University. Dr. Graham is the immedi- 
ate past president of the Canadian Economic Society. He 
received his doctorate from Columbia University. He has 
had a wide-ranging career as both teacher and consultant 
in the field of economics, and is well known to many of 
our colleagues, especially to those from the Maritimes. 


Dr. Graham brings to this committee the knowledge of 
his discipline and, particularly, interesting views, as one 
would expect of a Maritimer, on some of the economic 
regional problems that confront us in Canada which, of 
course, are of great interest to this committee. 


Dr. Graham, we have your brief before us. Perhaps 
you would like to begin by speaking on it. 


Dr. John F. Graham, Department of Economics, Dal- 
housie University: Thank you very much, Mr. Chairman 
and honourable senators. As I mention in my introduc- 
tion to the brief, I am extremely pleased to have this 
opportunity of appearing before this committee. I want to 
commend your committee on taking this initiative. I come 
here almost directly from the annual meeting of the 
Canadian Economics Association in St. John’s, Newfound- 
land, and I must say there was tremendous interest in, 
and support for, this undertaking of the committee. We 
hope that it will set a new pattern for providing a forum 
for what I hope will be enlightened discussion on, and 
contributions to, this particular question, not only by 
economists but also by others who would have an inter- 
est in this and related matters from the academic and 
related professional communities. 


As I informed your chairman in accepting your invita- 
tion, other commitments prevented my preparing what I 
would regard as a proper brief, the kind that I would 
really like to put before you. I regard the few remarks in 
this brief as a rather poor substitute. It just happened 
that the last two months were unusually heavy ones for 
me. This is about my last assignment in the series, and is 
one to which I attach a great deal of importance. 


There is only one major error which I should like to 
point out. Paragraph 23 (a) Gi) on page 8 should read: 


by raising the abated amounts on which the portion 
of equalization payments for personal and corporate 
income taxes are paid, and 


The word “portion” should be substituted for the word 
“position” which now appears in the brief. 


There are a number of other typographical errors, but 
I do not wish to waste time with those, most of them 
being quite obvious. I have made a couple of suggestions 
on what might be done to encourage better submissions 
at this kind of hearing. Since two of my colleagues, 
Professor Tony Scott and Professor Grant Reuber, 
referred to the possible interest of the Canadian Econom- 
ics Association, and lent their support to this kind of 
endeavour, these suggestions are that more notice might 
be given to encourage better preparation of submis- 
sions—although I must say there is nothing like short 
notice to concentrate one’s mind on seeing whether one 
has anything to say on these issues. 

It occurred to me that if you knew well enough in 
advance that there were to be such hearings a number of 
people could be designated and asked to prepare them- 
selves, taking into account particular economic and other 
relevant conditions of the day. You might then obtain a 
rather fuller and more articulate brief than is the case 
when people are forced to compile them on shorter 
notice. 

My other suggestion—and I hope that you will not 
mind my presumption in making these—is that you 
might wish to consider having more than one economist 
appear at the same time. This would allow issues in 
which there appeared to be some difference of opinion to 
be resolved by an interplay between the economists in a 
manner which is difficult with an ad seriatim series of 
solo performances. For example, it might be rather inter- 
esting to have Professor Harry Johnson and Mr. Louis 
Rasminsky at the same hearing. 


Senator Molson: In camera. 


The Chairman: It would not even be interesting; it 
would be fascinating. 


Senator Grosart: I would be against it, having in mind 
my experience last Friday night. 


Dr. Graham: On which occasion you more than held 
your own, I might say, senator. 


Having just come from the Canadian Economics Asso- 
ciation meetings, and having had the privilege of hearing 
the address to our Association of the Honourable Eric 
Kierans, I suggest that this committee might give that 
quite remarkable address some attention. Many of the 
issues raised by Mr. Kierans, accompanied by what I 
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consider to be a very good analysis, would illuminate 
some of the issues with which this committee is con- 
cerned. I do not mean to indicate my agreement with Mr. 
Kierans in all respects. It would not be useful or appro- 
priate to discuss these questions in this testimony, 
although if you wish I will do my best. However, I think 
it is better to consider Mr. Kierans’ own documents, as I 
have to depend on my recollection of an address I heard 
several days ago. 


Mr. Kierans’ presentation received very enthusiastic 
support from the economists present, despite the fact that 
economists are not noted for being particularly enthusias- 
tic with respect to views expressed by others. More than 
300 members present rose as one man and gave Mr. 
Kierans a standing ovation. This, I am sure, was for what 
he said, rather than for the more spectacular circum- 
stances surrounding his recent resignation. 


I am very concerned by the poor performance of the 
Canadian economy with respect to what the Economic 
Council refers to as performance goals. These are: achiev- 
ing full employment without a high rate of inflation; 
viable balance of payments; a high rate of growth; a fair 
distribution of the resulting income. Then there are the 
related achievement goals. These are objectives we wish 
to achieve, such as the alleviation of poverty and the 
abatement of pollution. One could easily give a long list 
of these shortcomings, which I do in my brief. 


I believe it to be technically possible to remedy many 
of these shortcomings, but I think one of the problems in 
this country is that we are not really very clear as to 
what we are attempting to achieve in our society. We do 
not have a very clear notion of what we think constitutes 
a good society, nor do we have the kind of continuous 
dialectical discussion that would help us define the sort 
of society we desire. 


I am impressed by the repeated urgent pleas of the 
Economic Council of Canada with regard to the need for 
this kind of national forum through which we might 
hope to arrive at some definition of what we want to 
achieve. I would consider that in any definition of the 
kind of society we want, the worth-while, civilized socie- 
ty that we are capable of achieving the shortcomings we 
see in our society would be absent or we would want to 
eliminate them. I refer again to such things as: slow 
growth in productivity; a high degree of chronic poverty; 
rapid, poorly planned urbanization that imprisons people 
in intolerable conditions in nondescript or ugly cities; in- 
adequate housing for many Canadians; chronic regional 
unemployment and under-employment; inordinately 
wasteful industrial conflict and alarming contamination 
of our environment, to name a few. 


In item 4 of my summary I support the floating 
exchange rate to protect the domestic economy from the 
competitive effects of inflation. I do not say a great deal 
about monetary policy here; I do not consider myself to 
be a monetary expert. However, as a general economist iT, 
of course, must have some views on this. Perhaps since I 
do not include it in by brief, I might make a further 
comment on the relationship of monetary policy to our 
exchange rate policy. 
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In the present situation we have and encourage a long 
term capital inflow and at the same time we have a 
surplus of short term capital. It seems to make no sense 
at all to sell equity to non-resident corporations to gener- 
ate capital overflow and at the same time have long term 
borrowing abroad by municipalities, concurrent with 
short term lending abroad. It is in part this situation that 
keeps our exchange rate at the present high level, 
although the short term lending abroad tends to keep it 
down to some extent. However, this lending is always 
hanging over the market; these funds can always be 
brought back in, which would shoot the rate back up 
again. 


There seems to be some indication, therefore, that we 
would be able to provide a considerable amount more of 
our own capital requirements, given the situation of 
having short term lending abroad at the same time as 
long term borrowing from abroad. Given the difficult 
position in which many of our borrowers, and I put 
particularly the municipalities in this category, it would 
seem that we might consider a monetary policy which 
would bring down the long term interest rates and 
reduce that capital inflow. This at the same time, if we 
maintain our floating exchange rate, would perhaps bring 
the exchange rate down somewhat and increase the com- 
petition of some of our exporters who are presently 
undergoing difficulties. I refer to such industries as the 
pulp and paper industry. It would help to support their 
markets, thereby alleviating unemployment. 


I am not suggesting this as a major cure for unemploy- 
ment. However, I suggest that when we consider such 
things as advocating the floating exchange rate we ought 
to relate this to the use of monetary policy. I have simply 
given an illustration of what I have in mind when I say 
that. 

What is the effect of that 


Senator Isnor: in the 


Maritimes? 


Dr. Graham: As I understand it, this industry in the 
Maritimes, as elsewhere in the country, has a problem in 
maintaining its markets. Of course, the appreciation of 
our exchange rate, although I think it was a desirable 
measure and justified on a number of counts, has had 
the effect of hardening the competitive position of the 
pulp and paper industry, including that in the Maritimes. 


Senator Isnor: I am rather surprised at the statement 
on page 3 that you favour that. 


The Chairman: I wonder, senator, if we could allow the 
witness to complete his opening remarks. I will call on 
you for the first question. 


Dr. Graham: In the brief I have expressed the view 
that the Government has been over-concerned with infla- 
tion. Incidentally, in rereading my brief I feel that I have 
been rather too categorical in some cases. There is a 
tendency often for economists to play too much the game 
of ‘on the one hand, on the other hand.” 


I am trying to express the position I would adopt were 
I to make a decision. However, I wish you to know that I 
do recognize that many of these points are arguable. 
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With respect to the inflation and unemployment issue, it 
is my view that the costs of inflation are generally far in 
excess of those of unemployment. I feel that not only the 
economic waste of unemployment but the humiliating, 
degrading situation of those in this position far outweighs 
the, I quite realize not altogether understood, distribution 
effects from inflation, which could in any case be com- 
pensated for if we were to follow another suggestion that 
other witnesses have made, and which I also make, that 
the pensions and other welfare payments be escalated at 
the current rate of inflation so that the real purchasing 
power is maintained. If we believe that these payments 
are appropriate, given a current level of output in this 
country, then we should believe that the real income of 
those payments should be maintained, and see that they 
are by taking the necessary steps to make adjustments to 
accomplish this. 


I suggest with respect to incomes policy—and this is 
not something I dwell on in my brief—that we lack the 
institutional framework for an effective incomes policy, 
even if that were regarded as a desirable policy to 
pursue. I do not say much about this in my brief, but 
what I have in mind is that, assuming we know what 
kinds of maximum price adjustments we want, it is 
important that these not be uniform but be adjusted to 
take account of the different requirements in different 
parts of the economy and the different sectors, as a 
higher rate might be more appropriate in an area that 
has not had an adjustment for a long time than in one 
that has recently had one, or a higher rate perhaps in an 
area where there is a greater shortage of supply than 
another area. 


Given that we want to use this kind of policy, until we 
have an institutional framework, in that representatives 
of labour and management, working in concert with the 
government, can reach agreement that they can make 
stick with their particular constituencies, then it is futile 
to talk about trying to implement this sort of policy, to 
do without the necessary institutional structure. 


Item 7 in my summary I have already covered. 


We get then to regional matters, the issue to which I 
have been asked to pay particular attention. Here, 
although I agree that it is important initially to look at 
what we are trying to do with the economy as a whole— 
that is, what kinds of rates of unemployment and price 
increases we are trying to work within—ultimately we 
have to look at where the pressures are that generate 
inflation, we have to look at what the rates of unemploy- 
ment are in the different sections of the country, and we 
have then to consider what policies are appropriate in 
these areas. 


If you simply look at the nation as a whole, you are 
taking an average, overall view that overlooks what is 
really happening in the various parts of the country, 
which taken together add up to our overall average. 


What I am saying is that to have any real impact with 
policy you have to look at where things are happening, 
and these are happening in the different industrial sec- 
tors and different regions. It so happens that administra- 
tively it is useful to work with the political regions that 
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we have, although these are not necessarily for all pur- 
poses the best definition of regions for policy purposes. 


We have the old story of fiscal and monetary policies 
that seem appropriate in the aggregate, given national 
unemployment rates and changes in the price level, but 
that are not likely to be appropriate to particular regions. 
If we find that a restraint policy is necessary because of 
what is happening nationally—and this will be mainly 
what is happening in Ontario, which swings so much 
weight because of both its population and its high output 
per capita—then we might find that those policies are 
singularly appropriate to, say, the Atlantic provinces, 
where there are not the same pressures, and where 
restraint policy will simply result in additional unem- 
ployment over and above the already high rates of 
chronic unemployment and underemployment. 


I suggest that we need policies to deal with both chron- 
ic and short-term unemployment, particularly in the 
Atlantic provinces and Quebec. If I mention the Atlantic 
provinces more often than Quebec or other regions, it is 
because that is the region with which I am most familiar, 
and also the region in which the problem is most acute. 
We need a long-term policy that will serve to alleviate 
the chronic unemployment and underemployment there. 
At the same time, when we have a national policy of 
restraint we need a short-term policy to deal with the 
short-term instability or short-term unemployment that 
is generated by that restraint program. 


I was rather concerned that when the Government 
announced its restraints program it said it recognized 
that some of the regions, such as the Atlantic provinces, 
do have some slack and these policies are not appropri- 
ate, but that the Department of Regional Economic 
Expansion program will offset the effects of the restraints 
policies in those regions. The program of the Department 
of Regional Economic Expansion is essentially a program 
of long-term regional development, which should be 
coming to grips with the problem of chronic unemploy- 
ment and underemployment. To say that these programs 
of long-term alleviation and reduction of unemployment 
and underemployment will offset the short run national 
restraint policies is, I think, to badly confuse and muddle 
the two different functions. 


This does not mean that some things the Department 
of Regional Economic Expansion does could have no 
bearing on short-term policy; it certainly could. They can 
accelerate the contributions to infrastructure in the 
growth centres upon which they are concentrating their 
efforts, and if they do this, this is one of the elements of 
fiscal policy that generally does accompany a short run 
stabilization policy. But this should not be allowed to 
cloud the main function of the Department of Regional 
Economic Expanson, of developing long-term policies. 


On the long-term question, I am rather concerned that, 
like the other governmental agencies that have preceded 
DREE, Department of Regional Economic Expansion, it 
might be too continuously preoccupied with what can be 
done immediately, such as additions to infrastructure, 
which are very important. What I am getting at is that, 
until we have a fully articulated framework of policy for 
the development of the Atlantic provinces, we will have 
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to continually fall back on this sort of measure of doing 
things now because they have to be done, which we are 
sure will not be very far off base, but which never get at 
the basic developmental issues. We are then in danger of 
having the same sort of situation as existed before DREE, 
which now has the tremendous advantage of co-ordinat- 
ing effort in the region of having a series of programs 
without policy. : 

With respect to regional monetary policy, I think with- 
out exception the other witnesses have simply written 
this off and said that you cannot have regional monetary 
policy; that we have perfect capital markets; that if you 
have, say, lower rates in one region than another there 
are immediately funds flowing out of that region to else- 
where. Perhaps you would have borrowing at a lower 
rate, but you would have other funds that would other- 
wise be available locally that would be going out and 
that would be lent out at the higher rate elsewhere. So 
you do not add anything in this way. 


I am not convinced of this, and while I think we need 
to know more about this matter, on the basis of work 
that has been done by Dr. John Sears at St. Francis 
Xavier University, on the financing of small business in 
Nova Scotia, there is a suggestion that there is a signifi- 
cant bias on the part of national financial institutions— 
and I include our commercial banks—in the market, that 


works against the extension of credit to such business in 
the Atlantic provinces. 


It also appears that the capital market may not be as 
perfect as is generally claimed—I think it is on the 
assumption that it is perfect that economists have made 
this blanket statement that regional monetary policy will 
not work—and that it might be appropriate to have such 
imperfection, if it does exist, compensated for by an 
agency such as the Industrial Development Bank. 


I would be all for a rather bold experiment here by 
letting such an agency lend at somewhat lower rates in 
the Atlantic provinces, say, for a trial period, and just 
see how the market works. I do not think this would be a 
terribly costly experiment. It certainly would not cost 
any more than the kinds of subsidies which are being 
paid in other forms—which, incidentally, I think can be 
very strongly justified on purely economic grounds, pro- 
vided that they put resources to work which would 
otherwise be unemployed and wasted, and provided there 
would not be some other more productive use for the 
funds so used. 


Senator Grosart: When you say “lower regional rates,” 
do you mean lower than, say, the national average, or the 
Ontario rate, or lower than the existing rates? 


Dr. Graham: Lower than the rates that apply elsewhere 
in the country. 


Senator Molson: Lower than the primary. 


Dr. Graham: Whatever rate we are talking about. I am 
really thinking particularly about the problem of provid- 
ing capital for the small business that is getting going or 
trying to expand. So when I talk about the rate I am 
talking about the particular rate that might apply to that 


kind of business; and I am talking very much about the 


kind of thing in which the Industrial Development Bank 
is already involved. 

What I am saying is that, while the use of regional 
monetary policy is rather limited, it may have some role 
to play and I would not want to reject it out of hand. My 
colleague, Robert Comeau, at Dalhousie, for instance, has 
been studying this question for a number of years, and it 
would be interesting to see what he has to say on this 
question, as to whether something can be done. 

I believe, too, that although it is often claimed that our 
federal structure makes fiscal policies difficult to apply— 
and it is, because you may have provinces taking posi- 
tions that are contrary to what seems to be called for in 
the national interest, at the national level, and may not 
even correspond to the interests of the province in ques- 
tion on fiscal policy grounds. On the other hand, we 
should look at the opportunities that our federal struc- 
ture provides in coming to grips with regional questions, 
because we do have provinces that are concerned with 
the lccal economy, primarily concerned with that, 
focussed on that. 


Everyone calls for greater federal-provincial fiscal co- 
ordination—that goes without saying, it is a necessary 
condition—but in doing that, I think it would be appro- 
priate to make use of the fact that we do have the 
provinces and their municipalities as important adminis- 
trative units. Since the provinces and municipalities have 
not the financial power to apply fiscal policy in the way 
that the federal Government can, with the kinds of bor- 
rowing resources, and so on, that it has, it seems to me 
that one thing which could be done is to have the federal 
Government underwrite the maintenance of provincial 
expenditures and expenditures of municipalities, with 
allowance for increase in the costs and levels of services. 
So that when there is a slack in the economy and a 
slump, these governments are not forced to pull back and 
they can go on with their programs, which could be 
justified in the long run interest in any case. So there is 
no question about resources being wasted by this means. 
You have funds that are being spent, that result in the 
production of important goods, social goods, that would 
not otherwise be produced. 


I suggest rather more than that, that with respect to the 
present situation of unemployment, particularly high 


‘levels of unemployment in these regions, there is nothing 


to lose by supporting a whole range of expenditure 
activities in communities which we know are going to 
continue in the future and have a long-run viable future, 
to support the whole range of educational, recreational, 
cultural, health facilities, roads, sewers, and so on. 


Again, if you can bring resources to work that would 
otherwise be wasted, you are adding something to the 
economy. Of course, we always must have regard to 
whether extra demand pressures are going to be put on 
areas where factors are in scarce supply and this has to 
be taken care of, and administratively I might say that 
this is one of the most difficult areas of the implementa- 
tion of administration of public policy. 


More than that, on the regional question I specifically 
recommend increases in equalization payments that have 
both a long-run rationale and a short-run impact, that 
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would enable low income provinces to provide levels of 
services commensurate with those in the higher income 
provinces at comparable burdens of taxation. 


It does not mean that the citizens in those lower 
income provinces are put in a more favourable position, 
because if they still want to add to the level of services 
they have to impose heavier taxes to do that, and they 
are presumably already imposing as heavy taxes as else- 
where, so they have to impose additional levies which 
would be even higher than those elsewhere. 


This can be justified again on economic grounds, which 
I would be glad to go into: also on ethical grounds that is, 
that citizens in all parts of the country should have 
access to the same levels of services; and also on grounds 
of fostering national unity, to which I would attach a 
high priority, provided we relate to that a movement 
towards worthwhile social goals, that will make our 
society distinctive from other societies that we might 
otherwise give up the ghost and merge ourselves with. 


It would also have a short run impact, if it were 
implemented quickly, in providing additional funds to 
governments in that area, to improve the levels of services 
and provide additional employment opportunities—again 
with new goods and services coming into being with the 
employment of the unemployed resources. Professor 
Barber very strikingly showed what a terrific waste we 
have at the moment with the present levels of unem- 
ployment. 

I suggest we might also have catch-up grants for these 
provinces—which, because of their inferior fiscal 
resources, lag behind the rest of the country with respect 
to public services. As an example, I give the financial 
support from the federal Government to post secondary 
education under the Fiscal Arrangements Act. One result 
of this program is that the provinces which have the 
greatest fiscal resources—particularly Ontario and 
Alberta—get the greatest benefit from this program, 
because they put more into it themselves and because, 
virtually, it is a matching grant. The federal Government 
pays half of the shared operating costs. They are. there- 
fore, in a better position to benefit from it. And so the 
post-secondary institutions in these provinces have gener- 
ally been better supported than elsewhere. 


So there has been, not only up to the time of the 
implementation of the Fiscal Arrangements Act, but long 
before that, a backlog with respect to development of 
these institutions which to my mind would be in the 
national interest as well as the local interest to support 
since they are indeed performing a national service. 


Then I conclude at the point that I have already sug- 
gested that in regions of high unemployment which need 
not be limited to the maritimes we should not be afraid 


“to put funds into community services which are going to 


provide benefits to our people—probably far in excess of 
many things that are being done in the private sector. I 
would not say all things, but many things. So that we 
would then have the benefit of such services resulting 
from the employment of otherwise unemployed resources. 


If. I may in closing just raise one general kind of issue 
that concerns me very much, I do think that there are 
problems that economists and non-economists have, in 
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that we tend to carry out our analyses in the present 
institutional market framework. Often we fail to question 
whether this framework best serves society’s needs. If 
you look at the order of priorities that results from this 
market, there may be some things that we would agree 
upon; that is, that it would be better to have resources 
used for one purpose than for another. Take, for exam- 
ple, coloured television. Who needs coloured television? 
We could have got along nicely without it. If we had 
never had it no one would care very much about it. With 
the same resources we could have had a fully independ- 
ent Canadian broadcasting corporation, completely free 
of what I consider to be degrading commercial advertis- 
ing. We could have given this nation a really splendid 
service instead of being faced with the rather half-baked 
compromises it now has to make. 


I realize it is easy enough to make this comparison and 
that you could say that even if coloured television had 
been dispensed with there are other higher priorities that 
the resources could be aimed at. But my point is that 
given our present framework it is extremely difficult to 
make this kind of decision and to implement it 
administratively. 


One of the things I tried to do in my recent presiden- 
tial address in St. John’s was to suggest that economists 
might address themselves to this very important question 
of how, with the reordering of social priorities, we could 
have an administrative apparatus that would respond to 
this and would still maintain our high degree of 
individual freedom and perhaps increase it. I take this 
position not with any doctrinaire political pOsition at all. 
As a matter of fact, in my own view I would not go for 
any very wide-scale public ownership means of produc- 
tion; I would go for a separation of some of the functions 
of ownership so that we could retain the kind of flexibili- 
ty and efficiency on the preduction side that comes with 
private ownership and yet ensures that, with respect to 
other functions of ownership and disposal of property, 
social interests relating to urban development and rural 
development and environmental questions and other 
issues such as distribution of income will be taken into 
account. 


I am not looking, incidentally, on the redistribution of 
income question for a drab levelling of income. I am not 
opting for economic equality. That is not my idea of 
Utopia at all. But there is no reasOn why with the 
resources we have we cannot eliminate the widespread 
degrading poverty we have in this country. 


Mr. Chairman, perhaps I have ranged beyond the 
direct concern of this committee, but I do not feel that 
you can talk meaningfully about fiscal policy, monetary 
policy, or exchange rate policy unless you are really 
concerned with what it is we are trying to do by improv- 
ing the performance of this economy, and determining 
what are the particular goals this society wants to 
achieve. 


The Chairman: Dr. Graham, indeed you have not 
ranged beyond our concern; in fact, you put it very well 
in item 3 when you say that it is possible to remedy 
many of the shortcomings but that it is important to be 
clear what kind of society, and therefore what kind of 
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economic framework, we want. We are indeed interested 
in expressing our views in our final report within a 
framework as to the society we might be trying to 
achieve. 


Senator Isnor: Mr. Chairman, may I add to your wel- 
come my words of appreciation that we have Dr. Graham 
with us today, coming as he does from Dalhousie. 


Senator Grosart: Hear, hear. 


Senator Isnor: It is because of men of his calibre that 
Dalhousie has seen a very marked increase in enrolment 
and that it will continue to supply brains to the rest of 
Canada in the years to come. 


Dr. Graham, coming as you do from the Maritimes... 
Senator Molson: He was born in Calgary. 


Senator Isnor: Yes, I know that, but when people come 
to the Maritimes they immediately become part of the 
Maritimes. 


Dr. Graham: I am a Maritimer of 22 years standing, 
Senator Isnor. 


Senator Isnor: I am sorry Senator McLean is not here 
to point out the effects that the floating exchange rate 
has had on the fishing industry in the Maritimes, which 
is a very important factor of our economy. I notice 
Senator Burchill is here and perhaps he will speak to you 
on that. My impression is that, in general, the floating 
exchange rate has had a bad effect on the Maritimes. I 
am not sure that that is offset by the good effects it has 
had in the rest of Canada. Could you enlarge on that, Dr. 
Graham? 


Dr. Graham: Yes, Senator Isnor. It is not the floating 
exchange rate that has had this effect. It is the apprecia- 
tion of the exchange rate. I think one has to make 
distinctions here. Had we not floated the rate, our dollar 
was under such pressure at the old rate, partly because 
of our own domestic policies, that the rate would have 
had to be appreciated anyhow. It would have been moved 
up to a fixed rate not very far from where it is presently 
floating. So maintaining a fixed rate would not have had 
any different effect, or any substantially different effect 
on these industries that you mentioned, which I agree 
have been hurt by this move. 

This is a difficult issue. I was in favour of the apprecia- 
tion of the rate and of doing it by floating the rate, 
because I thought that this was probably the most effec- 
tive single way of dealing with inflation in this country. I 
felt that the Government should have done so a year ago, 
as it would probably have had more effect and we would 
not have had as high rates as we have had through 1970. 
As you know from previous witnesses, if you accept their 
opinion, we are so closely tied to the United States that 
there is not a great deal we can do by other kinds of 
domestic policy to offset the inflation that is communicat- 
ed to Canada from the United States. 

One of the difficulties here is certainly that we wanted 
an exchange rate appreciation to help us deal with our 
inflation problem. In any case, the Government had pres- 


sure on it so that it had to adjust the rate, really whether 
it wanted to or not. 


This comes back to the kind of point I was trying to 
develop a little earlier, and that is that by encouraging 
long-term capital inflows, which I do not feel we need in 
the volume in which we are getting them, we put upward 
pressure on our exchange rate. This then not only raises 
the important issue with respect to selling out our 
resources and control of our industries to foreigners, but 
it also exerts this kind of pressure on the rate which does 
hurt some of our industries, particularly our exporting 
industries. 


So this is a dilemma we face. If any change takes place 
in the economy some industries are going to be hurt. You 
can hardly have any change taking place without some- 
body feeling the pinch. The unfortunate thing is that it 
might happen in a region which needs the pinch the least 
and which would suffer most from it. If this is expected 
to be a temporary kind of situation, then one can perhaps 
argue for special support measures for these industries, 
although I do not like to get into that because once you 
do—and the fishing industry is already being supported 
at a fantastic rate out of public funds—you do prevent 
economic adjustments from taking place within that 
industry and you prevent rationalization of the industry, 
and so on, that ought to take place to make it more 
efficient. 


Senator Burchill: Mr. Chairman, unfortunately I am 
not a member of this committee, but I am here this 
morning very much enjoying what Dr. Graham has to 
say. I hesitate about iniruding right now, but as an 
exporter of forest products, lumber, plywood and so on, 
my experience is that foreign exchange has been perhaps 
the greatest problem we have had to face, first with the 
devaluation on two occasions of the pound sterling which 
practically put us out of business, and now with the 
floating Canadian dollar. 

If a study were made of the Gross National Product, if 
I may put it that way, of the Atlantic provinces and 
particularly of New Brunswick—because these products 
made up so much of our export business—I think it 
would be found that we have suffered more in our area 
of Canada from the floating dollar and from the loss in 


the premium than any other part of Canada. We cannot 


reach the market in central Canada, you know, so we 
have to go east and we have to export. I think that you 
will find that we have been the victims of this floating 
doliar, far more than any other part of the nation, and if 
international currency problems could be worked out— 
now we have discovered how to go to the moon and to 
Mars—our Canadian exporters could do a great deal 
about straightening out our economy. After all, we must 
remember we are an exporting nation. 


Senator Grosart: Dr. Graham, if my recollection is 
correct, you are the bravest economist we have had 
before us because you say in the second-last paragraph 
on page 2 that there is no technical reason why we 
should have these shortcomings. I think it is fair to ask 
you what you mean by “technical,” because my second 
question will be: What are the non-technical reasons? 
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Dr. Graham: Well, senator, I do not know whether this 
was a brave proposition or a foolhardy one. First of all, 
let me say that this is probably too a categorical a 
statement that I have made here, but one that I would, 
by and large, stand by. I realize that we will never live 
in a perfect world, that modern industrial society is too 
complex and man is too inherently corruptible for us to 
be able to say that we can do anything we want to do 
with the technical means we have. I do not take a naive 
sophomoric view on this. What I am saying is that if we 
look at our resources and at our potential, and even if we 
accept the measurements given to us by the Economic 
Council of Canada, which I think has done great service 
to this nation, there seems to be no reason why we 
cannot eliminate the series of shortcomings I have men- 
tioned and do it fairly quickly. 


I am sure that many of my other colleagues who have 
testified would disagree, and they would say that the 
market as it operates, with some modification, is about 
the best we can hope to do, that we can have some 
trimming away on this and that policy area, but we will 
probably never be doing so very much better than we are 
now. I simply do not agree with this. I think it is going to 
take a lot of political courage—and I could use stronger 
language—which might not be forthcoming. So you could 
say that there might not be any technical reason, but it 
takes a combination of seeing how to do it technically 
and having the political courage to do it before it will 
happen. These two things have to happen. If we take the 
guaranteed annual income question, for instance, and 
assuming that this is desirable to eliminate poverty in 
this country, then there are questions arising out of that 
that might be considered technical. First of all, there is 
the problem of effect on incentives and whether it might 
have such disastrous effects on our productivity that it 
would greatly erode our output and greatly limit the kind 
of things we can do. When I say there is no technical 
reason, I mean we have the resources to do it, and if we 
have those resources then it becomes a matter of how we 
administer those resources as to whether we accomplish 
those aims or not. 


On the question of control of our environment, there is 
no particular reason why we cannot say that we are not 
going to let certain things happen fron now on, and we 
are going to prevent certain other things from going on. 
This is what I had in mind in talking about separating 
the functions of ownership, that we do not allow owners 
of property do what they please with them regardless of 
the social effects. Now, you can say that if we are too 
hard on this with respect to industries, the cost might be 
so great that we will lose markets abroad. Perhaps there 
are some limitations, but let us see what is the maximum 
extent to which we feel we can go, how quickly we can 
go there and then ensure that we do go there, rather 
than talking around the question. I do not say that the 
Government has taken no action in this area, and I think 
some of the moves of the federal and provincial govern- 
ments are very good, but I still do not see the kind of 
bite that will really make the rather quick impact on the 
protection of our environment that I think is called for. 
These are only examples, Senator Grosart. 
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Senator Grosart: One of the reasons I asked the ques- 
tion was because we have had so much evidence that we 
are at the mercy of external forces, and these would 
appear to be technical in the economic sense. Are not the 
external forces the major technical reason why we 
cannot overcome these shortcomings as quickly as we 
would like? 


Dr. Graham: Do these external forces compel us to 
take the sort of attitude we have with respect to develop- 
ment of our natural resource industries, where, with the 
kinds of incentives that we give for foreign exploitation 
of these, if Mr. Kierans’ figures are correct, only 5 per 
cent of the income of the petroleum industry is taxed— 
that is, 5 per cent of the income which it shows for its 
own purposes—and only 13 per cent of the income of the 
metal industry, as compared to something like 90 per 
cent in the service industry? 


This reflects a great concern that if we do not give 
away our resources no one will want our goodies. While I 
do think that we have to be concerned always about the 
maintenance of markets, and that we are getting advan- 
tages from international division of labour and compara- 
tive advantage in our exchange of goods for goods, then 
given the great demands of other countries, and given 
the great population increases that we can foresee—and 
these are things that are working now; we do not have to 
wait 100 years for them—it seems that we are in a very 
strong position and in a kind of panic about whether we 
are going to have markets for these goods; and we are 
prepared to let them go on what seems to me to be 
fantastically favourable terms to the outsider at consider- 
able cost to Canadians. 


Senator Grosart: Mr. Kierans’ figures are highly dis- 
puted by the economists in the petroleum industry and 
extractive industries generally. Is it just this simple? 
Surely, it is not possible, socially or economically, to 
suggest to any Canadian company that is selling on the 
export market—even selling primary resources—“Don’t 
sell them this year. The price is not good enough,” or, 
“You are giving them away,” when the whole labour 
force at the present time is dependent on these sales. Can 
you make this kind of long-term adjustment in an inter- 
national market economy? How can you do it? 


Dr. Graham: Senator Grosart, you are getting on to 
what I consider to be very important issues, and I am 
glad that you are raising these. For one thing, we are 
concerned not so much about whether we are producing 
goods for the domestic or foreign market. We want to 
produce them for all markets and have our resources 
fully and productively employed. 


Incidentally, with respect to the question of economic 
integration and national independence, and so on, we 
should bear in mind that even if we had 100 per cent 
Canadian ownership of our industry, and the control that 
goes with it, we would still be dependent on foreign 
markets for a very large part of our development. This 
means that we will be subjected in some way to foreign 
control, since we want to maintain those markets. I am 
very much aware of this point. 
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Getting back to my original point, we have adopted 
policies—and this again ties in with Mr. Kierans’ address, 
which is apropos a number of these things and is very 
topical—that emphasize and encourage expenditure on 
the investment side and particularly in capital intensive 
industries. As a result of these policies we have built up, 
apparently, a lot of excess capacity, which means that we 
run into high costs as soon as markets fail to support that 
capacity. It means that we have channeled through our 
own policy and tax structure resources into the invest- 
ment side. We have encouraged this at considerable 
expense to the Canadian taxpayer; whereas we have 
rather neglected the kinds of things that are provided 
directly for consumers, which are goods and services 
which form part of our national development. 


We might make ourselves a little less dependent exter- 
nally if we were to look a little more towards the kinds 
of development that could take place internally, goods 
and services that could be produced internally in 
response to local consumer demand, and, indeed, public 
demand in the case of social capital which, as a society 
becomes more affluent, beconie more and more impor- 
tant—recreational, cultural and community facilities, and 
sO on. 


This is the direction in which I would like to look. You 
are quite right, Senator Grosart, that we cannot simply 
say, “Well, it would be very nice to be able to do this. 
We can do everything we want to.” We have to have 
regard for the hard economic realities which this country 
faces. In making these statements, I can assure you that I 
am well aware of these difficulties. 


While I do not think that we can move overnight to 
some of the kinds of things I have in mind, unless we 
think about them now, and think about what are the 
paths in order to achieve these goals, we will never get 
there. 


Senator Grosart: You have placed quite a bit of 
emphasis in your thinking of the production of more 
social goods. Have there been any studies to indicate the 
relationship between the production of social goods and 
market goods? Is there any kind of ratio, inverse or 
otherwise? 


Dr. Graham: There has been a great deal of theoretical 
work on the theory of public goods, which in its way, has 
been very good work. One thing that is lacking is some- 
thing that would give objective guides as to where the 
balance ought to be struck between the private sector 
and the social sector at any given time. I think Professor 
Galbraith was right when he emphasized that there is 
generally a bias in our system against public goods. 


Senator Grosart: I wonder if that is so. Let us take a 
country such as Canada. Our highways, hospitals, schools, 
transportation, airlines, et cetera, are all social goods, and 
I think the level is extremely high in Canada. There is 
also the CBC. 


Dr. Graham: We have many social goods, it is true. 
However, if you look at any large city, or one that is not 
so large, and see the almost intolerable conditions under 
which people live, while at the same time they may be 


very well supplied with durable use consumer goods— 
this is a subjective point of view—I think there is a bias 
against public goods generally. Certainly, when the 
individual is faced with whether he is going to be free to 
dispose of his income to buy a refrigerator, a washing 
machine, a holiday, or whatever, he prefers to have his 
income to do that: whereas when it comes to public 
goods he estimates a compulsory payment in the form of 
a tax to provide these, where he receives no quid pro 
quo for them. 


There are offsets to this, such as the desire of Govern- 
ment to be popular. They try to provide public goods 
which are popular. Against that, however, they try to 
avoid imposing additional taxes in order to increase the 
public goods. In my opinion those two largely cancel one 
another out. 


Senator Grosart: Perhaps you are saying that there is 
more than one kind of social goods. For example, your 
preference for the CBC without advertising over coloured 
television sets would be a case in point. The public might 
say they like the advertising, which I think you consider 
to be too degrading. 


Dr. Graham: There are many examples. Another is the 
red carpet facilities at certain airports, by which passen- 
gers walk directly into the airport. It is a rather expen- 
sive proposition to provide that facility for every aircraft. 
This is pleasant on a stormy day, but these resources 
could be used to provide decent housing for more 
Canadians. This is a choice which does not come up in 
our present framework. I think we could have the choice 
without losing too much individual freedom. 


Senator Grosart: Surely, this choice is now made every 
day by the Cabinet and ministers? They are really con- 
sciously making this choice. 

The airline apparatus you speak of may have nothing 
to do with comfort; it may be just to speed up the 
loading of that plane, which in itself may be a social 
good. 


Dr. Graham: That is as may be, although in my experi- 
ence it slows down the loading, because there is one exit 
rather than two for these planes. 


Senator Grosart: I do not know the reason for it. I ask 


these questions because it seems to be germane to this 


whole problem of what to do about what the economists 
now term growth cycles, rather than cyclical recessions, 
and so on, which seem to have been narrowed down from 
about 40 to 50 months, classically, to something like 10 to 
11 months at present. It is the speed-up time in the 
growth cycles. There seems to be a good deal of “stop-go”’ 
criticism of this very point, the decision of a government 
to attempt to alleviate unemployment by investment in 
what you would term social goods. Do you disapprove of 
this as a methodology for dealing with these growth and 
slow-down cycles? 


Dr. Graham: Senator Grosart, I am not quite sure that 
I have the full point of your question. 


Senator Grosart: Let us say public works spending, 
which is a generic term embracing many other things. 
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Dr. Graham: I agree that this is an appropriate instru- 
ment of fiscal policy. I am glad you mentioned the stop- 
go question; I do have the statement on page 10, which I 
would rather like to qualify: 


I should add just as I agree that we should not persist 
in stop-go fiscal and monetary policies for the nation 
as a whole, we should plan continuity in policies and 
programmes to alleviate long-term regional unem- 
ployment and underemployment. 


I certainly stand by the last part of this, continuity in 
policies and programs to alleviate long-term structural 
maladjustments in the economy. However, with respect 
to the stop-go, I am not so sure. 


It is true that there may be areas where we simply do 
not have enough information to adjust these policies 
finely enough to be sure that we are adjusting them in 
the right manner. There is also the problem of lags, 
which you have no doubt heard of at these hearings. We 
might have a policy which is appropriate at one point but 
which, once it starts, no longer has an appropriate effect. 


I agree with all this,but I do not quite go along with 
the notion with respect to monetary policy—for instance, 
the position of Professor Friedman, that we simply allow 
a 4 per cent increase in our money supply, assuming that 
is our expected rate of growth, and not interfere with it. 
A case in point is my earlier illustration of our receiving 
capital infiows which are not only embarrassing because 
of their effect on our exchange rate, but have undesirable 
effects with respect to our institutional borrowers and 
selling equity to foreigners. In that case we should use 
monetary policy to influence the interest rates in order to 
correct this situation. 


The same thing applies to fiscal policy. To say that we 
no longer make adjustments in these measures is to give 
up the ghost and say we just stopped trying to guide our 
economy in a sensible direction. 


Senator Laird: One segment of Canadian society seems 
frightfully important to me. However, most of our wit- 
nesses either ignore or say little with respect to it. It 
consists of those who have been thrifty and by that 
means have put themselves on a fixed income basis. I 
think not only in terms of the hardship created to them 
by inflation, but of the sociological effect of the proposed 
society on them. 


In other words, most of the witnesses have recommend- 
ed accelerating the rate of old age pensions, which are 
social welfare payments. What should we do with respect 
to those I have mentioned? 


Dr. Graham: That is an important point. As a matter 
of fact, at a meeting last night I was discussing this very 
point with a colleague. He maintained that perhaps we 
are somewhat cavalier in saying that we can live with a 
fairly high rate of inflation. We either do not know or do 
not take into account the distributional effect of inflation 
such as in the segment of society you mention. 


I was also aware of this in writing these remarks. 
Certain groups of society, such as old age pensioners and 
other recipients of welfare payments over which the 
Government has direct control, can be protected. How- 


ever, what should we do with respect to other types of 
fixed income? There is both the income effect and, as you 
say, a broader effect on their general attitude towards 
saving. Generally this country has had a remarkably high 
rate of saving. It has been channelled perhaps rather 
conservatively, but it is certainly not that we have had a 
low rate of saving. Does continuous inflation not have the 
effect of people saying, ““‘Why bother saving?” and attach- 
ing more importance to present than future consumption? 
In my opinion, we should be concerned with regard to 
the social and ethical aspects of this. 


I do not believe there is very much evidence that in 
fact inflation has discouraged saving. This comment does 
not apply to people who are committed to fixed income 
security and feel they cannot get out of it. It is partly 
because inflation is built into the interest rate. Certain 
inflationary increases are allowed for, plus the real rate 
of return on investment. 


I am afraid I do not have a very good answer to a very 
good question. It would be very difficult to allow for 
escalation in all fixed incomes out of the public purse. It 
is something that could be looked at, but offhand I would 
say it is probably not something anybody would want to 
get into. This serves at the very least to suggest that this 
is one reason why we should be concerned about inflation 
and not simply write it off as something that we can live 
with. I believe it is still a much lesser evil, by and large, 
than unemployment; it is a lesser evil for the housewife 
to go to the grocery store and find that prices have gone 
up than for her to want to go there but be unable to 
because her husband has no pay cheques to go there 
with. That does not mean you write off the social effects 
of inflation, of which there are many. This is a very 
unsatisfactory answer to an important question. I am 
sorry, senator. 


Senator Molson: Dr. Graham, and as a matter of fact 
other witnesses, have mentioned the fact that we could 
adjust the old age pensions of those who suffer from 
inflation, but nobody has mentioned the pensions of the 
private sector. There are great many thousands of people 
who would come under that heading. I do not know how 
the government would be able to supplement pensions 
other than those under the Canada Pension and Quebec 
Pension Plans. 


Dr. Graham: I think the remarks I just made in 
response to Senator Laird apply in large measure here. I 
certainly had this in mind when I gave my answer. This 
is overcome in some measure by modern pension 
schemes, where the pension is at least based on the 
earnings in the last few years of the pensioned person, 
but that does not take care of subsequent increases in the 
price level. I do not think it is beyond the bounds of 
practical possibility to consider even allowing for a 
public adjustment to this kind of income, with certain 
ceilings, depending upon the size of the pension we are 
talking about. 


I think, too, as far as the lower levels of incomes is 
concerned, if we had a guaranteed annual income it 
would presumably also be adjusted with increases in the 
price levels. But then there would be groups that are 
above this, middle-class people, who are probably the 
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hardest working people in society in many ways, at least 
some of them are, who have worked very hard through- 
out their lives to attempt to maintain a comfortable 
position on retirement, and I would not want to see this 
group altogether ignored. 


Senator Manning: If I may pursue this one stage fur- 
ther, I would appreciate your comments on another 
group. If old age pensions or other social welfare pay- 
ments are adjusted to offset inflationary price increases, 
whenever that takes place you create a situation where 
the income of those people equals, or in some cases 
exceeds, the earned income of a considerable sector of 
the low income wage earners. This is one of the constant 
problems that governments have, as you appreciate, 
because you then create a situation where the man who 
is working is earning less than his neighbour on some 
form of pension or social welfare. If you start adjusting 
pensions or social welfare payments to offset inflation 
and the other man’s income is not adjusted—many of 
whom are the unorganized people in labour, so they do 
not get the significant increases to offset inflation—you 
then create a situation where it is financially advanta- 
geous for these people to quit work and go on welfare. Of 
course, it is happening all the time. Do you have any 
thoughts on that? Wherever you set these figures there 
will be a borderline set of cases. 


Dr. Graham: That is correct. 


Senator Manning: This group is getting larger all the 
time. I wondered if you had any thoughts on how that 
might be taken care of if you are going to adjust the 
payments. 


Dr. Graham: I do not think I have anything very useful 
to say on that, except to agree that it is a real problem. 
There are others who have done a good deal of work on 
this kind of problem with the guaranteed annual income, 
which I certainly have not worked on particularly. All 
sorts of suggestions have been made, such as that people 
who are able to work are not given benefits if there are 
jobs available for them. There are obvious difficulties 
with that. If you adopt the position that everyone should 
have a minimum income, I think you get into grave 
difficulties with that kind of thing. All I can say is that I 
agree it is a problem. It is the kind of thing I had in 
mind when I said there is the incentives issue related to 
the guaranteed minimum income, and the related points 
you make, which would be tied in with the guaranteed 
minimum income, anyhow of old age pensions and so on, 
because if there were a guaranteed income you would do 
away with things like old age pensions, which would be 
taken care of, and you would be moving to this new kind 
of system. Even if we are left with our present one you 
would have this difficulty, not with respect to the old age 
pensioner so much... 


Senator Manning: It is more social welfare. 


Dr. Graham: There is competition there. With social 
welfare payments you certainly would have. There are 
parts of this country where people call this, not unem- 
ployment insurance, but employment insurance; it is 
insurance against having to be employed. We are always 


faced with inevitable abuses of this kind of scheme, no 
matter how supportable it is on general social grounds, 
and it has serious economic effects that cannot be over- 
looked. I am sorry, but I have nothing helpful to say on 
this. 


Senator Manning: Perhaps this is pursuing the same 
thing further, but one of the things that has complicated 
this is that, of necessity, all forms of social welfare have 
to take into account the number of dependants, for 
example, in a family. Very often you end up with the 
sort of situation that I have seen many times in govern- 
ment, where a couple on welfare with, say, eight children 
will have the welfare geared to the number of depend- 
ants, and their income is substantially higher than that of 
a childless couple who are working. This interjects the 
number of dependants factor affecting income coming 
into the home. It is hard to tell a fellow that just because 
he has no family his take-home income as a wage-earner 
should be substantially less than that of a couple on 
welfare simply because they have “X” number of depend- 
ants. All this will affect the annual income idea, too. 
After all, a guaranteed annual income is nothing more 
than another form of social welfare. These are important 
factors. I wondered if anybody had dug through the 
problems that will arise in deciding who will qualify for 
the additional supplementary income on any basis of 
equity. 


Dr. Graham: I believe this kind of thing has indeed 
been taken into account in the investigation of guaran- 
teed annual income schemes. If you like, Senator Man- 
ning, I will try to dig up the sources of that information 
and send it along to you. 


Senator Manning: I would appreciate that. 


Dr. Graham: It is a very interesting and important 
point, but it is not one on which I personally have done 
any work. 


Senator Smith: Mr. Chairman, I wonder if that infor- 
mation could be tabled with the committee, because there 
are some others of us who would be interested in seeing 
it. 

The Chairman: Perhaps, Dr. Graham, you would send 
that to Mr. German, and it will be distributed to the 
committee. 


Dr. Graham: Certainly, Mr. Chairman. 


Senator Laird: As a supplementary thereto, I draw to 
your attention that you are not the only one who has 
suggested some sort of accelerator provision attached to 
social welfare payments like old age pensions. I want to 
ask you a simple question: Where do we get the extra 
money? 


Senator Beaubien: From those who are still working. 


Senator Laird: I should perhaps warn you that at least 
one answer I recall is that with inflation you will 
automatically get more taxation and you will not get an 
increase in tax rates. As far as I am concerned, it does 
not work out that way. 
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Dr. Graham: Certainly, our inflation has generated tre- 
mendous increases in public revenue. With our progres- 
sive tax structure, this certainly has been the result. I am 
not suggesting this is the source. Well, where do we get 
our revenue from? Taxes and borrowing. 


Senator Laird: And are we not just at about the limit 
of taxation? 


Dr. Graham: This is a question that, as a public finance 
man, always interests me. Senator, I have done quite a 
bit of work at the local government and property tax 
level and provincial-municipal relations in this economic 
administrative area. 


Property owners are constantly crying about the rate 
of property tax. If you look at any province—the one I 
was looking at happened to be Nova Scotia—you find 
that there is a tremendous variation in the rate of prop- 
erty tax, and this is when it is measured on comparable 
terms, in terms of market value and not in terms of the 
assessed value, which can be very different. There is a 
tremendous variation in the rate of that tax. Yet you will 
find the squawking that comes from where the tax is 
lowest as great as from where it is highest. 


This is, perhaps, begging the question, because there is 
presumably a point at which taxes become so high that 
they can, in some sense, be called too high and we can 
only say that they could not be raised. We can only say 
that they should not be raised, though, in that the extra 
sacrifice that is involved, that is required by the taxpay- 
er, exceeds the extra benefit resulting from the expendi- 
ture of the tax. 


Senator Laird: I think we have reached that stage. 


Dr. Graham: I would say that if we are talking about 
this particular point of adjusting the rather small 
incomes that are received by the old age pensioners, and 
so on, to take account of inflationary increases, that the 
social benefit from that would have a very high value, 
probably, in relation to the marginal sacrifice having to 
be made to raise the additional revenues to do it. This is 
a subjective matter, however, and I do not say that my 
opinion is any better than that of anyone else on it. 


Senaior Inman: Dr. Graham, since you have been in 
the Maritimes for 22 years, I presume you have visited 
Prince Edward Island. 


Dr. Graham: I have indeed, senator, and it was a great 
pleasure, I might say. 


Senator Inman: It is a small province, as you know. 
During my adult years I have travelled every mile of it, 
on the highways, and sometimes the byways. However, 
what I am getting at is this. I cannot see that we have 
very much hard core poverty, such as we know in the 
larger urban centres. Our farmers have to import labour 
to help gather their crops, such as potatoes, while we 
have a tremendous number of people on welfare. Do you 
think that we have too much welfare in a province such 
as ours? 


We have a trial going on there now, rather a sad affair. 
This man who administers the welfare in one of the 


counties is just up for confiscating over $50,000 of wel- 
fare money in a matter of 18 months. 


Do you think we have too much welfare? And why are 
not some of these people put to work, instead of import- 
ing people? That is one of my questions. What do you 
think our government could do about that, without get- 
ting its head knocked off at the next election? 


Senator Beaubien: That is always important. 
Senator Molson: That is the key note. 


Dr. Graham: This is a very good question. One hears a 
lot about the changing work ethic in a very affluent sort 
of society, where you can attach a lot less importance to 
work and being employed than we have been accustomed 
to do. My own view is that we are still a very long way 
from that position. There are just too many things that 
need to be done before we can talk in those terms. 
Anyhow, getting back to the context of Prince Edward 
Island, it does not apply there by any stretch of the 
imagination. 

I do not know that I have anything helpful to say on 
this. I can express a personal view, that people who are 
able to work should be required to work. I have heard 
the view expressed, in areas of the country—you find this 
in any province where you have communities, particular- 
ly semi-rural communities, where people are not particu- 
larly wanting to have full-time employment, and they 
like a rather leisurely pace of life and they are prepared 
to work part of the year, and that is all right. 


I think this is just fine, as long as they are doing this 
on their own. As soon as they do it at public expense, 
depending on social assistance of one sort or another, 
then it ceases to be what it would otherwise be, quite an 
admirable choice, and it becomes a parasitic kind of 
thing, where one is doing this at the expense of other 
members of the community who are working themselves. 


I guess I take a rather puritanical view of this one. I 
would not mind seeing some kind of effort made to see 
that people who are employable, where there are jobs 
available, are required to take those jobs in order to get 
social assistance. But this is a statement that I make with 
the greatest hesitation, because there are terrible oppor- 
tunities for abuse of this notion. While my sentiments are 
rather that way, I would be very wary about getting into 
this. Also, one has to try to determine whether the abuses 
are wholesale or whether they are rather peripheral and 
occasional. If they are peripheral, I think you can do a lot 
more harm by trying to eliminate these, by ruining an 
otherwise socially well conceived scheme, than by putting 
up with a certain amount of this. In almost any program, 
you have some abuse. If the abuse is a wholesale, general 
one in an area or in society, then it does become a matter 
of concern. 


Senator Inman: I would like to see the whole system of 
welfare revamped, but, of course, I do not know what 
can be done. I have another question, Dr. Graham. Of 
course, the Maritimes is considered a depressed area, and 
Prince Edward Island very depressed. I do not go along 
with that. One old chap was asked at a church tea, “Why 
do they say there is so much poverty in Prince Edward 
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Island? Do you think there is?” “No,” he replied, “there 
is not, but don’t tell Ottawa that!” 


As to my other question, on importing labour, a farmer 
has to pay the transportation to and from, which costs 
him quite a bit of money. I do not approve too much of 
high subsidies, but do you think higher subsidies would 
help the situation in the economy, or would it just esca- 
late the problem more? 


Dr. Graham: I am sorry, senator—higher subsidies to? 


Senator Inman: To farmers, let us say, like subsidizing 
the wheat in the west, say subsidizing potatoes in our 


province—which is the biggest produce, after fish, 
perhaps. 
Dr. Graham: I think these kinds of subsidies are 


extremely irrational as long-term measures. I do not 
think they can be defended. However, they may be good 
to take care of short-term catastrophic events, such as a 
series of crop failures. 


However, this is a political area, is it not? These deci- 
sions are not made on rational, economic grounds. Ulti- 
mately, all policy decisions are political ones. As an 
economist I recognize that the economic factor is not the 
most important factor in many cases, and I feel my duty 
as an economist is to attempt to point out what the 
economic implications are. The economic implications of 
that sort of program would be to encourage very ineffi- 
cient utilization of this country’s resources. 


Senator McGrand: Dr. Graham, I should like to quote 
one sentence out of a rather lengthy paragraph on page 4 
of your brief: 


Not only does our relatively good price performance 
negate this argument; but even if our prices were 
rising more rapidly than most of our competitors, we 
could be protected from a rise of relative prices by 
automatic compensatory movements in the foreign 
exchange rate. 


Perhaps the question is out of context, but I get the 
impression from what I have just quoted to you that the 
cost of production of goods in Canada is comparable to 
the rise of costs in other countries and that we would 
still be in a competitive position so far as the cost is 
concerned without relying on the use of foreign exchange 
movements. 


Dr. Graham: That is correct, senator. Generally in the 
post-war period, and certainly in recent years, in spite of 
fairly rapidly-rising prices in Canada our prices were 
still not rising as rapidly as they were in most of the 
other countries with whom we have trade. Of course, if 
they are rising even less rapidly than they were, our 
competitive position, given a fixed exchange rate, for 
example, would be even better. But what I am saying, 
really, is that this talk about Canada pricing itself out of 
the market is not actually in accord with the facts. It is 
certainly not in accord with our trade experience over 
this period, which was remarkably strong as we all 
know. 
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Senator Molson: Mr. Chairman, with respect to ‘“‘pric- 
ing ourselves out of the market,” we often hear the 
thought expressed that we might price ourselves out of 
the export market. That may be perfectly true and it 
would be of unquestioned importance for Canada, with 
its high proportion of export business, not to do so; but it 
seems to me that the effect of some of the things we have 
discussed from time to time would be to price us out of 
our own domestic markets. There would be competition 
with imports. We should not think solely in terms of 
doing things that would put us out of the export market. 
These matters should be discussed in terms of our overall 
markets, whether they be domestic or export. 


Senator Beaubien: Such as textiles. 


Senator Molson: I should like to ask Dr. Graham if 
what I am saying is pure heresy or if it is reasonable. 
What is his view? 


Dr. Graham: Senator Molson, I am not sure whether I 
agree or disagree because I am not quite sure what you 
have in mind about our pricing ourselves out of our own 
markets. If I am wrong, correct me, but I presume you 
are talking about imported goods becoming relatively 
more attractive as our own prices rise. Is that what you 
have in mind? 


The Chairman: No. As the exchange rate increases the 
imported goods become less expensive. 


Senator Molson: Dr. Graham, a little earlier you were 
talking about environment and you said that if enough 
limitations were placed on it it could affect our ability to 
compete in our markets abroad. I suggest to you that it 
would affect our ability to compete in our markets in 
Canada. 


Dr. Graham: Yes. 


Senator Molson: In terms of markets we should be 
thinking of the overall picture. 


Dr. Graham: We should be thinking in a global sense 
about this, yes. That is true. 


If you were talking about the appreciation of the 
exchange rate, then this of course makes foreign goods 
more attractive relative to our own goods as well. That is 


the whole idea. This is appropriate when demand pres- 


sures are strong, because then you have presumably 
enough pressure to generate demand for goods domesti- 
cally and you want to take some of that heat off by 
directing some of the demand to imported goods. 


But if your inflation is of a different sort, if it is more 
of the cost-push variety, then this will not be appropri- 
ate. You may be encouraging the importing of goods 
where demand pressures supporting domestic markets 
are not that strong. You simply have to ask what the 
situation is in fact in a given case in order to help 
determine what to do. 


Senator Beaubien: Dr. Graham, you were talking about 
the mining industry or extraction industry prospering at 
the expense of the taxpayer. Look at what has happened 
at Seven Islands in the last 20 years. I suppose you could 
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set up some books in which you could figure out that they 
should pay regularly 53 per cent of their taxable income 
instead of paying something that I would say is in the 
neighbourhood of 32 per cent, but which Mr. Kierans 
puts at 17 per cent. You should see the amount of reve- 
nue that that whole development has generated for 
Canada. It is just unbelievable. Do you think we could 
have attracted that development? Do you think anybody 
would have built a railway 365 miles through the most 
terrible terrain in the world in order to bring out a large 
quantity of iron ore unless there was some assurance of 
making a very good profit? Do you think you could have 
got the money in Canada? If you do think so, why would 
somebody not put up the $600 million they are spending 
right now just to increase their output? Do you think 
they could find that in Canada? I find it very hard to see. 


Dr. Graham: On that last point, senator, it is very 
interesting that as recently as 1968, or thereabouts, out of 
the over $2 billion that was invested in expansion and 
new industry by foreign-controlled firms of this country, 
all but something in the order of $100-plus million was 
generated internally. That suggests that there is great 
scope for internal financing of much of our development. 
Of course, the point here, which I do not want to bela- 
bour, since it gets us into another issue, is that a good 
deal of the increase in foreign control is being internally 
financed in the country. This is another issue I do not 
know we want to get into here. 


On the first part of your question, of course, I do not 
know and you would not expect me to know, I am sure, 
whether that development in Seven Islands would have 
taken place without the kind of depletion allowances that 
are permitted. We do not know this for some of our other 
resource industries, and I think one of the dangers of this 
sort of argument is that although you can generalize 
about emphasizing the development of a particular kind 
of industry, where there is a great and growing persist- 
ent demand abroad, by subsidizing that development 
very heavily, you do have to look at it carefully. 


Senator Beaubien: What do you mean by subsidizing 
it? 


Dr. Graham: Through the non-neutrality in our tax 
system where we allow deductions of income before com- 
pilation of tax in a particular kind of industry that we do 
not allow in other kinds of industry. We are deliberately 
saying to investors, “Come and develop this kind of 
industry rather than that kind; come and develop our 
resource development industry rather than industries 
involving a higher degree of processing or industries on 


the service side.” 


Senator Beaubien: But there is a big difference in the 
risk element. In all these things there is a big risk 
element. We seem to forget that. 


Dr. Graham: With all due respect, senator, we also 
forget there is a risk element in other lines of endeavour 
in this country too, and when you are working on the 


‘scale at which this kind of large company does, again, 
with all due respect, I think the risk element is very 


much overrated, particularly with the kind of opportuni- 
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ty that this kind of corporate organization has for dis- 
tributing its risk. I am not objecting to some allowance 
for exploration and development costs and writing it off 
against income, but I think that on any rational grounds 
it is very difficult to defend the extent to which we have 
gone to support this kind of investment enterprise in this 
country. 


Senator Manning: Dr. Graham, on this matter of our 
ability now to generate within Canada a greater part of 
the capital required for this type of industry, I would like 
your view on this point. If I may use the petroleum 
industry as an example, because I am more familiar with 
that in our part of Canada, for a period of almost 20 
years in Alberta the actual capital investment in explora- 
tion and development of petroleum was about $360 mil- 
lion a year, roughly $1 million a day for 20 years. We are 
now talking about $7 billion altogether in that invest- 
ment. My point is this. After all that has been done, we 
hear the statistics now saying that this industry can 
generate within Canada capital for further expansion: 
This may be quite true, and I am not disputing the 
statements that are made. But is this not rather mislead- 
ing, because the only reason we can do that today is 
because of the fact that for 15 or 20 years we were 
bringing in foreign capital to the tune of $250 million to 
$300 million a year. This is never mentioned in the 
statements that I see about what they can do now. Now 
had we not had that foreign capital initially to build up 
that degree of development of that industry, it would be 
futile to talk today about that industry generating 
enough revenue to do the kind of capital development 
that is needed. I do not know if this applies to the iron 
ore industry, but I know it applies to the petroleum 
industry, which is the one usually quoted. 


Dr. Graham: I think the point is well taken, Senator 
Manning, but I think the real question is whether we had 
to be aS generous as we were to get this development. 
And whether even at the price of a slightly smaller 
development, say we had 10 per cent less, we would have 
been better off in not having subsidized this development 
to the extent we have. I know Alberta would have liked 
this very much, but I am thinking nationally, and per- 
haps even in the long run also of Alberta. This is a 
hypothetical question in a way, but it is one that perhaps 
could be answered by some one who has a lot more 
direct familiarity with that industry than I claim to have. 


The Chairman: Then we could appeal to Senator Man- 
ning to answer it. 


Dr. Graham: I would be very glad to hear Senator 
Manning on this. 


Senator Hays: Dr. Graham, I would like your thoughts 
on minimum wages. Senator Manning brought up what I 
thought was an important point. The minimum wage is, 
say, $1.50 an hour and then he relates four or five 
children. In our province the minimum wage for welfare 
is about $3 an hour. A dollar and a half at five days a 
week amounts to $240 or $250 a month and there are 
very few of our welfare recipients who are not enjoying 
more money than this. Then apparently we have one- 


18:18 


third of our workers in Canada organized, working for 
their members, so we have rich workers and we have 
poor workers. Have you given any thought to a compul- 
sory minimum wage which workers right across Canada 
should receive? You are so concerned about the unem- 
ployed, but with the social services we have and so on 
the unemployed are pretty well taken care of other than 
their dignity. 


Dr. Graham: I cannot say that I have, except to this 
degree, and this is a rather peripheral way, perhaps, of 
answering your question. I have heard it argued that in 
the Atlantic provinces, for instance, all we are really 
concerned about is employment and not wage levels, and 
therefore we should not try to set minimum wages. We 
should let wages be driven down to their competitive 
level, and if we do this it makes the region attractive to 
industry because of lower labour costs, and then industri- 
al development will come. I do not go along with that 
argument. It could incidentally lead to a lowering of the 
per capita income in relation to the rest of the country 
and increase regional disparities, but more than that the 
kind of industry that comes in in response to this is the 
one that can also get out very quickly. If your industrial 
development program is successful on this basis, as soon 
as you have something approaching full employment, 
wage rates go up, and costs go up. The employer no 
longer has the advantage of low costs, on which he may 
very well depend, and so he pulls out. 


So, on both counts—one, because you are saying that 
the region ought not to condemn itself to a low per 
capita income structure, and the other, that the program 
would be self-defeating, in any case—I reject that sort of 
solution. 


This does not meet your question head on. What we do 
when we establish a minimum wage is to say, “All right, 
we in this country are not interested in supporting activi- 
ties which cannot at least pay this level of wage, and 
ones that cannot do so should go out of business.” This is 
a social position which presumably is related to some 
idea of what the poverty line is and what the economic 
income should be. 


I think that, having a minimum wage—and the level of 
the minimum wage has been fairly low, really, related to 
living costs—it does put pressure on employers to devel- 
op more efficient operations so that they can pay that 
wage, and it discourages rather low productivity kinds of 
venture. Beyond that I do not think I have anything to 
say. 


Senator Hays: What do you feel should be the mini- 
mum across Canada? 


Dr. Graham: I would be inclined to accept the Econom- 
ic Council’s figure for the minimum annual wage, which 
is, I think, $2,400 for a single person. 


The Chairman: I think it was $1,800. 


Dr. D. L. McQueen (Study Consultant): I think that has 
to be escalated a little further, with subsequent increases 
in the cost of living. It would be above $1,800 for a single 
person. 
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Senator Hays: When Mr. Gibson appeared before us, 
he indicated that the Economic Council, in a study it had 
done some time in the early ’sixties, predicted that 
between 1965 and 1975 Canada would have 50 per cent 
more people coming into the work force than any other 
developed country, with the exception of the United 
States which would have 30 per cent. 


In 1970 this prediction was pretty well right on target, 
which would indicate that we have 50 per cent more than 
most developed countries with the exception of the 
United States. With our unemployment rate up so high 
now, what do you think we could have done, having 
known this, to take care of the situation, which was a 
unique situation in the world of developed countries? Do 
you have any figures to indicate what percentage of the 
total amount relates to this figure of 50 per cent more 
than other developed countries coming into the work 
force? 


Dr. Graham: I do not have these figures, but as I 
recall, I think your statement of the order of magnitude 
is quite correct. 

There are two kinds of things that come to mind. This 
was something that was very predictable. We knew what 
our population age groups were, how quickly they were 
moving through the educational system, and so on. We 
might have emphasized the development of labour- 
intensive industries rather more than we have done. I 
mentioned biases in our tax system which had empha- 
sized the development of capital-intensive industries. 
There is something in this argument. 


You ask what I would have done. I would have consid- 
ered the social priorities we wished to establish and 
observed many major steps that needed to be taken. This 
would include urban renewal, environmental control and 
the development of recreational and cultural facilities. 
Since one of our great problems has been to adjust the 
supply side to demand pressure so that there is actually 
employment available, I would have attempted to channel 
a great deal of this new labour force into these areas of 
occupation where the social priorities are very high. In 
order to attempt to absorb enormous increases in the 
labour force, I would have made some attempts to train 
and channel them into providing these extremely impor- 


tant services. 


Senator Hays: Could you give a few examples of these 
particular areas? 


Dr. Graham: I think of the whole question of providing 
decent housing; urban renewal; proper community plan- 
ning, which would include such major considerations, 
and this is very important, as proper sewage and sewage 
treatment facilities. That is mentioning but a few. 


Senator Hays: How would you persuade PhDs to work 
in a sewer? 


Dr. Graham: Are we discussing PhDs? 
Senator Hays: Forty-five per cent of this group of 


unemployed are between the ages of 15 and 24 years. 
They are a highly educated group, apparently. 
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Dr. Graham: Yes, Senator Hays, but in any one of 
these projects there exists a hierarchy of skills, such as 
the natural scientist, the social scientist and the engi- 
neer, ranging down to the relatively unskilled worker. 


One of the problems, inevitably, is to arrive at a proper 
match in the distribution of skills and labour opportuni- 
ties. We have attempted to see that there was some 
system of matching to the types of jobs that needed to be 
done. 


These are long range problems, which will be worked 
on for generations to come. I do not consider this to be a 
complete answer to your question, but you asked if I 
could think of any steps that might have been taken in 
anticipation. I think this is one quite major step that 
could very well have been taken and still could be. 


Senator Kinnear: The unemployment situation is, and 
for a long time has been, my great concern. Do you 
consider the shorter work week and longer vacation 
could help alleviate this unemployment situation? 


You enumerated some of the social steps you consider 
could be taken in housing, development of parks, and 
that sort of thing. Do you think we are lagging in start- 
ing new projects? 

Senator Hays has observed that 45 per cent of the 
unemployed are very highly educated. I know that many 
PhDs are out of work and certainly do not need retrain- 
ing; they should fit into any pattern. However, do the 
remainder need retraining in order to fit into the labour 
force, or should industry institute the shorter work week 
earlier? 


Dr. Graham: I am not sure about the PhD; he is a 
highly specialized animal and I do not know how adapta- 
ble he is. 


Senator Kinnear: We have found out from different 
witnesses and tables we have seen that there are many 
PhDs out of work in their own field. 


Dr. Graham: I think this is true. I just question wheth- 
er he is the sort of adaptable person that I believe you 
suggested. 


Senator Kinnear: I agree with that for certain people. 


Dr. Graham: That is very peripheral, however, to your 
question. Referring to the shorter work week, if incomes 
are to be maintained with a shorter work week, it means 
we are getting less work at the same cost. 


Senator Kinnear: I understand people do not spend 
much more than 50 per cent of their time at work 


‘anyway. 


Dr. Graham: So you are saying, if that were true, we 
would get twice as much work from having two shifts, 
unless the people who work half the shifts still only 
worked half the time they were there. What I am getting 
at is that there is a problem of cost, if we think of our 
international competitive position, whether we can afford 
this as a jump. We are probably moving towards a 
shorter work week sooner or later, with people working 
half a week. As a solution to short term unemployment I 
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do not expect we could jump into this by paying people 
roughly their same incomes for half the amount of work, 
because one can immediately see the effect it would have 
on costs and our competitive position, in both the domes- 
tic and foreign markets. I do not really see this as a 
solution to short term unemployment. 


Senator Molson: Might it not increase unemployment 
because of moonlighting, which is a very common prac- 
tice in today’s work week? 


Dr. Graham: If you doubled the number of positions 
you would at the same time increase the opportunity for 
moonlighting. You would give people an opportunity to 
earn a higher income. 


Senator Kinnear: Probably that question should be 
asked by the employer, if the man has two jobs, so as to 
try to get rid of this high hard core of unemployment, 
which is a great source of worry to most people in 
Canada. 


Dr. Graham: I think, though, one of the problems here 
is one raised earlier by Senator Hays, of the rather low 
minimum wage in some occupations, so that in order to 
do a little bit better than from being on welfare they 
pretty well have to moonlight in order to earn a decent 
income to support a family. 


Senator Kinnear: Would you call it moonlighting if 
they are on welfare and taking a job? 


Dr. Graham: Perhaps one could use a stronger term for 
that Moonlighting would be a euphemism. 


Senator Kinnear: I am from a highly industrial area 
where moonlighting was common at one time but is not 
now. 


Dr. Graham: What you suggest is obviously cheating. 


Senator Inman: I read the other day that one firm tried 
the shorter working week, and after a month or two the 
men asked to go back to the five-day week. They did not 
like the shorter working week. Some of them said their 
wives made them work too hard during the week and 
they were too tired to go back to work. 


Senator Molson: I would like to go back to the early 
part of Dr. Graham’s testimony and refer to regional 
monetary policy. He made an interesting suggestion that 
the Industrial Development Bank might make an experi- 
ment, particularly because the Industrial Development 
Bank does deal in most cases with small businesses, 
which is a very important factor. I am just wondering, if 
you carried that theory a little further, if we have not 
already got mechanisms in other spheres that could be 
applied. For example, we have export credit insurance. 
Why should we not have regional monetary insurance, or 
regional credit insurance? Why should not we encourage 
the provision of credit to those regions that are depressed 
or underdeveloped, in the same way as we encourage 
exports? Or, I was going to speak of loans to the Wheat 
Board, but they are at a very low rate of interest and I 
do not think we should go into that. 
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Senator Hays: It would make barley too cheap. 
Senator Molson: Yes, there would be two prices. 


Dr. Graham: Senator Molson, this is a most interesting 
suggestion. One thing I would like to consider more 
carefully is what element of subsidy is involved in differ- 
ential interest rates and, if there is, if this is the best way 
of doing it. 

I think the point is that if there is indeed a bias in the 
capital market, plus some imperfections in the capital 
market, this would be the main ground for having a 
subsidy. I would be very much in favour of looking at it 
in your way—which, as I understand it, rather supports 
the idea of this experiment with the Industrial Develop- 
ment Bank. 


Senator Molson: It would be broader, really. The IDB 
would be subsidizing because it is public finance really 
and public funds. 


Dr. Graham: I do not know whether the IDB operates 
at a loss or not. Of course, it depends on how you 
calculate it. 


Senator Burchill: They operate at a very good profit, 
doctor. 


Senator Molson: Capitalized. 


Dr. Graham: I do not think the Industrial Development 
Bank should be operating at a profit, if it is doing its job. 


Senator Smith: Hear, hear. 


Senator Grosari: And at times, at fantastic interest 
rates. 


Senator Manning: What I want to come back to is 
really the objective of this committee, as you appreciate, 
to try to make some meaningful recommendations to the 
Government of Canada on how these inflationary pres- 
sures might be contained, without creating as large a 
mass of unemployment and stifling economic growth. 


It seems to me that this gets back to having to recom- 
mend some rather specific techniques. You mentioned 
several times today—and I think this is widely accept- 
ed—that this nation has the resources. We have the 
physical potential; certainly, we have a more desirable 
economic structure than we are enjoying today. I think 
one of the things lacking is political fortitude to do the 
things that need to be done. I would suggest that what is 
sometimes interpreted as lack of political fortitude is the 
practical problem that governments face in being certain 
that they have a technique or set of techniques which 
will be effective. Because their advisers are very similar 
to what we have found in this committee, a great deal of 
virgin opinion as to what is the best technique to use. 


To boil all this down, what I am really asking you is: 
Having regard to our functions and our objectives as a 
committee, could you zero in on any specific techniques 
that we could profitably recommend to the Government 
of Canada, having regard to where we have to start 
from, the mess we are in today—and that is what we 
have to work our way out from, not to an ideal society, 
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which you say we can never get to, but something that 
would be certainly better than what we have now? I am 
trying to get down to specifics rather than generalities. 


Dr. Graham: Yes, Senator Manning. Even if we were 
able to define the sort of society we wanted, we probably 
would not be able to move to that very quickly. We 
would still have to deal with what our situation was at 
any given time. 


I think that probably the major specific suggestion that 
I have made is the giving of a lot of attention to things 
that need doing in urban areas, and also to some extent 
in rural communities, in any case about which there can 
be very little doubt that we are not in many of these 
areas in danger of perpetuating something that would 
turn out not to be viable and not to continue, although it 
might require discrimination against some communities 
where there was not this sort of prospect, even making 
the greatest allowances for maintaining any community 
that has established itself, and so on. 


There are great opportunities here for working, to 
some extent, through the provinces and through the 
municipalities to support all sorts of what would general- 
ly be agreed as worthwhile projects in the case of educa- 
tional, recreational and cultural facilities. This would 
apply particularly in the areas where the unemployment 
is greatest. Where we are simply providing the necessary 
financial resources we have administrative structures 
which could get these funds moving quite quickly 
through the provinces to the municipalities; to some 
extent they could be used directly by the provinces. 


I have been very much involved in this area, having 
taken part in the report that led to the reform of munici- 
pal government organization in New Brunswick. Just 
recently I have become chairman of a royal commission 
in Nova Scotia on education, public services and provin- 
cial-municipal relations. I have been involved in a study 
of educational finance in Newfoundland as well. We are 
quite clear about many of the kinds of things that need 
to be done, about which there would not be very much 
argument. Much of the structure is there and it just 
needs the funds to be fed into it. 


This is the kind of investment that cannot help but 
support other kinds of investment that will strengthen 
the industrial base. The community becomes generally 
more attractive in that way, not only to the people living 
there but to any sort of industry that might want to 
expand there or consider moving there. 


Incidentally, if I may refer back to a point made by 
Senator Inman, Senator Inman mentioned that there did 
not seem to be very much real poverty in Prince Edward 
Island. This does not apply to all areas of the Atlantic 
provinces or other parts of the country. Anybody who 
has been through northern New Brunswick, and other 
areas that I could mention, would know what poverty 
there really is there. There has been a development 
program there that has never really got off the ground, 
probably because of lack of funding. It seems to me that 
it was rather well conceived in building towards the 
development of an economic base as well as being a 
general face-lifting of the social capital of the area. This 
is the kind of thing that I would be inclined to look to. 
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We are getting into an area of fiscal policy, which is the 
most flexible sort of instrument we have. Our unemploy- 
ment is always in particular areas. Taxation policy does 
not hit those particular areas awfully well, but fiscal 
policy can. It can be made just as regionally sensitive 
within provinces as we care to make it. I do not think 
that in this area, as in some other areas, the administra- 
tive skills that are required are so lacking. 


Senator Manning: If I understand correctly what you 
have said, this involves a rather massive expansion of 
public expenditures or expenditures in the public sector, 
which means a period of perhaps rather heavy deficit 
financing and so on. Would you have any views as to 
specific measures to stimulate the private sector such as 
the merits of tax reductions or tax adjustments to create 
stimulus to the private sector? 


Dr. Graham: I would be in favour of tax reductions as 
a measure that would work quite quickly, but I think 
that the kind of measure I suggest would have a tremen- 
dous impact on the private sector. And looking ahead, as 
we become more and more affluent in spite of our pre- 
sent problems, it is going to become more and more 
important to concentrate on how people are going to 
occupy themselves. I do not think that having all sorts of 
little hobbies and making wooden objects in a workshop 
is the kind of thing that is going to take care of that 
situation. I think we need to increase vastly our recrea- 
tional and cultural facilities. For example, the cultivation 
of music in schools, which is often regarded as simply a 
frill, I would regard as being one of the most important 
kinds of thing we can do for people to give them some- 
thing that is of real value in their lives and from which 
they can get real pleasure. In promoting this I am looking 
ahead to see what kind of society we expect to have in 
the next 25 years, and this is certainly the view I am 
taking with respect to this royal commission which I 
mentioned. Let us ask what kind of facilities a communi- 
ty ought to have to provide a good life for the people in 
it and to take account of the changing life styles we can 
expect to see. I think it does not take a great deal of 
looking into the future to see some kind of things that 
can be done that will help to sustain and support the 
kind of society that we will see in the future, and that 
can be done quite quickly. 


The Chairman: I wonder if I could ask a supplemen- 
tary to your question, Senator Manning? In connection 
with the question that Senator Manning has asked and 
following on from Senator Laird’s previous question as to 
the financing of this initiative, should we, in your judg- 
ment, be making better use of what I will call “consump- 
tion taxes” in Canada? Here I ain thinking of sales taxes 
and value-added taxes, with appropriate reductions for 
those items that are necessities or that are consumed by 
the broadest number of Canadians, and with a higher 
rate on those items that could be considered luxuries. 
Would we be better able to stabilize our economy and 
achieve the objectives you are talking about by the 
greater use of such taxes? 


Dr. Graham: I think this has real _ possibilities. 
Although I am not particularly enamoured of the value- 
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added tax which is an alternative to a retail sales tax, 
except that you are getting smaller bites along the way 
rather than one big bite, I think it might be more accept- 
able on that basis. But I think that although the sales tax 
is often regarded as a regressive tax, with the kind of 
exemptions which we generally have for it, it does not 
stand up too badly in this respect. I do not think that you 
can look simply at the tax side in any case; you have to 
look at the balance between the benefits and the tax 
burden which the taxpayer is experiencing. If you find 
that those who are in a large measure paying the tax, 
which will be those in the lower and medium income 
groups, are also getting very substantial benefits, perhaps 
more than in proportion to their contribution of these 
taxes, on balance, taking both the tax burdens and the 
benefits from expenditures into account, you have what 
is really a progressive element in your fiscal structure, 
rather than what is generally regarded as a regressive 
one. 


The Chairman: 
exemptions. 


Especially if you have’ goods 


Dr. Graham: If you have not too many exemptions, 
except for food and a few major basic ones of this sort, 
then I think by that means you take care of much of the 
regressivity. I think that Carter was on the right track 
when he suggested that this is a kind of tax which might 
eventually be left to the provinces, which the major 
income taxes, or at least a reasonably large share of 
them, being kept by the federal Government. 


There is a problem of too much transfer of these taxes 
to the provinces at the expense of the kind of control 
over fiscal policy which I think the federal Government 
needs to have. I think it has enough for the moment, but 
if you had too much more transfered, then that control 
might be eroded. 


There are some opportunities for the use of fiscal 
policy through expenditure taxes, but I do not think they 
lend themselves quite so readily as do the income taxes. 
However, there is some merit in this. 


The Chairman: Yesterday Dr. Wilson indicated that in 
his econometric study, if you could be assured that the 
reduction in sales tax would be passed on, the effects on 
growth, employment and inflation—the price level— 
would be greater than for a corresponding reduction in 
income taxes. 


Dr. Graham: Yes, because there is a more direct 
impact on consumption. The problem there, as Professor 
Wilson probably pointed out, is that prices are very 
sticky in the downward direction, and that would elimi- 
nate the lowering of the sales tax. 


The Chairman: He thought that might be a function for 
the Prices and Incomes Commission. 


Dr. Graham: What your question leads to is that 
income taxes are already quite high and they are paid 
very heavily by the middle income groups. Since this is 
the group upon which the maintenance of society 
depends in very large measure, this raises a broader 
social question, as to whether people want to go on 
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working their hearts out in this group, which in many 
respects consists of the leaders and sustainers of society, 
and whether there is not a real danger of impairing the 
incentives of this group. If there is, then this, in itself, is 
an added argument for looking towards somewhat higher 
consumption taxes as an alternative to higher personal 
income taxes. 


Senator Smith: I hesitate to reopen a subject which 
was touched on earlier this morning, particularly in view 
of the fact that I am not a member of the committee. 
However, I would like to make a few comments with 
regard to the place of the growth centre concept in 
regional development. I know that Dr. Graham has done 
work in this area. 

As a background to my question, let me point out that 
the provincial governments in general in the Atlantic 
area, and in the Province of Nova Scotia in particular, 
had been urging the federal Government to recognize the 
need for extending the incentives program for industrial 
development to some of the urban areas. It is only in the 
last few years that the federal Government yielded, and 
they have now entered into that. It has brought some 
disparities along with whatever benefits it might bring, 
and it is disturbing to those of us who live in other parts 
of the province that some federal grants are now going to 
such things as the building of both secondary and high 
schools. In a situation in which investigation reveals that 
comparable homes in the city of Halifax are paying less 
taxes to their municipality than are paid in some of the 
small hamlets, I ask is it all worth while? Will this work 
out to the general advantage of the whole region? 


Dr. Graham: Yes, Senator Smith. On your very last 
point, I know this is not central to your question, but it 
must be borne in mind that property values are excep- 
tionally high in Halifax. 


Senator Smith: I am speaking of dollars of taxes paid. I 
have made a personal investigation and find that I pay 
more than my friends. 


Dr. Graham: I am certainly aware of some of these 
calculations. 

Returning to your main point, the theory of the growth 
centre approach, to which I in part subscribe, is that 
if we are to achieve industrial development in an area 
such as the Maritimes in the field, for instance, of 
secondary manufacturing, which does not have all that 
much going for it, there is a very strong tendency on 
the part of firms to favour large centres, such as Toronto 
and Montreal. 

Although Professor Roy George’s study on industrial 
location indicates a preference of firms to locate in 
Ontario and Quebec rather than Nova Scotia, the advan- 
tages are, if anything, very marginal. However, there are 
non-economic factors that lead them there. Although in 
the case of many industries the economic advantage of 
locating close to a large metropolitan market is no doubt 
important, the theory of the growth centre, particularly 
with respect to an area such as Halifax-Dartmouth, is 
that if there is to be any major generation of economic 
development there must exist something approaching a 
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decent metropolitan area which will provide the neces- 
sary labour market and ancillary services. 

This will also cause many, to use the economist’s term, 
linkages with respect to other communities and areas in 
the Atlantic provinces which, by virtue of this develop- 
ment will find other things will become possible. These 
other areas will then be served by the services, indus- 
tries, machines and trades developed in the Halifax-Dart- 
mouth area. 

I do believe that there is a strong argument. This is the 
closest we have to a metropolitan centre in the Atlantic 
provinces. It is very small indeed compared with many 
other cities in Canada. However, there are great advan- 
tages to developing and making it a really viable met- 
ropolitan area. It is not a bad thing for DREE to put 
money into infrastructure and, indeed, schools, if it is 
going further than that and developing a rational frame- 
work for development in that region. 

With respect to the last point, I have been unable to 
obtain any assurance from DREE officials that they are 
doing this. 


Senator Smith: That they are what? 


Dr. Graham: Attempting to develop a rational frame- 
work for economic planning in the Atlantic provinces 
rather than simply taking steps that are more or less 
acceptable now and need to be done. 

Therefore, although I think the concentration of 
growth and growth centres is partly an act of faith, 
seems to be a sensible thing to do and, in part, is sup- 
ported by fairly strong arguments, on balance this is 
where the present push should be made. 

Then we come to the second point, that if we have a 
clear notion of what the potential for development is in 
the region and a rational structure for planning that 
development, it will take into account potential of the 
other communities in the area to relate to this overall 
scheme. I would be a bit concerned about too great a 
preoccupation with the growth centre approach, but I 
think that that in itself, as a part of the story, is one that 
should be given high priority initially; and I would sup- 
port it. 


Senator Smith: I begin to have some more serious 
doubts about the effectiveness of the concept when I note 
that the Michelin Tyre Company, for example, chose to 
go into two relatively small townships in my province, 
one in my area and one in Pictou County. They are both 
labour intensive, and I must make the assumption that 
they looked in those particular areas and saw other allied 
industries that were potential suppliers of trained labour. 
They looked at the vocational schools situation, at the 
basis, in one instance, of the fishery industry, and of the 
pulp and paper industry, with their great experience. It 
must have looked really good to them. If Halifax looks 
better, why did not Michelin go to Halifax and take 
advantage of this growth concept? 


Dr. Graham: Halifax would not look better to all 
industry. Of course, there are some that will prefer a 
location elsewhere, and this is fine. I certainly would not 
argue for putting everything into Halifax. 


Pa 
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Senator Smith: I do not expect you to comment too 
much on this, but I am also worried about the acceptance 
of a trend that has been forecast, not too many years 
from now, which will result in seven or eight million 
people living in Toronto, another six or seven million in 
Montreal, another three million in Vancouver. I do not 
want to see Halifax become another semi- or potential 
Montreal metropolitan area, when there is a better way 
of people living their lives. 


Dr. Graham: I completely agree. I think the Maritimes 
have a tremendous amount going for them as people get 
fed up with being trapped in these places. I could not 
agree more. 


Senator Smith: Thank you very much. 


The Chairman: I would like to thank honourable sena- 
tors for their questions. On their behalf I would like to 
thank you, Dr. Graham. You have given us a very useful 
over-view. As I said at the beginning of your testimony, 
this committee is very interested in the regional aspect of 
monetary and fiscal policy and stabilization policies gen- 
erally. Your thoughts on this will be most worth while. 
Thank you very much. 


Dr. Graham: Thank you very much, Mr. Chairman. I 
would like to say again how very pleased I am to have 
had this opportunity of meeting with you, and how 
wholeheartedly I support the initiative that the commit- 
tee has taken. 


The Chairman: We appreciate that greatly. 
The committee adjourned. 


Upon resuming at 4 p.m. 


The Chairman: We will resume our hearings. I should 
mention to our guest that the number of senators present 
will increase markedly as time goes on. There is a 
debate on the rules taking place in the Senate at the 
present time. 


Honourable senators, I would like to introduce to you 
Dr. André Raynauld, Professor in the Department of 
Economics, University of Montreal. He received his doc- 
torate from the University of Paris. Dr. Raynauld has 
very wide experience in the field of economics, and he is 
of particular interest to this committee because he is 
going to talk to us about regional growth and the region- 
alization of monetary policy, an area in respect to which 
there is a great deal of disagreement as to its workability 
and one in which we, as a committee, have to concern 
ourselves, to a great extent. I shall now turn the meeting 
over to Dr. Raynauld. You have his paper before you, 
and I will ask him if he will review it with us. 


[Translation] 

Dr. André Raynauld, Professor, Department of Eco- 
nomics, University of Montreal: Mr. Chairman, Honoura- 
ble Senators, it gives me great pleasure to come and 
speak to you this afternoon. I greatly appreciate your 
inviting me to participate in your important hearings. I 
shall try in a few words to present to you the basic facts 
of the brief in front of you. 
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The first point that I would like to raise concerns the 
nature of regional disparities. In my opinion, we speak of 
regional disparities in too general terms. Regional dis- 
parities take various forms and these various aspects 
should not be treated in the same way. In particular, I 
am referring to the disparities which can be described as 
disparities in income, on the one hand, and disparities in 
unemployment on the other. 

These two categories of disparities should be kept 
apart because the first really relates to considerations 
regarding general economic development, to structural 
phenomena, for example, the demography of the people 
concerned, whereas disparities in unemployment depend 
on the situation, are short-term problems and such dis- 
parities can be alleviated through stabilization policies. 


Since the terms of reference of this committee relate 
mainly to economic stabilization, I thought it advisable to 
point out the disparities in unemployment; contrary to 
what is generally put forward, disparities in unemploy- 
ment can be lessened by policies which will stimulate 
overall demand in the various regions of the country. In 
other words, unemployment is not necessarily structural 
in nature, and one should not await the end of the world 
before giving thought to reducing it. 


To show that this unemployment is due largely to the 
existing situation, there are very few studies, but one to 
which I refer in my text shows that the variations in 
unemployment are of comparable scope throughout all 
regions of the country. so that when unemployment 
increases across the country it increases in the main 
regions of the country and, inversely, if unemployment 
increases in a region, it is because unemployment is 
increasing generally throughout the country. Therefore, 
there is a very close relationship between the variations 
in the unemployment rate from one region to another. 
Until now, emphasis has always been placed on the dif- 
ferences between unemployment rates. Great stress has 
been placed on the fact that in the Atlantic Provinces, 
for example, the unemployment rate may practically 
always be three per cent higher, for example, than the 
national average. Similarly in Quebec, the custom is to 
stress mainly the differences in the levels of unemploy- 
ment and usually this is done in terms of the Province of 
Ontario, and we observe that such disparities have been 
relatively constant through time, and that they range 
from two to three per cent. 


Moreover, this disparity has increased by one per cent 
during the sixties. Thus, disparities have been stressed 
during the sixties. Because unemployment has been pre- 
sented in this way, the conclusion is generally drawn that 
such disparities were of a structural nature and that 
unemployment could not be reduced in the depressed 
provinces, so to speak, of the country, by stabilization 
policies. On the contrary, when this problem is raised, we 
fall back on manpower policies, on changes in the indus- 
trial structure. Obviously such disparities are explained 
also by the differences in the level of training of the 
labour force, and so on. 


On the other hand, if unemployment rates vary simi- 
larly from one region to another, for me, this is an 
indication that when we take two years and when we 
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compare unemployment, in one province, and when we 
observe that in the first period, during the first year, let 
us say, I am taking 1956, and when we find that the 
unemployment rate in the Province of Quebec was let us 
say, three per cent and when we find that in 1971 the 
unemployment rate was eight per cent, we forget that 
this unemployment rate could perhaps be reduced from 
eight to three per cent if, in the past, we were able to 
do so during a period of economic expansion. If this is 
true, it means that unemployment depends on the eco- 
nomic situation and if we have not been able, so far, to 
reduce it further, this is perhaps because the stabilization 
policies are not adequately effective, and that conse- 
quently the emphasis should, if you like, be placed more 
on short-term stabilization policies. 


Consequently, this observation whereby this unemploy- 
ment would be sensitive to stabilization measures, is that, 
when we observe the well-known Philipps curves at the 
national level, it is obvious that these Philipps curves are 
influenced by disparities in unemployment and that, if 
we calculated these curves for given regions, the shape of 
the curves, and where such curves are situated on an 
appropriate graph, we would see that the curve is much 
closer to the origin and, consequently, that the conflicts 
between inflation and unemployment are less acute than 
it appears when you calculate those conflicts, or this 
relationship between prices and unemployment at the 
national level. 


In other words, if we notice that unemployment is 
greater in one province than another, when we take 
a national unemployment level, the high average is 
higher than it would be otherwise if unemployment were 
more equally spread out and, consequently, we find our- 
selves stressing this famous conflict which is bothering us 
a great deal at the present time. 


Moreover, this is not a new idea since Professor Lipsey 
has already advanced it. He has shown precisely that the 
greater inter-regional disparities in a country are, the 
more the objective conflicts might be accentuated. When 
we examine, not unemployment, but the evolution in 
prices from one province to another in Canada, we 
observe that the differences and disparities are much 
smaller. Prices are spread, the variations in prices are 
spread much more quickly from one province to another 
because, obviously, a much more homogeneous market is 
assured when we speak of a product such as aluminum, 
or mass-consumption products, we are part of a much 
more homogeneous market than the labour market. 


This is why I have concluded that stabilization policies 
regarding prices should of necessity be a national policy. 


With regard to unemployment, since their markets are 
much more distinct, it would perhaps be advantageous to 
examine the existing possibilities for regionalizing full- 
employment policies to policies on stimulating overall 
demand. 


What are the possibilities for intervention where sta- 
bilization is concerned? 


Let us say, first of all, that it appears to me that it is 
difficult to regionalize monetary policy, at such time, if 
the monetary policy is defined in relatively simplistic 
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terms, such as the management of the money supply or, 
even, the management of interest rates on liquid assets 
and cash reserves. 


In fact, it would be difficult to imagine that with the 
considerable mobility of capital—and I mean the regional 
mobility of capital—it would be difficult to imagine that 
this regional intervention policy, directly, would not be 
cancelled out by capital flows which would precisely 
attempt to profit from the disparities which would exist 
in the interest rates, and in the supply of short-term 
liquid assets, in financial institutions. 


However, I mention in my text that I am slightly less 
categorical than most observers on the difficulty in 
regionalizing the monetary policy at such time, because I 
observe that the interest rates are not necessarily the 
same from one region to another—because I observe that 
the mobility of capital is total, and that in certain sectors, 
on the contrary, I observe substantial disparities. The 
interest rate on mortgage loans, for example, are interest 
rates which are not uniform across the country, probably 
because the type of capital, the type of savings in that 
sector, it is a sort of capital which is less mobile than, for 
example, bank deposits and liquid assets in large national 
enterprises. 

Be that at it may, despite the reservations I may 
express on that so-called total mobility of capital—despite 
that reservation, I am not in favour of any attempts to 
regionalize the monetary policy. 

On the other hand, I would not rule out certain 
attempts being made, such as I mentioned in passing, but 
I confess not having studied it thoroughly—the formula 
which was proposed to modify, on a regional basis, the 
coefficients of cash reserves in banks. I say, a priori, that I 
do not find that idea absurd; I think that, insofar as such 
a formula lowers the costs of bank credit, that we should 
have some positive effect, even if I believe that such 
effects would be weak and perhaps even negligible. 

Therefore, it is not in this area that I seek effective 
intervention tools; I seek more effective intervention tools 
from the taxation aspect. First, I want to express my 
surprise in seeing that such effective tools as taxation 
by sthe provinces have not been used in the past for 
stabilization purposes. The provincial governments have 
always been regarded as governments whose behaviour is 
anti-Canadian, or ante-Canadian—where they have not 
learned that a budgetary deficit can stimulate economic 
activity—and they leave this responsibility entirely up to 
the federal government. At a time when the federal 
government no longer raises more than half, and even a 
little less, of the taxes in Canada, it would be advisable 
to review this notion, and to try to review taxation by 
the provinces with a view to close co-ordination with 
federal policies. 

In order to see the importance of this intervention tool 
in a federal system, we need think only of a unitary 
system. There would be no other levels of government 
with taxing and spending powers and there we would 
observe that the central government would be placed in a 
much more difficult position for regionalizing its inter- 
vention machinery, which is not the case in a federal 
system like ours. 
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This said, there are two other reasons why the prov- 
inces have never used taxation for stabilization purposes, 
and neither of them squares with a fundamental opinion, 
as to the possibility, in a provincial economy, of applying 
stabilization policies through taxation. 


The reason advanced for doubting the effectiveness of 
a taxation policy at the provincial level is that the pro- 
vincial economy is too open to external pressures, and 
that any intervention in a province’s spending goes out to 
other provinces and that, consequently, it is useless to try 
to stimulate the economy of one province without stimu- 
lating the neighbouring province at the same time. 

A paper has just come out on that, which I mention in 
my text here, which shows that, on the contrary, it would 
be possible to use provincial taxation to stimulate the 
province’s economy, without incurring as _ substantial 
losses as they say. 


Quite on the contrary, arithmetical examples are given 
in the text; it is possible to show that if there is an 
increase in expenditures in a region, like the Province of 
Quebec, leakages out of the province represent a relative- 
ly small fraction of the increase in the initial 
expenditure. 

On page 11, I show that if expenditures such as those 
were made in the Province of Quebec, 72.6 per cent of 
the increase in revenue would remain in the Province of 
Quebec and only the difference would represent increases 
in revenue outside the Province of Quebec. 


It is even possible to show, inversely, that if you 
increase expenditures throughout the country, but 
excluding the region about which I am speaking, the 
effects of this increase in the rest of the country are very, 
very minor in the regions which concern us, this essen- 
tially means the Province of Quebec and the Atlantic 
Provinces; the effects are very minor; they are so minor, 
according to that study, that personally I am not abso- 
lutely certain that the figures given can be accepted. But, 
even if those figures were not correct, following a more 
thorough analysis, the fact remains that the effects are 
going to remain much weaker than one imagines, than 
one imagined, and that one supposed, in Canada, in the 
past. 


This makes short work of an argument, once again, 
which I describe as fundamental, because it is quite 
certain that if one could not imagine taxation policy at 
the provincial level, or a federal policy which would 
regionalize, as a result of the fact that leakages are too 
great from one province to another, it is well understood 
that it would probably be necessary to be satisfied with 
the substantial differences observed today in the unem- 
ployment rates from one province to another. 


But if, on the contrary, those results are valid, then 
that indicates that there is a good possibility, and one can 
be optimistic about the possibilities of stimulating 
demand in a region, without necessarily stimulating it in 
another region and, consequently, it seems to me that 
such results are very interesting. 


The last point that I raise in the text deals with 
another difficulty which the provinces have always had, 
of applying a fiscal stabilization policy. The difficulties 
the provinces have had, and still have, are that they 


cannot readily finance budgetary deficits and which they 
might, moreover, want to do, to stimulate the economy in 
the province, or inversely; they cannot have budgetary 
surpluses as large as they would like, to restrain expan- 
sion in a province—because, financially speaking, the 
provinces are placed in a situation which is entirely 
different from that of the federal government, and this 
situation, obviously, refers to access to what can be 
called the ultimate sources of liquidity—which is the 
Bank of Canada. 


The federal government, when it has a budgetary defi- 
cit, and when it, by the budgetary defic’t, stimulates the 
economy as a whole, can finance its deficits when it 
deems it advisable, by an injection of new money, by the 
sale of its securities to the Bank of Canada and, in so 
doing, is stimulating the economy of the country even 
more, as a result of that injection of money. 


In the case of the provinces, when they have to finance 
their deficits out of the market, they counteract, to some 
extent, the expansionary effect of the budgetary deficit. 
Consequently, the provinces say, “Why have budgetary 
deficits? As a result, I have a higher debt, and I have not 
stimulated the economy of the province; I counteracted it 
by selling securities on the provincial market; therefore I 
wiped out the liquid assets of the province’s economy in 
exchange for a higher debt.” 


That is a very well known problem, and it seems to 
me, if we want the provinces to apply a stabilization 
policy in the future, we must find a solution to that 
difficulty. 


Senator Beaubien: At the federal level, there is much 
the same problem; this year the federal government is 
going to have to sell at least two billion. Well, it is well 
and good to put all that in the bank, but they neverthe- 
less have to find an enormous sum. Is it not the same 
problem with the provinces? 


Dr. Raynauld: No, the problem is very different, be- 
cause there is the possibility of having its bonds financed 
by the central bank; the possibility exists. When I am told 
that it is not advisable to sell, I would say that I under- 
stand that it is not advisable to sell all the securities, 
without going to the market, that is entirely correct; but 
the possibility exists, in the federal government’s calcula- 
tions, when it decides to apply a certain fiscal policy. 


As for the provinces, since such access to the central 
bank does not exist, each time a province decides to 
increase its expenditures, without raising its taxes, at 
such time it must ask itself the question, who is going to 
buy the securities of the province in question—and the 
securities are purchased by the economy of the province 
as such; at such time, the government has cancelled out 
its expansionary effect, which it wanted at the outset. I 
would be the last to think that access to the central bank 
is a universal panacea—and we can come back to that 
shortly, if you like; but I think that the fact is there at 
the outset. 


Personally I am not in favour of the provinces having 
direct access to the central bank; I am not in favour of 
the sale, in other words, of provincial bonds to the Bank 
of Canada; I am not in favour of that for two reasons; 
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first, such sales of bonds by the provinces, to the central 
bank, would raise serious policy difficulties; that would 
raise policy difficulties because there is a very close link 
between the financing of bonds of a province and the 
over-all financial obligations of that province—and it 
would hardly be conceivable for the Bank of Canada to 
purchase such securities from the provinces, without ever 
giving any opinion to the provinces concerned on the 
state of their economy, on the state of their finances. 
Then, it would be difficult also to indefinitely conceive of 
the provinces who sold securities to the Bank of Canada 
not raising the question as to whether they should not 
have representatives on the board of directors of the 
central bank since the board of directors of the central 
bank would affect them greatly in their financial manage- 
ment and, consequently, in all their fiscal policies. 


Senator Langlois: Do you not think, Dr. Raynauld, that 
the time has come when they are beginning to exchange 
this kind of information between federal and provincial 
agencies? Without that, it is a case of the deaf speaking 
to the deaf? 


Dr. Raynauld: Yes, of course. In addition to that, I 
think that a second reason why I am not in favour of 
provinces having access is that there is a _ technical 
reason; it is very difficult for the central bank to decide 
On purchasing provincial bonds without asking questions 
on many other aspects, and it is not certain that, in order 
to regulate the money supply throughout the country, the 
Bank of Canada have anything to do with the purchase 
of provincial securities. 


It does not have to purchase provincial securities in 
order to regulate the money supply in the country and, 
for that reason, that still seems like a decision which was 
taken not for technical reasons but for political reasons. I 
do not think that it is sound. Consequently, I thought of 
creating an agency which would be a kind of intermedi- 
ary between the central bank, the federal government 
and the provincial governments, an agency which I 
would call a regional stabilization fund. 

With your permission, Mr. Chairman, I think that I 
would prefer to read what I have prepared here, so that 
there will be no ambiguity on the precise character- 
istics that this regional stabilization fund would have. 


Senator Beaubien: What page is that? 


Dr. Raynauld: On page 13. The first component of this 
UNC 


[Text] 


The Chairman: One moment, please. In the English 
text, it would be page 11 and page 13 in the French. 


[Translation] 

Dr. Raynauld: Well, once or twice a year,—excuse me 
the first component of this stabilization fund would be as 
follows: first, once or twice a year, the provinces and the 
federal government would together make an analysis of 
the economic trends for the next 6 or 12 months. This 
analysis would deal with the economy as a whole and 
with that of each of the provinces. 


Secondly, the provinces and the federal government 
would submit their views on what kind of fiscal surplus 
or deficit would be appropriate to the circumstances, for 
the economy as a whole and for that of each of the 
provinces. One might say, for example, that there should 
be a federal deficit of $200,000,000 (this is an example) if 
we stick to general conditions in the country, the prov- 
inces should have, one a deficit of $50,000,000, another a 
surplus of $20,000,000 (these are still examples) having 
regard to the conditions in each province. 


For the first two stages, we propose that the provinces 
and the federal government meet together, but we have 
avoided saying that they should come to an agreement. 
The truth is that it is not necessary for the functioning of 
such a fund that the provinces agree on anything at all 
nor even, if it comes to that, that they should meet 
together. Policies could be analyzed and oriented by 
experts, whether or not they represent the parties con- 
cerned, or even by the federal government acting alone. 


Thirdly, a federal fund is set up which buys the short 
or medium-term securities of those provinces which it 
has been agreed must run up deficits. The securities must 
mature in not more than five years. The amount of 
securities bought is also equal to the size of the deficit 
judged desirable, and is determined in advance by agree- 
ment between the province concerned and the stabiliza- 
tion fund. As a result the province is left entirely free 
regarding the other aspects of its fiscal policy, just like 
the federal government. If a province wants to run up a 
larger deficit than what has been planned, it must finance 
this deficit by ordinary means. 


Fourthly, the federal fund issues its own securities and 
sells them, either on the market or to the Bank of 
Canada. The first year, the fund’s securities would proba- 
bly be sold entirely to the Bank of Canada because they 
would correspond to a need for net additional liquidities. 
In subsequent years, however, the provinces, which 
would be obliged to refund their securities only when 
surpluses are judged desirable, will have to issue new 
debentures to replace the first, and the fund will do the 
same in its turn. Depending on the market conditions, the 
fund would then decide... 


[Text] 


The Chairman: Could you explain that last sentence a 
little more fully: 


In subsequent years, however, the provinces, which 
would be obliged to redeem their securities only in 
the event of surpluses considered desirable, will have 
to issue new bonds to replace the original ones, and 
the fund will do the same. 


[Translation] 

Dr. Raynauld: Yes; suppose we’ve reached the sixth or 
seventh year of operation of this fund. The province, 
which sold its securities to the fund earlier on, sees its 
securities maturing. That year, it happens that the prov- 
ince should have, not a budget surplus, but a deficit, 
because conditions in the province so indicate. Conse- 
quently, that province will need net additional liquidities, 
say of $50,000,000, but will have to repay the $50,000,000 
it borrowed a few years earlier. Consequently, that prov- 
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ince will in that case have to issue $100,000,000 worth 
instead of $50,000,000 worth, and $50,000,000, of it will be 
the net additional liquidities. In that case, the stabiliza- 
tion fund is not obliged to sell $100,000,000 worth to the 
Bank of Canada, the need for liquidities being 
$50,000,000. 


So, the fund could sell those securities on the market. 
Senator Beaubien: $50,000,000? 


Dr. Raynauld: The $50,000,000 that represents only the 
debenture renewals. I’m simply saying that generally, the 
stabilization fund will decide itself to what extent it 
should go to the market and to what extent to the Bank 
of Canada, and this will be done in the same way as is 
now done between the federal government and the Bank 
of Canada. So, I’m saying that once again, according to 
current conditions, they can decide that it is advisable, 
and the Bank of Canada makes that decision, that the 
bank buy part of the bonds issued in this or that week, 
and it would be the same thing for the stabilization fund. 
Consequently, the fund.. 


[Text] 

The Chairman: Do I gather from that, that when the 
refunding occurs, the stabilization fund must accept the 
refunding issue unless the province is in a_ surplus 
position? 


Mr. Raynauld: Unless the province is in a surplus 
position. 


[Translation] 

If that isn’t accepted, then in that case, again, the 
operations are cancelled. I think that what the fund 
should obtain from a province is that, when it is judged 
that that province’s fund should not have a deficit, the 
province must repay the loans it has made with the fund. 
Now, such a situation is no different from that of the 
federal government today. Today, the federal government 
decides, according to conditions, whether it is advisable 
to repay a debt or not to repay the debt. 


Senator Beaubien: Doctor, would there be only one 
fund for the 10 provinces? 


Dr. Raynauld: Yes, sir. 
Senator Beaubien: Only one fund? 


Dr. Raynauld: Yes, only one fund. 


[Text] 


Senator Beaubien: It would just be another step for the 
Bank of Canada which would... 


The Chairman: I understand what the fund is about. 
What I am having difficulty in understanding is what 
happens on the refunding of the securities. 


Senator Beaubien: He is making a point that one prov- 
ince would, after the caisse had been running for five 
years, have $50 million in bonds which would be coming 
due. If it was decided that the provinces needed extra 
cash then the province would sell $100 million to the 


caisse populaire which would in effect roll over $50 mil- 
lion, and they get $50 million new cash. 


The Chairman: The way I defined that was if the 
province was in deficit at the time of a refunding then 
the fund would have to accept the refunding issue for 
another five years. 


Senator Aird: Could I simplify what I think is on your 
mind, and certainly on mine. Does this mean the fund 
stays at $200 million, or does it increase? 


The Chairman: That is right. Also, a similar question 
to that is: Does it mean that when a province is in 
surplus after having borrowed from the fund the surplus 
must be used as a first charge to pay off those issues that 
are maturing at that point? 


Senator Beaubien: I think Dr. Raynauld makes the 
point that the province and the bank, after discussion, 
would decide what was the suitable thing. If the province 
needed to have the money, because it had a lot of unem- 
ployment, then it would get the extra money; if, on the 
other hand, they wanted to cool down the economy then, 
of course, they would, and the province would have to 
use the surplus money to pay off the bonds. 


Senator Aird: Senator Beaubien, the point he makes in 
the last sentence is that the fund would then decide. 
This, I think, is what the Chairman and I are concerned 
about. This discretion lies in the fund, whether or not to 
decide to go to the market or to the Bank of Canada. 
What I would like to know is: Does this fund stay at $200 
million or does it increase? 


[Translation] 

Dr. Raynauld: Mr. Chairman, about that point, it goes 
up. It doesn’t stay at $200,000,000. The example I gave 
there is only a point of departure, and it could very well 
go up for the previous years. However, I wouldn’t want 
to lay down strict rules about the functioning of that 
fund. I think it should be an independent fund and 
should manage its funds in the same way as any financial 
institution. There should be an agreement made between 
the borrowers, as in any financial institution, and such a 
fund could have much greater resources if it were,—if 
the administrators of that fund consider it advisable to do 
so. There wouldn’t be, in the beginning, any written rules 
saying: “You can’t do this, you can’t do that, it should be 
automatically paid at that time.” That would be against 
the idea of the fund, which is that that body provides 
liquidities, and provides some provinces with the 
resources, should they judge it desirable to do so. Of 
course, if one said automatically, when the security falls 
due, automatically and necessarily the province must 
repay: if we are in a year in which that province should 
be in a deficit, in that case we would cancel a fund like 
that, and in that case it couldn’t make any repayment, or 
what is called a refunding. 


Senator Beaubien: Who would decide? 
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Dr. Raynauld: The fund. 


Senator Beaubien: Not the Bank of Canada, but the 
fund? 


Dr. Raynauid: The fund, and the province is a borrower 
from the fund, and the fund is independent. 


Mr. Chairman, I was coming to the end of my presen- 
tation, and I would simply like to thank you for your 
attention to my presentation. I’m now available to answer 
your questions. 

[Text] 

The Chairman: I want to thank you on behalf of the 
committee for your most provocative suggestions. I am 
sure there will be many questions on the leakage ques- 
tion. Senator McGrand will commence the questions. 

Senator McGrand: Mr. Chairman, I have spent all my 
life in rural New Brunswick and our guest is familiar 
with the problems of the Lower St. Lawrence in Quebec, 
and the regional disparity and unemployment that go 
hand in hand. Much of the employment in New Bruns- 
wick, and I believe in the Gaspé area of Quebec, is due to 
the poor development and underdevelopment of the natu- 
ral resources in the area. I am thinking of the forests and 
forest wealth. 


If these resources were at a maximum development, as 
they are in the Scandinavian countries, we would have 
very little unemployment or poverty. These resources are 
under provincial management. What success has been 
obtained through regional development, as carried on by 
the federal Government, in its fight against unemploy- 
ment and regional disparity? 

[Translation] 


Dr. Raynauld: Yes, Senator, your question is very 
general, and certainly very important. I don’t know 
whether I’m in a position to adequately reply to that 
question, but the remarks I would make would be as 
follows: first, generally, many natural resources come 
under provincial jurisdiction, but it is not at that level, 
personally, that I see problems concerning the stabiliza- 
tion of natural resources. What I have tried to show in 
the analysis I have just given, is that good part of the 
disparities that exist at the present time are in fact due 
to the management of the short-term economy not being 
as efficient as it should be, and that it would be possible 
to stimulate demand in those depressed areas, so that 
this stimulated demand can narrow those disparities and 
can permit a more efficient exploitation of the natural 
resources of those areas. 


That policy falls mainly to the federal government. 


Secondly, I would say, with reference to the distinction 
I made at the beginning of my analysis, between income 
disparities and unemployment disparities, that adjust- 
ments in the economy, although they are not incomes, 
have to be made by quantities, as we say in economics, 
and in that case, if we try to maintain incomes in the 
depressed areas at a high enough level, at as high a level 
as in the developing areas, in that case the disparities are 
going to appear much more in the form of unemploy- 
ment; personally, (it’s probably a quite personal judg- 
ment I’m making there) let them make adjustments in 
incomes and prices rather than in unemployment and 


employment, I don’t see any disadvantages there. Conse- 
quently, that second observation brings me also to the 
importance of the stabilization policies aimed directly at 
reducing unemployment, even at the risk of keeping the 
income disparities. I think it would be much less serious 
to have income disparities, if people could work when 
they want to. The income disparities that we’ve chiefly 
tackled in Canada are very hard to reduce. They involve 
unemployment or migration, and such adjustments are 
very painful. Such adjustments are also very hard to 
make, and because they are hard to make, we see that 
after a good many years, the disparities are still as 
accentuated as they were, perhaps, at the time of Confed- 
eration. That doesn’t mean that the federal policies were 
completely ineffective. Maybe the disparities would have 
been even greater than they are today, but it’s a sure 
thing that these income disparities haven’t been nar- 
rowed, and it would seem advisable to me to try to take 
our attention away a bit from these income disparities to 
attack unemployment more directly. 


[Text] 


Senator McGrand: Both New Brunswick and the Gaspé 
are about 85 per cent forest-covered. Some years ago a 
royal commission in New Brunswick made a study of 
the forestry in the province, and it reported that if the 
29 per cent of the forest land, which is now owned by 
the small land owners, was given the care it should be 
given, it would provide 300,000 man-days of work a 
year. That is in respect of only for 29 per cent. This 
would have a tremendous effect on unemployment and 
poverty at the present time, and would build up wealth 
as a long-term policy for future generations to use. This 
is what I was trying to bring to your attention. 


[Translation ] 


Dr. Raynauid: I thank you for drawing my attention 
to that. I think that it would be speaking in generalities 
to say that. That would be speaking in generalities, 
but of course, one cannot be opposed to a better admin- 
istration of resources by the provinces, if that is possible. 
I would be, if you like, perhaps the last one to be 
satisfied with a situation which could be improved at 
the present time. However, to be more specific than 
that, I would have to study the problem in particular, 
which I have not done. 


Senator Bourque: I had two questions to ask you, at 
the start, Dr. Raynauld. First, an explanation of the 
stabilization policy for the provinces, which you suggest 
or which you recommend, but after Senator Beaubien 
and Senator Aird, both of whom are bankers, I believe 
that you have answered their questions satisfactorily. 
Now, there is a matter that I noticed. I have a habit of 
reading all the Montreal and Ottawa French- and Eng- 
lish-language newspapers and, undoubtedly, I must have 
missed one of them. This morning I read in La Gazette 
“The Future of the French Language is Alive but not 
Progressing”. It went on to say, and I translated it. It isa 
translation of an editorial which appeared in La Presse 
this week by editorial writer Jean Pellerin, “English The 
Universal Language”. I am going to take only a few 
paragraphs. 
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[Text] 
It says: 


The French language, it’s true, no longer bears the 
prestige which it had in the last century, but neither 
is it a dead language that a few souls enjoy decrying. 
It is spoken (more or less correctly,) by some 200 
million people. 


Even here in Quebec it is becoming more and 
more rare to find, not even children, but even edu- 
cated persons capable of expressing themselves and 
writing properly in French. 


Incidentally, and by a strange twist of irony, the 
only country where French is considered a second 
language is England. Even in France, 80 per cent of 
the students learn English as their second language. 


More than a billion people today speak or under- 
stand English. 


To circumvent this burdensome difficulty, there 
remains for the Common Market, as for Quebec, a 
plan of compromise: equality of these two languages 
in official matters. President Pompidou remarks 
again and quite rightly, that French and English 
remain the “two languages which claim international 
use”. English, he adds, has the advantage of being 
able to adapt more easily to the rapid evolution of 
technology, while the French language remains one 
which cannot compare in prevision and clarity. 


The man who speaks, or at least understands 
French and English, has more and more cause to 
consider himself a citizen of the world, and this is a 
comfortable feeling for which western peoples, in 
ever-increasing numbers, are starting to strive. 

It is a long article, of course, and it mentions many 
things, but I would say that to the average citizen it is a 
difficult decision. I would like to have had time to refer 
to La Presse and read it in French. I am just wondering, 
professor, if you could give us your views on the subject. 


[Translation ] 


Dr. Haynauld: Senator, your making me put on another 
hat when you ask me a question like that. 


[Text] 


The Chairman: I think we are a trifle off the main 
stream of this inquiry. It is always a germane question. If 
the witness feels he can answer it without consuming the 
rest of the hearing time then I think he should be free to 
do so. 


Senator Bourque: Perhaps it has a bearing on econo- 
my. After all, we are studying what we can do to alleviate 
all the things we are troubled with. Judging from the 
professor’s paper, he evidently seems to have a wide 
knowledge of all existing problems, and that is why I am 
asking him. 

The Chairman: That is right. I did say, senator, that 
this was only a trifle off the main stream. Dr. Ray- 
nauld, since we have on record Professor Harry Jonson’s 
attitude to economists who fall back on sociology, per- 
haps we should hear what you have to say in your 
defence. 


[Translation] 


Senator Bourque: Now, Mr. Raynauld, you don’t need 
to answer, it’s as our chairman has just said. 


Dr. Raynauld: No, no, ’m going to answer the ques- 
tion, but I must tell you first, 


[Text] 


The Chairman: I have directed that the witness can 
answer your question. 


Senator Bourque: I just told the professor that if he 
preferred not to answer the question that I was not 
insisting on it. 


The Chairman: I think he is just itching to answer it if 
we would only let him get to it. 
[Translation] 

Dr. Raynauld: I must tell you that I was associated 
with the Bilingualism Commission for six years and that 
consequently, I’ve had a chance to think a little about 
this kind of problem that has just been raised. 


My answer is going to be relatively short about this 
matter. I think the future of the French language in 
Canada is assured, and for a very simple reason. It has 
been demonstrated that the chief factor that deter- 
mines the viability of a language is the density of the 
population speaking it. This density of the population 
speaking it is constantly increasing in Canada, it has 
always been increased, and if it is true that it is the chief 
factor that determines the future of that language, then it 
is obvious that the future of the French language has 
never been as assurd as now, quite simply because the 
French-speaking population in Canada is growing, and 
has constantly grown. 


So, that would be my reply to the question. 


Senator Langlois: Doctor, when you determine your 
density of people speaking it, are you excluding those 
who speak it poorly? 


Dr. Raynauld: I’m no judge of linguistic quality; I limit 
myself to the number. 
[Text] 

Dr. D. L. McQueen, Study Consultant: Mr. Chairman, I 
wondered if you would permit me to ask just a brief 
technical question about Dr. Raynauld’s federal- 
provincial fund. 

[Translation] 

Mr. Raynauld, you say that in the first year, the fund 
would sell all its securities to the Bank of Canada in 
order to provide, as you say, necessary additional liquidi- 
ties; but, does not this purchase of securities by the Bank 
of Canada provide a multiplier effect on the banking 
system, by supplying in this way an excessive increase in 
liquidities? 


Dr. Raynauld: We have multipliers every time we 
decide to use that kind of instrument, and when we 
determine the desirable deficit, whether at the federal or 
provincial level, when we define the desirable deficit, we 
take the multipliers into account. Consequently, we 
would have undesirable effects from too great an increase 
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in supply, but only if we calculated poorly, right off, the 
desirable deficits in each of the provinces, and nationally. 
If you mean to allude to the fact that such multipliers 
would not be multipliers only for the area, as such, but 
that they would have effects on the other areas, why 
then, I think that is likewise a question to be considered 
when the initial amount is determined. 


Now, it is correct that it is not necessary, even in the 
first year, that the fund sell all the securities to the Bank 
of Canada. It is not necessary. What would be necessary, 
would be that the fund either sell its securities to the 
bank, or else sell them in the areas with surpluses, if we 
can identify the areas with surpluses, when talking about 
selling securities. But suppose, for example, that it was 
said that in the Province of Ontario it would be desirable 
to have a budgetary surplus, in Ontario, and Ontario 
wouid be disposed to arrange it, this budgetary surplus, 
and, let’s go beyond that, suppose Ontario would be 
disposed to deposit excess liquidities with the fund, either 
as deposits or by buying securities directly from the 
fund; in that case, it would be conceivable for the fund 
not to sell its securities directly to the central bank, but 
the idea is that the securities shouldn’t be sold on the 
market, on the same market where there was an attempt 
made to stimulate demand, since in that case, the opera- 
tion is cancelled. 


This being said, since it’s hard to imagine that those 
provinces with surpluses will first create surpluses and 
then want to buy securities from the fund, since it’s hard 
to imagine that, I was thinking that it was more conve- 
nient to say that the first year, since we have to have 
additional net liquidities, the securities should be sold to 
the Bank of Canada. But that’s not necessary. 


Dr. McQueen: It’s clear, for the moment, that I was 
talking about the multiplier, not about the Keynesian 
multiplier, the fiscal multiplier, but the other multiplier, 
because of the fractional reserves of the banking system. 


Dr. Raynauld: Of bank credit. 


Dr. McQueen: It seems to me that to sell such an 
amount of securities directly to the Bank of Canada 
would give the economic system a pretty big expansionist 
jolt. 


Dr. Raynauld: Yes, but when the operation is done by 
the federal government, and the central bank decides to 
buy securities from the federal government, it takes into 
account the bank credit multiplier. Why wouldn’t the 
fund take it into account? It seems to me that the only 
real trouble along those lines is that the multipliers can 
go to work—we’re talking about regional multipliers, 
there are leaks in such a regional multiplier. So, that 
could be one problem, if you will, but in that it doesn’t 
seem hard to me, should the fund decide that it would 
be desirable to buy securities from such a province, that 
it will take into account the fact that there are bank 
credit multipliers. I don’t think it’s—the central bank 
does it every day. I hope so, anyway. 


[Text] 


Senator Aird: Dr. Raynauld, I should like to refer to 
your brief at page 7, and inquire about, and in fact 
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challenge, some of the statements you make there. I draw 
your attention to this passage: 


In the first place, the provinces have until now com- 
pletely avoided any responsibility for unemployment 
and inflation, whereas the federal government has 
satisfied its self-esteem by assuming this responsibil- 
ity even though it collects less than half the coun- 
try’s tax total. 


I consider this to be a quite damning statement. I pre- 
sume you are concerned about the credibility of your 
brief and whether or not the committee will accept its 
contents. I wondered whether or not you still stand 
behind a statement of this nature, which to me is patent- 
ly incorrect. 


[ Translation] 

Dr. Raynauld: Senator, I think that evidence to that 
effect would be found in the papers prepared for the 
reform of the Constitution. I’m referring in particular to 
the papers called “spending power” and “taxing power’’. 
I think that in those two papers, it can be seen that the 
federal government fully accepts the responsibility for 
stabilization, and that it wants to keep that responsibility 
for stabilization in Canada. 


As far as the provinces are concerned, I haven’t exam- 
ined the papers from all the provices. I would simply like 
to say that that statement refers to stabilization, as such. 
I don’t know of any declaration by the provincial govern- 
ments that the responsibility for unemployment belongs 
to them. I don’t know of any. So, that’s why I wrote that 
sentence. I say: “the federal government has _ that 
responsibility”. It wants to keep it. I don’t know of 
any documents in which the provinces (again, I haven’t 
examined them all; I haven’t done any intensive research 
on it) but I don’t know of any documents in which the 
provinces recognize that it is up to them to control unem- 
ployment, and to play a role in fighting inflation through 
a fiscal policy. 


[Text] 
The Chairman: I suspect that Senator Aird is referring 
to the last half of that statement. 


Senator Aird: As a matter of fact, I am referring to 
both. I notice that in your reply, Dr. Raynauld, you did 
not include the words “satisfied its self-esteem’. Maybe I 
lost something in the translation from the French, but in 
English I certainly find it offensive. 


I have another question, Mr. Chairman, if you would 
like me to close out this one. 


The Chairman: Dr. Raynauld also dealt with “although 
it collects less than half of the country’s tax total’. 


Senator Aird: Yes, I believe he did. Dr. Raynauld, I 
would like to take you to page 12 of your brief, where 
you say: 


The forecast and the general direction of policies 
could be arrived at by experts, who might or might 
not represent the parties concerned, or they could be 
determined by the federal Government acting alone. 
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Once again it comes down to the wording of your brief in 
regard to the stabilization fund. Should it, in fact, be 
established? Would you regard this as a political possibil- 
ity, in any sense of the word—because I do not. 


[Translation] 


Dr. Raynauld: I don’t know whether I got that, Sena- 
tor, what is it you don’t think is possible, that the federal 
government can act alone when doing that? Is that the 
question? 


[Text] 


Senator Aird: No, I do not think so. My comment is 
that the general directions could be arrived at by experts 
who might or might not represent the parties concerned. 
I just cannot believe this is a political possibility. I think 
there will have to be representations, and I really cannot 
believe that the federal Government acting alone could 
do it. I think they would have to act together with the 
provincial governments. 


[Translation] 


Dr. Raynauld: Yes, it’s clear, the way the text is writ- 
ten, that I imagine this as a last resort. I don’t think it’s a 
desirable measure. On the other hand, I look at it from 
the technical viewpont, and I say, from the technical 
viewpoint, it isn’t necessary for it to be provincial 
representatives; it may very well be, from the political 
viewpoint, that it is absolutely not possible. In that case, 
we come back, if you will, to the general proposal. The 
general proposal was that the provinces and the federal 
government should work in agreement, and that’s my 
proposal: that they work in agreement on it. However, I 
say that technically, it isn’t necessary, but I’m well aware 
that, politically, that would be hard to imagine. 


[Text] 


Senator Aird: Thank you very much for your answer. I 
refer you to page 6 of your brief. Perhaps this is not 
quite as critical a question, but it is one to which I would 
like to know the answer. In the second paragraph you 
say: 


For these reasons we believe that it is a good idea to 
introduce regional cash reserve coefficients in the 
chartered banks. 


Can you tell me what “regional cash reserve coefficients” 
are? 


[Translation] 


Dr. Raynauld: Senator, I was referring, when I wrote 
that, to a brief that was submitted to you, I think, by the 
Canadian Bankers Association, that expressed an Opinion 
on it. Those regional cash ratios are reserve ratios that 
exist nationally, and are imposed by law on the chartered 
banks. So they say: “You must keep a proportion of the 
deposits of the Canadian public in the form of cash”, and 
the proportion here would be,—instead of having, at 
present, there are two ratios: one for demand deposits, 
and a second for savings deposits. Those two ratios are 
national ratios. They are uniform for the whole country, 
and the suggestion here was that one can imagine that 
ratios, we have for those two categories of deposits, 


regional ratios for Canada. It seems to me that if we 
pursued the idea a little further, the suggestion would be 
that there should be two: one for the Eastern Provinces, 
probably ,and another for the Western Provinces. 


Now, these ratios could be changed, as was the case 
before; they could be changed by decision of the central 
bank, within the limit permitted by law. Does that 
answer your question? 


[Text] 
Senator Aird: Yes, I think I will pass it. 


[Translation] 


Senator Beaubien: Professor Raynauld, I want to 
return to your stabilization fund. Wouldn’t the fund have 
to be a kind of branch of the central bank? Who should 
fix the deficit that, shall we say, is desirable? Surely the 
Bank of Canada would have some part to play, if the 
fund were to decide to allow a deficit of 500 million 
between the ten provinces; that would then increase the 
money in circulation. Then, if the Bank of Canada was of 
the opinion that it was necessary to reduce the amount of 
money, it seems to me that the people to decide if a 
certain deficit was allowable for the ten provinces would 
be the Bank of Canada. It seems to me the Bank of 
Canada would have its part to play in the thing. 


Senator Langlois: He proposes that it be the provinces 
and the Federal Government. 


Senaior Beaubien: But, no! the professor said above 
all that the bank would decide entirely, that it was the 
fund rather which would have to be decided on; isn’t 
that what you said? 


Dr. Raynauld: Yes, but it would make a decision fol- 
lowing,—I have called it a diagnosis,—an appraisal of the 
situation, and that appraisal would be made ideally by 
the levels of government concerned so that the one thing 
relates to the other; this appraisal of the needs is called 
coordination of fiscal policies, it’s a joint effort, or a 
combined appraisal of the needs of the fiscal policy 
during the next year. 


There already are some conferences going on at the 
moment at that level. These conferences would be, at 
that time, much more definite, if I may say so, and they 
would lead to decisions which would be equally much 
more definite than now, yet it would be simply a confer- 
ence whose beginnings are seen, for example, the meet- 
ings of the ministers of Finance of the Federal and 
provincial governments. 


I think it is obvious that the Bank of Canada could and 
should give its opinion in those conferences and in the 
appraisal which is made. I believe it could be conceived, 
on the technical plane, that this fund rests, may be 
one—it’s essential that the fund does not rest with the 
Bank of Canada, pardon me, but it may be a service, if 
you like, whose management is assured by the Bank of 
Canada. Moreover,I would not see any objection there. I 
would not see any objection in that. But, I believe that 
the appraisal has to be made at the level of fiscal poli- 
cies, and this, it seems to me, has to be by the Federal 
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and provincial governments; within the appraisal, or fol- 
lowing it, the fund retains all the while its full autonomy. 


Senator Langlois: Dr. Raynauld, this question from 
Senator Beaubien leads us, I believe, to what would be 
the ideal conception of this stabilization fund; how do 
you envisage it? 


Dr. Raynauld: Frankly, I have not examined the 
administrative forms which would be appropriate. I have 
submiited the idea, I have already made mention of it 
several times previously, but I have not examined in 
detail what the composition of this fund ought to be, 
what board of administration would be set up, but I 
believe idealiy at least, the fund ought to be comprised of 
representatives of the Federal and provincial govern- 
ments and perhaps the representation be equally split 
between both the Federal government and the provincial 
governments, but all this is only some thoughts a bit off 
the cuff, because I have not examined in detail by what, 
or how this fund could be administered. 


Senator Beaubien: But, Dr. Raynauld, wouldn’t it be 
the same thing if the Bank of Canada were to buy 
debentures, it seems to me the provinces—it seems to me 
that, on the whole, the fund would have to act with the 
bank, and then after all it’s the government that directs 
the Bank of Canada. 


Dr. Raynauld: There would be important differences. 
First, there would be preliminary stages which there are 
not in a central bank. These preliminary stages are pre- 
cisely this appraisal of the economic situation. Next, a 
joint effort of the fiscal policies of the Federal and pro- 
vincial governments, that are to precede the action of the 
fund. That feature, if you like, will be new. 


In the second place, the management of this fund 
would be obviously different, completely different from 
that of the bank. There would be as I said just now, at 
first sight at least. This fund would be administered by 
people representing the administrative authorities of the 
fiscal policy. 


In the third place, the fund is not meant to be subject- 
ed, if you wish, to all the constraints that a central bank 
can have. For example, that fund has absolutely nothing 
to do with the management of external reserves, has 
nothing to do with exchange rates, and just think of it, if 
the provinces could sell their securities directly to the 
central bank, the central bank would be within its right 
to request contributions from the provinces when it has 
to buy foreign currency, because it buys foreign currency 
with Canadian dollars; if provincial securities were 
bought, then at that time, the Bank of Canada could 
demand that the provinces bear part of the burden of the 
purchase of foreign currency. The fund would be free of 
that. In consequence, there are even so, I see, three major 
differences between this fund and a direct admittance to 
the central bank. 


[Text] 

Senator Hays: But doctor, would you not accomplish 
the same thing by the having the Goverment buy the 
provincial bonds after they had decided that the province 
needed them? They in turn would float a loan through 


the central bank, and this would then increase the money 
supply. Of course it would be inflationary, but could you 
not reach the same end today by this method rather 
than by setting it up the other way? 


[Translation] 


Dr. Raynauld: Yes, Senator, and I am very happy you 
make this remark, because it’s quite correct. It’s quite 
correct, and it would not be indispensable, moreover, to 
attain the ends one wishes, to go through this intermedi- 
ary of a fund. It’s correct that the Federal government, 
by the way it did it in December 1970, the Federal govern- 
ment can make loans to provinces, and the formula 
adopted in December, is a formula which bears close 
similarity as far as the objectives to be attained, bears 
close similarity to the objectives of this formula, because 
the distribution of these loans amongst the provinces is 
based on the level of unemployment existing in the prov- 
inces. In consequence, they are very similar. It is quite 
correct to think that the Federal government could itself 
very well make loans to the provinces, and afterwards to 
finance these loans in the way it wants, if you wish, 
likewise to its own general financial operations. 


If I propose a fund rather than simply loans by the 
Federal government, there are also two reasons. The first 
is that this fund would have a certain independence of 
the Federal government. It would be an entity unto 
itself, and it would have, again at first sight, representa- 
tives of the provinces in the decision that would be 
taken. That’s a major difference in my opinion. 


In the second place, a fund such as this if it is set up, 
has immediately something permanent about it that a 
decision which is taken, such as that one made in Decem- 
ber, has not. The Federal government could still decide 
the following year not to make loans to the provinces. It 
decided to do it in December 1970. If it is an arrangement 
which should be continued for a longer period as is said, 
then I think that this operation should be institutional- 
ized, if you like, in the form of a fund. Yet, getting back 
to the question, I find that it’s quite correct, on the 
technical plane, the Federal government could do that 
itself without going through any intermediary. 


Senator Langlois: The factor of communication 
between the various levels of government is not a factor 
in your suggestion? 

Miexct| 


Senator Hays: I cannot see it. The keeper of the “ka- 
poo” always calls the tune, but you are saying that the 
federal Govenment does not want to have the respon- 
sibility of telling the provinces what to do. This is why 
you think it should be institutionalized, as I understand 
it. But I cannot see any difference in setting up this fund 
if the federal Government is going to be responsible. 
After all, the municipality is a creature of the province, 
and the province is a creature of the federal Govern- 
ment. In any event, if they were to default on these they 
would be responsible anyway, would they not? 
[Translation] 


Dr. Raynauld: I am not expert on legal or constitution- 
al affairs. I don’t know if the Federal government would 
be responsible for a default in payment by a province. I 
have never given that kind of a question much thought. 
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It remains that the participation of the provinces in the 
decisions of this fund, in the form of some kind of an 
administrative board, represents even so a major differ- 
ence, a considerable difference from a decision made by 
the Federal government alone as to lend or not to lend to 
the provinces. 


[Text] 


Senator Hays: Mr. Chairman, I just cannot see where 
there would be any difference no matter how you set it 
up. If the federal Government had to purchase the bonds, 
you are suggesting that under either system they would 
not feel responsible to the taxpayers of Canada to see 
that they had something to say as to how it was spent. 


The Chairman: I guess you would get the same answer 
again, Senator Hays. 


[Translation] 


Senator Langlois: I believe that my question has been 
answered, if we have made the record; I do not know 
whether it was taken down in shorthand, but I believe 
that the Doctor has answered my question. 


Dr. McQueen: The liaison officer factor between the 
two levels of government enters into your suggestion? 


Senator Langlois: That is correct. 
{ Text] 


Senator Manning: Mr. Chairman, my question is also 
on the stabilization fund. For such a fund to be effective 
for the purpose proposed, would you envisage the need 
for restraints of some form to be imposed on the provin- 
cial governments with respect to their freedom to engage 
in deficit financing and to borrow money on the market 
as their normal practice, and also with respect to the 
broad nature of their expenditures? I ask that question 
because by variation of provincial expenditures, the pro- 
vincial government can readily decide whether it is going 
to end the year with a deficit or a surplus, and that 
comes right back to the relationship to this fund. 


I am wondering also whether in what you envisage 
here, doctor, you are thinking of anything similar to the 
recommendation of the old Rowell-Sirois Commission 
which decided that there would be a need for something 
in the form of a loan council with powers to supervise 
the degree of borrowing a province could engage in, and 
also its major expenditures before it would be eligible for 
stabilization from a fund of this kind. 


[Translation | 

Dr. Raynauld: Senator, this is a very important ques- 
tion which you raise also. I would like to avoid interfer- 
ence into the budgetary policy of the provinces, in the 
operation of a fund such as that. 


A basic supposition is that the provinces are responsi- 
ble for their budget. The governments undergo elections, 
as in every country, as the Federal government, and it 
seems to me that it ought to be supposed that the prov- 
inces are responsible for their operations. 

As to what could perhaps be called a privilege; but 
that I would not like to call a privilege—but the power to 
borrow from a fund as this—it seems to me that there 
also, there must be a certain responsibility of the prov- 
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inces, which is ascertainable by the state of accounts at 
any particular moment. It seems to me that if a province 
must surrender its own appraisal of its financial needs, it 
must nevertheless have freedom to finance its deficits, or 
not to finance them, and to undergo the constraints of the 
market first, but not to be subjected to further con- 
straints which would go beyond what all creditors would 
demand of a province. After all, it’s the province which 
is going to have to repay these loans; the credit of the 
province will be affected by these loans from the fund, 
but I have difficulty in seeing how a province could 
become irresponsible, and how a judgement might have 
to be imposed which would be final. 

There is another point also: these loans from the fund, 
in my opinion are loans which will ever be a small part 
of the total debt of the provinces. After all, there is much 
more need in the long run, in good public finance, for 
financing by loans, than there can be deficits judged 
desirable, for the purpose of the accounts at a particular 
moment. 

In consequence, these loans from the fund should not 
become a very big proportion of the public debt, and for 
that reason it seems to me the province should be able to 
keep the freedom it enjoys at the moment, to carry out 
financial operations relative to its public expenditure. In 
consequence, I’d see to it that as few restrictions as 
possible are imposed on the provinces following the crea- 
tion of such a fund. 


[Text] 

Senator Manning: Mr. Chairman, there is just one 
comment I want to add, if I may. I agree with the profes- 
sor that it is simply politically unrealistic to think that 
provincial governments across Canada would agree to 
having their responsibilities and freedoms in how they 
handle their budgetary matters circumscribed by 
restraints imposed nationally. This was one of the rocks 
on which the Rowell-Sirois recommendations foundered 
because they did propose a considerable degree of that 
kind of restraint. Would not the alternative which I 
gather you favour—where the provinces would voluntari- 
ly exercise certain restraints because they wanted to 
participate and gain the benefits of this fund—carry with 
it some rather serious inplications even into the field of 
national unity? 

I ask that question for the reason that while provinces 
might voluntarily subscribe to certain ground rules that 
would undoubtedly be necessary in the financing of these 
loans and so on, there must be a considerable degree of 
federal responsibility and obligation assumed for the suc- 
cess of this thing. This, in a sense, becomes a liability on 
all Canadians, and the thing I would fear in this is that 
you would get some areas which are not prepared to 
subscribe to a certain course, but then are critical 
because there is a certain national obligation imposed on 
them as citizens of Canada for something which has been 
worked out between a fund of this kind and other areas 
that have voluntarily agreed to it. I am sure you appreci- 
ate that one of our problems today is that a lot of re- 
gional assistance programs generally lead to some bad 
relationships and feelings between segments of our society 
and people. Do you see than danger in this type of a 
program? 
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Dr Raynauld: I see some difficulty in managing this 
fund. There is no doubt about that in my mind. The kind 
of difficulty I see is that it may be possible— 
[Translation] 

I think I should speak in French. I see difficulties in the 
operation of a fund such as that, and the main difficulty 
is that it is unlikely that adjustments for the stabilization 
of the entire economy might be shared equally between 
depressed areas and areas which are growing. It is a little 
like the situation as that of two countries with two 
different currencies,—where one is in deficit and the 
other, necessarily in excess, and where the country in 
excess is going to try to put off all depreciation of its rate 
of exchange—this forces the country in deficit, which has 
more urgent needs, to depreciate its money, and to 
depreciate it perhaps more than would be desirable, if 
the two countries had participated in the operation. 

I see the same kind of difficulty in the question of 
stabilization. It is unlikely that the provinces that should 
exercise some restraints in the expenditure of the prov- 
ince, for the purposes of stabilization, would do so, and in 
consequence it is possible that the depressed provinces 
might have to generate more activity to compensate for 
the fact that there is no restraint in the neighbouring 
province. In consequence, this difficulty is real. 

On the other hand, I do not see how all the responsibil- 
ity for the policy of stability, in Canada, falls on the 
shoulders of this fund. That fund is a contribution to all 
the other instruments that already exist and, to my mind, 
that fund is not a major instrument; It is a contribu- 
tion,—and the Federal government will continue to carry 
as it undertakes it now, as it does it now, the heaviest 
weight in the policy of stabilization across the country. 

In consequence, it will still be possible for the Federal 
Government to compensate for the lack of cooperation, if 
it should happen, by its own policies of stabilization,— 
and its own policies of stabilization are not neutral, 
regionally speaking. In so far as it’s Federal government, 
it already has an influence on certain regions, and federal 
measures were introduced deliberately two or three years 
ago, which have varying regional effect,—and this is 
going to continue in the same way, so the fund, again, 
would not bear the entire burden of the adjustments for 
the purposes of the accounts at a particular moment. 


Senator Langlois: Dr. Raynauld, in your scheme, you 
suggest at the outset two first stages, whose operations 
would be the responsibility of a regional stabilization 
fund, ideally speaking, of mixed management, or of 
mixed composition,—and the goal of these first two stages 
consists, if I rightly understand your scheme, only in 
establishing diagnoses of the economic state of affairs, 
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and in establishing fiscal deficits or assets. Once these 
two operations are completed, you hand over the execu- 
tion of all that to a fund which, to my way of thinking, if 
I rightly understand your scheme, would be an entirely 
autonomous federal fund which would look after the 
issuing of securities and their distribution, their sale on 
the market. 

At that time, wouldn’t it be necessary to return to the 
Bank of Canada, and wouldn’t this communication that 
existed initially be lost, in the appraisal of deficits, in 
trying to excel the economic state of affairs that has 
existed, by having a mixed management of stabilization 
funds? Wouldn’t it be better to leave these two stages to 
a mixed agency? 


Dr. Haynauld: The agency is still mixed; the fund, I 
think, is still administered by representatives of the 
provinces and of the Federal government although, here 
again, I express the same reserve, I have not really 
thought out this part of the proposition; but if you allow 
that this fund be administered by representatives of the 
provinces and of the Federal Government, the communi- 
cation between the provinces and the Federal govern- 
ment would still exist within the fund. 


Senator Langlois: Even in the federal fund? 


Dr. Raynauld: Yes, within the federal fund; there are 
not several funds, there is only one sole fund, for all the 
provinces. 


Senator Langlois: Is it like that, if I understand rightly, 
in your third stage, where you speak of a federal fund, 
do you mean all the while a regional stabilization fund? 
isn’t this a different fund? 

Mr. Raynauld: Not at all,—it is still the same fund. 
Text | 

The Chairman: Dr. Raynauld, I would like to thank 
you for coming here today and giving us your testimony. 
I do not know that we can say that your concept of the 
fund will be endorsed by the committee. However, you 
have raised the issue. It is one that we will examine, and 
one which we will probably examine very closely with 
the Bank of Canada when its representative appears 
before us. It gives us a line of questioning that is most 
important in that direction, and in our questioning of the 
Minister of Finance. 

We are further indebted to you for the data that you 
have given us on leakages and lack of leakages, and the 
effect of regional stabilization policies. On behalf of the 
committee, I thank you very much. 

The committee adjourned. 
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STANDING SENATE COMMITTEE 
ON NATIONAL FINANCE 


The Honourable Douglas D. Everett, Chairman 


The Honourable Senators: 


Aird Kinley 
Beaubien Laird 
Benidickson Langlois 
Bourget Manning 
Bourque *Martin 
Croll McDonald 
Desruisseaux McLean 
Everett Méthot 
“Flynn Molson 

Fournier Nichol 

(Madawaska- O’Leary 

Restigouche) Paterson 
Gélinas Phillips 
Grosart Sparrow 
Hays Walker—27. 
Isnor 


*Ex officio Member 


(Quorum 7) 


Orders of Reference 


Extract from the Minutes of the Proceedings of the 
Senate, of Tuesday, March 9th, 1971: 


“With leave of the Senate, 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 

That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, 1972, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, March 17th, 1971: 


“With leave of the Senate, 
The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 
The question being put On the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, April 28th, 1971: 


“With leave of the Senate, 

The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 

That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 

Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed 
in the Minutes of the Proceedings of the Senate of 
18th March, 1971, for the proposed expenditures of 
the said Committee on National Finance with regard 
to its examination of the Estimates laid before Par- 


liament for the fiscal year ending 31st March, 1972, 
be applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 


“With leave of the Senate 

The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 

That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relation thereto. 


The question being put on the motion it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 
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Minutes of Proceedings 


Wednesday, June 9. 1971. 
(18A) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
8:00 p.m. for consideration of the Main Estimates laid in 
Parliament for the fiscal year ending March 31, 1972. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Grosart, Hays, Isnor, Laird, Langlois, Manning 
and Molson—(9). 


Also present, but not of the Committee: The Honoura- 
ble Senators Argue, Belisle, Burchill and Macnaughton— 
(4). 


Witnesses from the Treasury Board: 
Mr. G. Osbaldeston, Deputy Secretary (Program 
Branch); 
Mr. B. A. MacDonald, Director General, Budget 
Coordination. 


On request of the Honourable Senator Hays, the Trea- 
sury Board undertook to Table how the distribution 
grant of $77,000,000.00, for bilingual program to the prov- 
inces, would be distributed and what formula is used. 


It was agreed to print as an appendix a letter from Mr. 
MacDonald, dated May 19, 1971, giving information on 
the special development loan fund to the provinces and 
another letter from Mr. MacDonald dated April 8, IN rfale 
giving information on the cost to the Department of 
National Defence, of providing guards in Ottawa during 
the recent emergency in Quebec; and further particulars 
on the Public Works—Vote L29G, Loan for the construc- 
tion of an oil terminal wharf at Come-by-Chance, New- 
foundland, relating to Supplementary Estimates “C” on 
Thursday, March 18, 1971. 


At 10:15 p.m. the Committee adjourned to Thursday, 
June 10, 1971. 


ATTEST: 


Gérard Lemire, 
Clerk of the Committee. 
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Report of the Committee 


Thursday, 10th June, 1971. 


The Standing Senate Committee on National Finance, 
to which were referred the Estimates laid before Parlia- 
ment for the fiscal year ending March 31, 1972, has in 
obedience to the order of reference of Tuesday, 9th 
March, 1971, examined the said Estimates and reports as 
follows: 


1. Your Committee was authorized by the Senate, as 
recorded in the Minutes of the Proceedings of the Senate 
of 9th March, 1971, “to examine and report upon the 
expenditures proposed by the Estimates laid before Par- 
liament for the fiscal year ending March 31, 1972 in 
advance of the bills based upon the said Estimates reach- 
ing the Senate.” 


2. In obedience to the foregoing, your Committee held 
one meeting on the Estimates and heard evidence from 
Mr. G. Osbaldeston, Deputy Secretary, Programs Branch, 
Treasury Board, and Mr. B. A. MacDonald, Director Gen- 
eral, Budget Co-ordination, Treasury Board. 


3. The Main Estimates for 1971-72 amount to $14,352 
million as compared with 1970-71 when the amount was 
$13,438 million. Of the total of the Main Estimates for 
1971-72, $7,091 million are statutory in nature while 
$7,261 million represent funds for which Parliament is 
being asked to provide authority. In addition to these 
amounts, there are $988 million of non-budgetary items. 


4. Those departments which account for the largest 
percentage of the increase in the Estimates are National 
Health and Welfare, $256 million; Regional Economic 
Expansion, $62 million; Secretary of State, $109 million 
and Department of Transport, $46 million. 


5. Your Committee examined the operation and 
increasing efficiency of the program, planning and budget- 
ing method and was especially interested in the possi- 
ble use of this method as a means of assessing the effect 
of federal programs on the general stabilization policy of 
the government. Your Committee was also interested in 
the attention that was focused by the Treasury Board on 
the efficiency of existing programs as compared to new 
programs. Your Committee was assured by the officials of 
the Treasury Board that as new expenditures are 
required for old programs the program is reassessed, 
however, your Committee is of the opinion that the 
assessment of existing programs under the program, 
planning and budgeting method should be enhanced. 


6. Your Committee undertook specific examination of 
the bilingualism development program and requested 
further materials on this program from the Treasury 
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Board, and these materials, when received, will be tabled 
with the Committee. Your Committee also examined the 
Regional Economic Expansion program and made a note 
to further examine this program at a later date in order 
to determine the method by which grant programs are 
budgeted by both the Department and the Treasury 
Board. It is felt by the Committee that a comparison of 
the budgeting method used in grants programs with the 
actual expenditures in the case of this department would 
be useful. 


Respectfully submitted. 


D. D. Everett, 
Chairman. 
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The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Wednesday, June 9, 1971 


The Standing Senate Committee on National Finance, 
to which was referred the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, met this 
day at 8 p.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, we are gathered 
tonight to examine the Estimates for the fiscal year 
ending March 31, 1972. We have with us two old friends 
of the committee, Mr. G. F. Osbaldeston, Deputy Secre- 
tary of the Treasury Board, Program Branch, and Mr. B. 
A. MacDonald, Director General of Budget Co-ordination. 


Senator Isnor:; Are you going to take minutes of this 
meeting? 


The Chairman: Yes we are, senator. Did you have any 
thoughts on it? 


Senator Isnor: I wonder if we would be quite as frank 
as we would otherwise be. Perhaps a stronger term 
would be, “not quite as honest”. 


The Chairman: Perhaps we can begin in open meeting. 
Then, if it is desired by the meeting at a later stage to go 
into camera, we could consider that. 


Senator Isnor: I was just wondering. 


The Chairman: I think we might be subject to criticism 
if we did not, at the opening stages in any event, record 
the meeting. 


Senator Isnor: You are not going to take note of my 
remarks, are you Mr. Chairman? 


Senator Grosart: Perhaps for the record it should be 
said that Senator Isnor has never been inhibited by the 
fact that it is on the record. 


The Chairman: That has certainly been my impression. 
I think I should say at the outset that because we are 
having a set of hearings on growth, employment and 
price stability in Canada, which involves some 28 sepa- 
rate hearings and originally started as the Senate’s 
examination of the Estimates, this examination of the 
Estimates will probably be rather short. 

I am predicting that; I am not saying that it necessarily 
will happen because, of course, we are subject to the will 
of the committee. However, we had originally intended 
that our examination of the Estimates would in fact be 
an examination of growth, employment and price stabili- 
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ty in Canada. It became apparent, however, that we 
could not complete, and report on, those hearings prior to 
the appropriation bill and if we continued it would delay 
the appropriation bill until after the summer recess. So it 
becomes necessary to consider the Estimates at this time 
and hopefully to refer and report on them to the Senate. 
Then we shall continue with our examination as it was 
originally constituted. That is the reason for the change. 

With that preamble I will ask Mr. Osbaldeston if he 
has an opening statement. 


Mr. G. F. Osbaldeston, Deputy Secretary of the Trea- 
sury Board, Program Branch: Thank you, Mr. Chairman. 
If I may, I will make a very brief opening statement. 


The Main Estimates for 1971-1972, contain $14,352 mil- 
lion in budgetary expenditures, and $989 million in non- 
budgetary expenditures. The latter are the loan, invest- 
ment and advance items for which authority is sought in 
appropriation acts. 


I might mention that there are other types of non- 
budgetary expenditures that do not at present appear in 
Estimates. Authority for these others is contained in 
some continuing legislation. For example, there are the 
loans to the Central Housing and Mortgage Corpora- 
tion authorized under the National Housing Act. Taking 
another point of comparison, that of 1970-71 expenditures 
with these Estimates, it will be found that as usual more 
than half the increase is accounted for by increases in 
statutory items, in particular, public debt charges and 
contributions and shared cost programs with the prov- 
inces. Larges changes will be found in certain non- 
statutory items as well. In particular, in expenditures for 
regional economic expansion, Occupational training for 
adults, Indian and Eskimo Affairs, bilingualism develop- 
ment, northern development, grants to industry by the 
Department of Industry, Trade and Commerce, and citi- 
zenship development. 


This is the second year, as honourable senators will 
recall, in which the Estimates appear in the new form 
adopted by the Government as one of the steps taken in 
the implementation of program budgeting. There is no 
change of substance that has been made between this and 
last year’s Estimates in terms of format. I could note, 
however, that my predecessor, Mr. Cloutier, when he met 
with you on the 1970-71 Estimates somewhat more than a 
year ago, found himself having some difficulty referring 
to page LX XVIII, and at the suggestion of this committee 
you will find that the Roman numerals have disappeared, 
God willing, forever more. I am happy to report that we 
have changed to a rather simpler numbering system. 
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With those few remarks, Mr. Chairman, I will conclude 
my statement. I would like to be of as much assistance as 
I can to your committee. Obviously, I am limited in my 
overall knowledge of the Estimates, but if there are any 
questions senators have that they would like fuller 
amplification on than I can give this evening, I would be 
delighted to provide that. 


The Chairman: Thank you, Mr. Osbaldeston. I should 
explain to honourable senators that the minister was 
quite happy to attend our meeting. It was at my request, 
because of the breadth of the other hearings we were 
having, that he did not attend, but rather sent his two 
officials. Are there questions, honourable senators? 


Senator Grosart: Perhaps we should start by asking 
Mr. Osbaldeston to give us a little broader picture of the 
Estimates that are before us, the $14,352 million, by 
asking him to relate them to last year’s Estimates, to 
indicate what the increases in statutory items are, and 
what the comparative situation is in regard to budgetary 
items. 

I might say here that I would be delighted to have an 
explanation of this phrase “budgetary items.” It seems to 
be used in several different senses in federal Government 
documents. Sometimes we speak of everything in the 
Blue Book as budgetary items, and at other times this is 
broken down to “budgetary” and “statutory” items. 
There again, we have in the reports that appear from 
time to time in the Canada Gazette another and entirely 
different use of this phrase “budgetary” and 
“non-budgetary.”’ 

First of all, to wrap up my whole question, I would 
very much appreciate some comment on paragraph 25 in 
the foreword, where we have for the first time a very 
interesting summary of the kinds of votes—the program 
expenditure votes, the operating expenditure votes, the 
capital expenditure votes, the grants and contribution 
votes, and the loan votes. 

The reason I ask this is because we are in the second 
year of this new system with this new jargon and new 
terminology, and I think it would be very helpful if we 
could have an explanation. 


Mr, Osbaldeston: Perhaps I may speak to the first point 
you made, which I believe was the comparison because 
1971-72 and 1970-71. 

If I may direct the attention of the senators to page 
1-22 of the main Estimates, there is a breakdown there of 
the voted items and the authorized items in 1971-72. You 
will see at the bottom that the total “to be voted” in 1971- 
72 is $7.3 billion. 


Senator Grosari: Excuse me, if you will. You are now 
using a new phrase, “authorized by statute’. Is this syn- 
onymous with “statutory”. 


Mr. Osbaldeston: In the case of “Authorized by Stat- 
‘ute” that you have before you, these are payments 
authorized in the Appropriations Bill. 

Excuse me, I wish to correct that. In the case of the 
“To be voted”, these are authorized by the appropriations 


bill. In the case of ‘Authorized by statute’, obviously 
these payments are authorized by another statute. 


Senator Grosart: Is “authorized by statute” synonmous 
with “statutory items”? 


Mr. Osbaldeston: Yes, that is correct, sir. 
Senator Grosart: Thank you. 


Mr. Osbaldeston: The total in 1971-72, as I mentioned, 
is $14.4 billion rounded, compared to a total for 1970-71 
of $13.4 billion, rounded. 


Senator Grosart: An increase of about $1 billion. 


Mr. Osbaldeston: That is correct. That gives a compari- 
son between 1970-71 and 1971-72. The distinction 
between “budgetary” and “non-budgetary” is a difficult 
one. The senator is aware, as he mentioned, that this 
discussion goes on. In the case of the non-budgetary, I 
believe the theory is that, in the non-budgetary, one 
acquires an asset or makes an investment; that in effect, 
one acquires a good in terms of economics. In the case of 
the budgetary, again the rather purer view is that one is 
making an expenditure. In between those two definitions 
—it has not remained that way—in the non-budgetary 
you certainly do have items which are primarily 
described as expenditures, and in the budgetary items 
you certainly do have items in which, in effect, you 
acquire an asset. But the first point I have made is that 
that is the ordinary distinction in the theory of budget- 
ing. Mr. MacDonald may assist or amplify on my 
remarks. 


Mr. B. A. MacDonald, Directeur General of Budget co- 
ordination, Treasury Board: Mr. Chairman, I think the 
more fundamental approach is that we have a class of 
revenues which are called “budgetary revenues’, which 
are the taxes—the income taxes, corporation taxes, excise 
taxes, duties. It is expenditures which are charged 
against these that are accordingly called budgetary 
expenditures. They are, as Mr. Osbaldeston has said, 
those that do not represent themselves as being loans, 
investments or advances. 


Loans, investments and advances are set up as to be 
repaid by the Government. There are also other non- 


budgetary transactions of almost an accounting nature. 


Reserves set up for unredeemed cheques is an accounting 
transaction on the non-budgetary side. And I believe 
there are the transactions involving the exchange funds, 
which are non-budgeting in nature. 


Senator Grosart: The question that arises in my mind 
is this. Are there not two kinds of usages one a distinc- 
tion between budgetary and loans, advances and invest- 
ments; and the other between budgetary and statutory 
expenditures? Are there not two different usages here? 


Mr. MacDonald: No, sir. As you say, the loans, invest- 
ments and advances are the larger part, of the non- 
budgetary expenditures. The proper use is that there are 
statutory expenditures which form part of the budgetary 
expenditures, and the distinction between these is the 
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one we have attempted to make here, budgetary expendi- 
tures that have to be voted through the appropriation 
acts and budgetary expenditures that are authorized by 
continuing statutes. 


Senator Grosari: You are now pointing up the distinc- 
tion in terms here. In one sense you use “budgetary” to 
include voted expenditures approved in Appropriation 
Acts plus ongoing expenditures under the statutes. In the 
one sense you call all of these budgetary. In the other 
sense you do not. You say “budgetary” and “statutory”. 


Mr. MacDonald: Mr. Chairman, we would say ‘“‘statuto- 
ry” and “to be voted”. 


Mr. Osbaldeston: There would comprise the budgetary. 


Senator Grosart: But you use the terms “budgetary” 
and “statutory” and then “loans, investments and 
advances” over again. Perhaps it is merely confusion in 
my mind, but sometimes “budgetary” means “budgetary” 
as distinct from “statutory.” Would you agree, Mr. 
Chairman? 


The Chairman: It is difficult to comprehend sometimes. 
Perhaps you would go through it again. 


Mr. Osbaldeston: I think it is true to say that there are 
statutory items on the non-budgetary side. Therefore, the 
problem is one of definition. If you are talking about the 
budgetary expenditures, you have two classifications. If 
you talk about statutory, broadly, you would then have 
to bridge the gap between budgetary and non-budgetary, 
because there could be statutory on the non-budgetary 
side. That gives rise to confusion. If you are talking 
about non-budgetary, there are two elements. Once you 
start talking about statutory, you could be talking about 
budgetary and non-budgetary. 


Mr. MacDonald: There may be additional confusion 
because these Estimates contain some non-budgetary 
expenditures. Loans, investments and advances that have 
no other place to find their authority are contained 
herein. We hope they will become more comprehensive. 


Senator Grosart: I am quite sure these are very good 
answers, and I will read them later. 


Senator Molson: Mr. Chairman, to come a little closer 
to home in an attempt to try to define some of these 
things, may I refer to page 18-4, “Parliament A—The 
Senate, Estimates, Proposed”, for 1971-72 showing Vote 1 
as $34 million-odd and Statutory as $1,681,000. Then they 
come up with the words “Total Budgetary Expenditures”. 
So it has statutory and budgetary totalled up to the total 
budgetary expenditures. 


Mr. Osbaldesion: If I may, Mr. Chairman, Vote 1 is, 
“To be voted’. “Statutory” obviously in statutory. Then 
the sum of the “To be voted”, Vote 1, and the “Statuto- 


ry” add up to “Total Budgetary Expenditures.” 


Senator Molson: A minute ago they were separated. 


Mr. Osbaldesiton: We separate them for two reasons. In 
the first place, the “To be voted” must be separated in 


order to be voted by the House of Commons and the 
Senate. In the second place, we separate them to display 
quite clearly that one is statutory obligations and the 
other is to be voted by Parliament. 


Senator Grosart: How would you define “budget’’? I 
mean in the context of saying that Mr. Benson will 
shortly present a budget to Parliament. And how would 
you define “budget” in the context of the Estimates or of 
the Blue Book? 


Mr. Osbaideston: What we have in the Blue Book is 
the expenditure budget of the Government as we 
describe it. The problem is to draw this distinction 
between the budgetary and non-budgetary, in reply to 
your question. If you like, there is a budgetary expendi- 
ture budget and there is a non-budgetary expenditure 
budget. This is in essence, senator, obviously what we 
have. 


Senator Beaubien: Very interesting! 


Mr. Osbaldeston: In growth terms, in the public. 
account sense, you have them both joined and you have a 
total budget displayed. I suppose, it depends on which 
budget we are referring to as to how I would define 
“budget’’. 


Senator Manning: On page 1-6 of the Foreward, refer-. 
ence is made to the fact that there is a radical change in 
the form of the Estimates for 1970-71 and some reasons 
for that are given. Item number 4 says: 


The decision of the Government of Canada to 
adopt a system of budgeting by programs, a ‘Plan- 
ning, Programming, Budgeting System,” with its 
emphasis on defining program objectives and show- 
ing the full costs for each program, was also a deter- 
mining factor. 


My question is as to the extent to which the Govern- 
ment has adopted what is usually understood by the term 
“program budgeting’. This term is rather loosely bandied 
around these days, and I would be interested in knowing 
precisely what definition is being put on this term in our 
budgeting? 


Mr. Osbaldesion: Mr. Chairman, in terms of the form 
in which the Government receives proposals for expendi- 
ture from departments, in terms of looking at the organi- 
zation of government departments and in terms of setting 
priorities, I think I can say that the Government has fully 
implemented program budgeting. By that I mean to say 
that the form of these Estimates sets ovt an objective, 
sets out the activities to achieve that objective, beth in 
written and in dollar terms. It does not simply deal with 
what we call standard objects such as the amount of 
postage, but rather these Estimates deal with the amount 
of postage that would be spent, susing as an example my 
own branch, by the Programs Branch of the Treasury 
Board in pursuit of its objective which is the develop- 
ment of this country’s budget. So in terms of these Esti- 
mates, I think we have adopted it fully. 


Secondly, when the Treasury Board is reviewing the 
proposed organization of departments, we are concerned 
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with and do receive from departments a statement of 
their objectives, both overall departmental objectives as 
spelled out here, and also a statement of the objectives of 
the various activities, and then we try to interrelate the 
organizational—perhaps I can describe this by the little 
boxes on the organizational chart—we try to relate that 
with the activities described and with the objectives 
described to make sure that there is inherent logic in the 
organization vis-a-vis the objectives of the department. 


Senator Isnor: When do you receive that? 


Mr. Osbaldeston: In terms of the budget, we have a 
planning program and budgeting schedule. For 1972-73 
we receive what we call the “base A budget”, which is 
the cost of the ongoing operations of the Government. We 
receive that at the end of January for 1972-73. We then 
receive proposals for new programs by the end of April 
of the same year, in fact the end of this April. We then 
marry these two, the ongoing cost of Government, less 
productivity gains, less activities stopped, with a new 
proposal, to come up with an expenditure budget for 
1972-73. 


In terms of the organization chart, we receive that 
when department objectives change. An example of that 
is, say, the Department of Fisheries and Forestry where 
you have a changing objective not related to fisheries and 
forestry but rather a broadened one to include the envi- 
ronment, with new units coming in such as water units 
from the Department of Energy, Mines and Resources. 


You then have to define a new objective for that new 
department, which is both an amalgamation of the old 
units plus the broader objective. We then look at the 
organization. We do not simply add things on, just mix 
them together as they arrive at the new department, but 
we reorganize the units in keeping with the objectives, in 
keeping with the new department, and in keeping with 
the activities that the department will carry out. 


Therefore in those terms, and from looking at organi- 
zations, we have arrived at full program planning and 
budgeting. 


However, the real key to program planning and budg- 
eting is the clarity and precision with which you define 
objectives. That is both an imaginative task and a task in 
logic. When you get to that point, the follow-on step is 
the determination of the effectiveness—how effective are 
your programs and expenditures in terms of your budget; 
and inherent in that of course, is the question of efficien- 
cy. You may be very effective, but are you using a 
cannon to swat a fly? 


In those two terms we, like all other governments and 
other organizations, have a great deal to learn. We have 
certainly lanched effectiveness studies and we are well 
involved in efficiency studies. That aspect of program 
planning and budgeting will be with us forever. 


Senator Manning: Is this program advanced thus far to 
the place where there is any significant emphasis on 
monitoring, which gets back to measuring your cost- 
effectiveness of these factors? 
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Mr. Osbaldeston: We are doing two things relative to 
the monitoring of the effectiveness and efficiency. The 
first thing we are endeavouring to do is that when a new 
program is prescribed or a new activity proposed which 
requires a new allocation of resources, we have built into 
that objective a new technique of evaluation. If someone 
says they require new resources to achieve a certain end, 
we are becoming more demanding in terms of how you 
are going to measure whether you meet that need, the 
efficiency factor and the effectiveness factor. 


The second thing we are doing is in the older programs 
which, because of population increase, have a tendency to 
grow. Before we would agree in the Secretariat to pro- 
vide more money for the ongoing program, we are saying 
“What are your indicators of efficiency? Why have you 
not got a productivity gain over the last year? Why 
cannot you, from your own resources of 1971-1972, cover 
2 per cent increase in population? Surely, your efficiency 
has improved to that degree?” Those are the two direct 
methods of building-in, if you like, creating an atmos- 
phere where efficiency indicators are required. 


The third technique which we use in our planning 
branch of the Treasury Board Secretariat is simply to 
select programs because of the demands on public funds 
that these programs have, or, because of the importance 
of the programs, simply to select a program and tune in 
to develop efficiency indicators and to begin work on the 
question of effectiveness. 


Those are three ways, senators, that we attempt to get 
at the problem. 


Senator Manning: As that monitoring proceeds during 
the year to which the Estimates apply—and I am not 
quite clear from your answer whether the monitoring is 
a responsibility with which the individual departments 
are charged or whether there is an overall monitoring 
apart from the departmental monitoring—what machin- 
ery exists today to follow up any indications, that arise 
from that monitoring, that there is a lack of efficiency or 
you are not achieving good cost effectiveness in the pro- 
gram? Does that just run on during the year, or is there 
a corrective process during the terms of the Estimates? 


Mr. Osbaldeston: The responsibility for good manage- 
ment always resides in the management. There is no 


“question in my mind, nor, I am sure, in that of the 


Government, that that is so. 
Senator Grosart: Who is the manager? 


Mr. Osbaldesicn: I am speaking of the deputy head and 
certainly the minister, but in particular the deputy head. 
Equally, however, there is responsibility on the secretary 
of the Treasury Board for the good managerial practice 
of the public service generally. Thereforé,the question of 
efficiency and effectiveness is a shared responsibility. 


Perhaps more important than either of these distinc- 
tions in theory is the fact that the talent available in this 
field is limited. Therefore it can be shared more readily 
by having it located in a central agency. That is the fact 
at the moment with respect to the question of effective- 
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ness when you really get into some of the esoteric tech- 
niques they use. 


As to whether or not the efficiency is permitted to run 
on to the end of the year and is only checked when more 
resources are requested, the answer is no. The manager, 
first of all, has a responsibility each and every day to 
ensure that his operation is as efficient and effective as 
possible. Secondly, the President of the Treasury Board 
and his secretariat have to share that same responsibility. 

I might repeat that we have these points of check: 
when they require new resources or organization; we just 
select new programs ourselves in the secretariat and 
have a look at them. 


The Chairman: In our examination of growth, employ- 
ment and price stability it has been suggested to us that 
it will be essential to examine the various programs of 
the federal Government in terms of their contribution to 
stabilization policies. Can you tell me whether in the 
program planning and budget system there is any exami- 
nation of the present Government programs in terms of 
their stabilization effect and, if not, whether in your 
judgment the program could be made to do just that, or 
has that capability inherent in it? 


Mr. Osbaldeston: Mr. Chairman, I believe probably the 
general answer to your question is that the programs of 
the Government are considered in terms of the stabiliza- 
tion effects, or the generalization. 


However, I must make my meaning clear. In terms of 
the Government process of establishing an expenditure 
budget, the Government is guided by the Department of 
Finance in terms of an economic policy. They receive 
advice from the Department of Finance relative to the 
economic situation. Having received that advice, the 
parameters of expenditures are thereby set and the Trea- 
sury Board acts within them. That is their first effect, 
which is certainly to establish the parameters. 


In addition to that, as you know, Mr. Chairman, the 
Department of Finance and the Department of the Trea- 
sury for many years were one department. We still reside 
in one building and, fortunately, our relationships are 
good. In addition to that we have constant communica- 
tion on a daily basis, back and forth, relative to the 
major elements in the programs of the Government. We 
are not suggesting to you for a moment that every two 
man-year increase is a matter of discussion between the 
Department of Finance and the Treasury Board. Certain- 
ly, all the major issues are a matter of discussion. 


Secondly, obviously when the Government is consider- 
ing new policy positions in the economic field, both the 
Department of Finance and the Treasury Board are pres- 
ent through their representatives and both contribute, 
and at that point again I suggest the Department of 
Finance brings forward questions of stabilization. 


The import of my answer really is to say that I believe 
it goes on. I see it going on. I am not as conscious, not 
being in the Department of Finance, of it happening at a 
point of time or in a certain process. I think Mr. Reisman 
could probably describe that process better than I, but I 
see it happening relative to my own sphere. 


The Chairman: Are you talking of the overall budge- 
tary effects or are you talking of individual programs? I 
think you were talking about the dairy program earlier. 
Certainly I can understand the Department of Finance 
being concerned about the overall effect of its budget, the 
cash requirements and what effect the budget has on 
stabilization generally. Indeed, we have dealt with that. 
What we are being confronted with now is the individual 
fiscal effect of a program such as the dairy policy. Is it 
contributing to the general stabilization policy of the 
budget, or is it drawing you away from that policy? 


Mr. Osbaldeston: I find it difficult to answer that, 
because I am not sure of all the processes that occur in 
the Department of Finance before or after a discussion 
with the Treasury Board on the merits of a particular 
program. This is the reason why I hesitate. Certainly all 
these programs are discussed, and the relative merits and 
de-merits are discussed with us. Obviously the conversa- 
tion between the Treasury Board and Finance officials 
takes place relatively frequently on the program merits. 
Other considerations no doubt are in the minds of 
Finance. Certainly on occasions these are very evident 
and come forth very clearly. I can therefore only assume 
that across the whole range of program consideration the 
Department of Finance deals with concerns on those 
particular issues. 


The Chairman: It would be in the hands of the Depart- 
ment of Finance? 


Mr. Osbaldeston: Let me put it this way. They are 
certainly aware of, or participate in, all the individual 
decisions relative to program allocation, either at the 
policy stage or at the program budgeting stage when the 
budget is made up. They are aware of all these; they 
participate in them, and I assume they do some micro- 
analysis, if you like, of the total expenditures and their 
effects, but I am not a party to that. 


The Chairman: Would the Treasury Board be equipped 
to do that? In the program planning and budgeting 
would it be equipped to do that? 


Mr. Osbaldeston: I would suggest that the Department 
of Finance would be better equipped to do it rather than 
the Treasury Board. 


Senator Grosart: On this same point, could you tell us 
in rough, broad terms how many programs have been 
terminated as a result of PPB examination Over any 
representative period of time? 


Mr. Osbaldeston: I do not know that I can. I think very 
few would be terminated as a result of an effectiveness 
study. I think there would be very, very few. 


However, what really happens here is that we have a 
living creature in terms of the budget and the allocation 
and many programs are absorbed into and drastically 
changed during the course of that absorption. If I may 
give you an example of that, senator, I had some experi- 
ence with the creation of the Department of Consumer 
and Corporate Affairs. There a determination was made 
that all the retail inspection services of the Government 
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should be located in one department, previously having 
been located in the Department of National Health and 
Welfare, the Department of Agriculture, the Department 
of Fisheries, and the Department of Industry, Trade and 
Commerce. 


In a sense, none of the programs was terminated as a 
result of planning, programming and budgeting. What 
did happen, as the result of planning, programming and 
budgeting, where the Government saw as an objective a 
retail inspection service, these four units were drawn 
together, interwoven, amalgamated and instead, in effect, 
of having four retail inspectors visit one shop, one gener- 
al inspector visits the shop now. 

That is why I hesitated for a moment. I would not 
want to say to you that those four programs have been 
terminated. On the other hand, as a result of planning, 
programming and budgeting, you have a great efficiency 
and effectiveness. All four programs continue, in a sense, 
but in another form, under another guise. 


Senator Grosari: I realize that you have not had a very 
long experience with the PPB system. Could you give us 
some kind of an indication of the kind of quotient of 
efficiency that might have been achieved—not necessarily 
in terms of termination, but in terms of amalgamation, 
coalescence, transfer, and so On? 


The point of my question is that in the PPB System 
you lay out the objectives, then you have sometimes 
sub-objectives, then you have program descriptions. My 
understanding of the essence of the system is that you 
relate these finally to the accomplishment, in terms of 
those terms of reference. What has been your experi- 
ence? Has it worked? Have you really been able to say 
you have found a number of programs that have not 
reached their objectives, a number of program descrip- 
tions that have proved to be unrealistic in terms of 
achievement during the year. I am a believer in PPB 
with some reservations, because it seems to me it is a kind 
of poor man’s systems analysis. 


The Chairman: It might be better described as a rich 
man’s system—a very rich man’s system. 


Senator Grosari: It is a poor man’s system of technical 
auditing and systems analysis but I believe it is the best 
under the circumstances and I think it is a great thing 
that we initiated it. Could you give us some picture of 
the success it may have achieved in this short period of 
time? Really we have only one year’s experience of it. 


Mr. Osbaldeston: That is correct, sir. Since you have 
asked a general question, perhaps you will permit me, 
sir, a sort of personal commentary, because it is Not 
susceptible to a hard answer. Therefore, if I am to be 
permitted to make some personal remarks, they are from 
my own experience. 


I only took on this position in the department a year 
ago. This year I was faced with the full exercise of trying 
to determine, in the terms of recommendations to the 
Treasury Board, what the appropriate levels of funding 
were for each program, item by item, and what would be 
appropriate recommendations to make to the Treasury 


National Finance 


June 9, 1971 


Board relative to new programs. I suppose, in simple 
terms, I do not understand how anyone could do that. 
Never having been faced with it, I simply do not under- 
stand how anyone could do that, using standard objects, 
which was really the alternative or the old method. 


Senator Grosari: Yes. 


Mr. Osbaldeston: The fact that a department wanted a 
10 per cent increase in postage, in isolation from any 
other information which was really the case, seems to 
leave one in a totally arbitrary situation as to whether 
they need a 10 per cent increase in postage or not. 


My experience in the last four months in reviewing the 
total budget for 1972-73 would indicate to me that PPB is 
extremely successful in pointing out overlapping activity, 
because they have to describe in words what they are 
going to do. They cannot just do it in postage. So in 
words you can see an overlap. It is there in the program 
forecast of department “‘A” and department “B”. They 
are describing the same thing and you only recommend 
to the board that they fund one activity and you go on 
further to recommend that consideration be given to 
melding the activity. And so it comes out. 

The second fact, in going through this, is that when 
they describe in words what their objective is, even in 
the absence of an indicator on their objective, you could 
make, I would suggest, a pretty good subjective decision 
as to whether or not they are successful, because the 
facts are probably fairly self-evident in the economics of 
the country or in the social life of the country. 


Relative to that latter comment that you can make 
some pretty good subjective decisions in terms of making 
recommendations to Treasury Board, we all hope that the 
PPB will then go the next step to indicators of efficiency. 
We certainly have advanced from even last year, senator, 
in terms of work-load indicators—the sort of lower level 
of the efficiency measure. We have advanced to perform- 
ance indicators. To use an example which does not apply, 
we may not worry about the cost of issuing licences to 
drivers, but perhaps we worry about the number of 
drivers who are issued licences who then later prove to 
be defective in eyesight or something else. There you 
really have an indicator of the performance of the system 
giving rise to the issuance of the licence. 


So I would say, senator, from these very personal 
observations in the last four months, that it is enormous- 
ly helpful and unquestionably saves large amounts of 
money in terms of stopping duplication and in terms of 
amalgamating units that clearly should be amalgamated 
because the two units are reputedly doing the same 
thing. And there are any number of cases where we will 
be recommending to the Government, and when I say 
“any number of cases’ I am speaking inthe order of 
tens—ten, twenty, thirty cases, where we would be sug- 
gesting that the PPB system has shown mevit in some 
sort of amalgamation or some sort of change in organiza- 
tion. And I think that each year that is going to increase. 


The Chairman: I have a supplementary to your ques- 
tion, Senator Grosart. Is there a large amount of duplica- 
tion in the systems analysis work that is being done by 
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the departments in order to satisfy the program planning 
and budgeting of the Treasury Board? In other words, is 
there a whole area in each department or in many 
departments that is in a sense a duplication? 


Mr. Osbaldeston: Well, I should be clear on my own 
resources. I have 40 officers in my own branch. I want to 
make that quite clear. And therefore in sheer numbers 
the possibility of duplication becomes rather small. 


The Chairman: 
department. 


I was not talking about your 


Mr. Osbaldeston: You mean, between departments? 


The Chairman: No, but whether, say, National Defence, 
in order to satisfy the requirements of the Treasury 
Board have a whole system of systems analysis that feeds 
upon itself and grows into a major bureaucracy that is, 
perhaps, unnecessary. 


- Mr. Osbaldeston: Well, Mr. Chairman, first of all I 
would hope that no one in this government undertakes 
any aspect of program planning budgeting simply to 
satisfy the Treasury Board. The only sense in program 
planning budgeting is that it permits the manager of that 
department to carry out an efficient and effective opera- 
tion. If I were of the opinion that my branch was asking 
departments for information and material not pertinent 
to the management of that program, I would try to stop 
it, because it would make no sense at all on two counts. 
One, if it is not pertinent to the manager and it has 
nothing to do with his view of his operation and it does 
not relate to the efficiency or effectiveness of his opera- 
tion, I do no know why I would want the figure. That is 
the first and the last problem I would have. I think it 
would have no meaning to me just as it has no meaning 
to him. Secondly if he as a manager and the Treasury 
Board secretariat centrally controlled with management 
are asking the same questions, we are overdoing our 
demands relative to the payoff. It always strikes me that 
program planning budgeting is akin to cost accounting. 
The same rules apply, as I recall from my days in univer- 
sity, namely that you should not install a cost account- 
ing system that does not have the possibility of a greater 
benefit than the initial cost, otherwise it is sheer waste of 
money because there is no way to get that money back. 


To be specific as to whether or not I believe we are 
now doing that, I must answer no, and I believe we are a 
long way from doing that. The problems in doing good 
work in effectiveness are simply enormous. I do not 
believe that we have the talent now to do all that should 
be done or could be done, and I do not really believe it is 
available in terms of gross numbers—people competent 
to do that work. 


Secondly, I do not believe we should initially expend 
enormous amounts of money without having drawn up 
the techniques. The techniques themselves are simply 
being developed now; they are not in all cases present 
here and now. They are simply being developed, and if 
we are experimenting and testing, we should do that on a 
selective basis. 


National Finance 


18A :13 


The Chairman: The point I am getting at, and I may be 
missing the point entirely and if I do, please correct me. 
In order to present their budget to Treasury Board, it 
presumably has to be presented by the departments in a 
certain form. That obviously because of the emphases 
that you put on certain goals causes them to be involved 
in systems analysis, and I just wonder then if they are 
involved, whether the individual departments are not 
letting their systems analysis go beyond into self-sustain- 
ing organizations and doing things that Treasury Board 
in fact should be doing. 


Senator Grosart: Has any department any kind of sys- 
tems analysis operating? 


Mr. Osbaldeston: I would not want to use the word 
“systems analysis”. That is a better defined and more 
rigorous discipline. There are a number of departments 
that have planning branches, project branches, or 
research, and they are doing their program analysis, as I 
will call it. I am not aware of any of those units which I 
would call overexpanded. I pause to mentally review in 
my mind some of the ones that I know of. 


Mr. MacDonald: I might add that one of the areas in 
these program reviews that the Treasury Board has 
looked on most unfavourably has been in the administra- 
tive areas, in which the program analysis takes place. 


The Chairman: I think that answers the question. 


Senator Hays: In connection with this planning, I was 
wondering how closely you are looking at old programs 
in various departments? The new programs get a thor- 
ough overhauling when they are introduced, but it is the 
old ones that we get into trouble with—the continuing 
programs which have not reached their objective and are 
not going to. Do you, in your department, have an oppor- 
tunity of bringing in people from the private sector to 
look at a certain program and say “Is this program going 
to be good for what it was originally intended to do?” 


I can think of many programs, that when I was in the 
Department of Agriculture I thought should be looked at, 
and which had been operating for 25 or 30 years. If we 
introduced a new program, everybody took a whack at it. 
Once you got it on the books it was not very hard to 
keep it there. 


The Chairman: Perhaps you should tell us about the 
time they tried to cross the buffalo and the cow. Is that 
still going? 


Senator Hays: No. This was a program whereby we 
were going to develop an animal called a cattalo, a cross 
between a beef animal and a buffalo. The program start- 
ed in 1960. We accumulated thousands of acres to propa- 
gate these animals. The buffalo is not a very fertile 
animal. We did not seem to achieve much, but it was a 
pretty costly program. Nobody had ever taken a look at 
this program. Each year there was so much put in the 
Department of Agriculture’s estimates to carry on the 
program. That is just one example. 
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There are all sorts of examples. I wonder how you 
approach the old programs? It seems to me that the old 
programs are the ones with which you have the problem. 


Mr. Osbaldeston: I agree entirely with what you say. 
The established programs in a sense are more difficult to 
deal with, in simple terms that they have been there for 
a long time, the people running them have been there a 
long time, and it is more difficult to come to grips with. 
When someone requires a funding for a new program, 
enormous attention is focused on the new program. How- 
ever, even the old programs need more money just to 
stay abreast, to stay even. 


The Chairman: And that raises the issue. 


Mr. Osbaldeston: And that raises the issue. Therefore 
in these days even the oldest program comes forward 
seeking 4 per cent increase, just to stay even. 


Senator Hays: Of course, you generally chop that off 
by saying “We will start off with a 10 per cent reduction 
on all departments.” 


Mr. Osbaldeston: On occasion that also is a healthy 
process. 


The Chairman: That is when the PPB method fails, 
you just say “chop 10 per cent.” 


Mr. Osbaldeston: We are creating in departments an 
independent capacity of the program manager to look at 
old programs. In other words, a man whose livelihood 
and reputation is not riding on that program. He is an 
independent person, attached to the deputy minister’s 
office and can usually look at the program coolly and 
calculatingly. 


It is to the benefit of the department in many cases if 
they can switch funds under this program planning aid 
budget system, move money within a department. There- 
fore there are benefits to the overall management of the 
department, if they can locate a slow program, to move it 
into a program which is far more effective. So there is 
reason for them to do it. 


Secondly, we are creating in the secretariat a capacity 
to select an old program and look at it from the point of 
view of efficiency. 


Senator Hays: You just spotcheck them and say “We 
will look at ‘X’ number of programs within the 
department.”’? 


Mr. Osbaldeston: That is correct. 


The Chairman: Can you give us an example of an 
older program that you have by virtue of this examina- 
tion caused to discontinue? 


Senator Hays: The Bonaventure. 


Mr. Osbaldeston: In terms of efficiency, we now have 
sent teams for the planning branch into twenty different 
departments. I can think of two offhand which come to 
mind. This has been in co-operation with the department; 
they are always done with the assistance of departmental 
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personnel. In both the Unemployment Insurance Commis- 
sion, when it was an agency, and in the Department of 
Veterans Affairs, we saw declines in requirements, even 
though demand was increasing, because they established 
efficiency performance indicators. 

One of the things which we are doing in this area 
again is relative to regional operation. It is very difficult 
to compare the efficiency of a department with any other 
organization, because there is only one Department of 
Veterans Affairs and it does a very unique job. It is very 
difficult to find out how effective or efficient it is in the 
absence of a standard. We can compare the efficiency of 
their Toronto operation with that of their Vancouver or 
Halifax operation and if there is a discrepancy in that 
regional interoffice comparison, at least we can ask the 
question, why? There may be very good reasons for that 
discrepancy in efficiency between offices. So we have had 
success, as I mentioned, and I see it in the figures when 
this money is requested to do the same thing, because 
they now have performance indicators and are demand- 
ing higher performance of their managers. It is rather 
encouraging to see that sort of thing. 


Senator Hays: Are we going to consider any of the 
various programs in the Estimates tonight? 


The Chairman: You are free to do so if there are any 
on which you would care to question. 


Senator Hays: I refer to page 23-14, on bilingualism. 
Last year we budgeted for $54 million and I see it is up 
to $78 million. We took quite a long look at this last year 
and I suppose the name of the game is to teach people 
that speak French, English and those that speak English, 
French. This should be a pretty easy program to deter- 
mine whether you are getting through or not. 


How many people speak French now in western 
Canada, or are we using new methods? We have been 
teaching French in schools since I was a boy. We do not 
know how many people in English-speaking Canada 
speak French and in French-speaking Canada speak 
English. 


Mr. Osbaldeston: To my knowledge, there has not been 
an assessment such as you speak of to determine precise- 
ly the effect of these expenditures on the creation of 
bilingual Canadians. Quite frankly, I think it is a little 
early to make that sort of an assessment. If I may be per- 
mitted a personal minor assessment, I do know that my 
own children in their own school can have a half day in 
French, starting in kindergarten. Certainly, if I may 
make another personal reference, if you will excuse me, 
they can speak far more French than T,ever could at 
their age. I think it is a little early to make a formal 
assessment of the success of that program. 


The Public Service Commission is engaged on a some- 
what similar exercise for the public service, and Mr. 
Carson has given statistics, as I recall, on the success they 
have had with their schools. I think he has been not as 
satisfied as he might have hoped to be at this point, but 
equally I think it is quite clear that they are creating 
more bilingual civil servants. If one can extrapolate that 
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experience to the broader Canadian scene, one could 
perhaps be hopeful, but we simply have not done the sort 
of work you suggest, and I think it is a little early to do 
that. 


Senator Hays: You probably do not have this informa- 
tion, but perhaps the committee could have it. How will 
this $77 million be distributed among the provinces? 
What is the formula? 


The Chairman: Mr. Osbaldeston tells me he could pro- 
vide that information. Would that be satisfactory? 


Senator Hays: Yes. I realize you probably do not have 
that now. 


Mr. Osbaldeston: I do not have that information with 
me. 


Senator Hays: What I would like to know, and what I 
think would be useful to the committee, is what do the 
provinces of British Columbia, Alberta, Saskatchewan 
and Manitoba receive of this $77 million? How is it 
distributed? 


Mr. Osbaldeston: If it is agreeable to you, senator, I 
will endeavour to secure that from the department and 
convey it to you. 


The Chairman: Is that satisfactory, Senator Hays? 
Senator Hays: Yes. 


The Chairman: I would suggest then, Mr. Osbaldeston, 
if you send a copy to Senator Hays and a copy to the 
chairman, I will table it at the appropriate time. 


Senator Grosart: We had that question last year. 
Senator Laird: Did we get the information? 


The Chairman: I do not recall an undertaking. There 
are some items here that I have to table later in the 
meeting from previous meetings, but they do not include 
that. 


Senator Hays: We asked for some information on edu- 
cation of Indians. 


The Chairman: Yes, and we got that. I sent that to you. 


Senator Hays: We received that. I do not know that we 
asked for this information in connection with 
bilingualism. 


Senator Grosari: It does not matter. 


The Chairman: There were questions on the bilingual- 
ism program. If you recall, at that time we had the 
Secretary of State here, or officials from the Department 
of the Secretary of State, and at that stage they had not 
finished their negotiations with the provinces. 


Senator Grosart: That is right. 


The Chairman They were loath to give us informa- 
tion for fear that it would seriously affect their negotia- 
tions with the provinces, and I think at that stage we 
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agreed we would not ask for the information. I think that 
is why we have not got it. 


Senator Hays: I think it is distributed on a per pupil 
basis. I believe this is a program that certainly your 
department will have to watch very closely, because this 
figure can be up to $500 million very quickly. It has 
jumped from $53 million to $77 million in the first year. 

I have another question on Air Canada. I hoped to ask 
it last year. Many of us purchased Air Canada credit 
cards, for which we paid $400 or $500 some years ago. 
We never received any interest on that. Now we can get 
the CP credit card for the asking. Air Canada are still 
holding that deposit. There must be thousands of dollars 
on these air credit cards. I was wondering what the 
policy of the Department of Transport or Air Canada is 
in connection with this? 


Mr. Osbaldeston: Mr. Chairman and senator, I would 
have to seek more information on this, because I do not 
know the facts surrounding it. If I may, I will secure the 
information on it. 


Senator Grosart: It may be that they only charged for 
bad risks. 


Mr. Osbaldeston: Senator, I do not have one of those 
cards. 


Senator Hays: This is a nice piece of business; if you 
can get away with it for a long time, you are doing 
pretty well. 


The Chairman: Will you endeavour to give us the same 
information on that? 


Mr. Osbaldeston: Yes. 


Senator Isnor: I was going to ask the witness about his 
staff of 40. Are they divided up into certain departments? 
What is the procedure there? 


Mr. Osbaldeston: Senator, I have a staff of 40 officers. 
In total, my staff is 86, including stenographers. 


Senator Isnor: Including the 40 officers? 


Mr. Osbaldeston: Yes, including the 40 officers. I want 
to be accurate. There are 40 officers who are divided on a 
planning, programming and budgeting basis, interestingly 
enough, at the beginning of this year. When I say that, I 
have five divisions, each headed by a director. If I could 
use one of the divisions as an example, it is this. I have a 
director of industrial and natural resource development. 
He has, below him, two group chiefs: one is responsile 
for all of the programs of the Government as set out in 
this Book, program by program. One is responsible for all 
of the programs of the Government relative to industrial 
development. His responsibility crosses departmental 
lines. He is responsible for the northern development 
program of the Department of Indian Affairs and North- 
ern Development. Whereas, one of my directors responsi- 
ble for social programs has responsibility for the Indian 
and Eskimo program of the Department of Indian Affairs 
and Northern Development. So, in effect, we have taken 
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the programs of the Government, regardless of depart- 
ment, and divided them up amongst my people on a 
functional, or, if you like, program basis. There, each 
director has a responsibility probably for the parts or the 
whole of about 15 departments or agencies of Govern- 
ment. Does that clarify it sufficiently? 


Senator Isnor: That is far enough on that. Dealing with 
one particular section of your audit branch, Regional 
Economic Expansion, nearly every day, senators, mem- 
bers of the house, receive circulars saying that grants are 
being extended to so-and-so and so-and-so. Have you any 
control over those at all? Is there any accounting to you, 
or is that done just by the ministers? 


Mr. Osbaldeston: By “the act”, I believe you are refer- 
ring to the industrial incentive grants under the IRDIA 
Act. The minister has the authority to make grants up to 
certain limits within the act, limits relative to the 
amount of the grant, in terms of the number of people 
likely to be employed and, secondly, limits relative to the 
total capital to be invested in the particular plant. 


Secondly, of course, the minister has the limits imposed 
by the statutory vote, by the Appropriation Bill, in the 
gross amount of money which he can expend or commit. 
As to each individual transaction, senator, the Treasury 
Board secretariat or the Treasury Board is not involved 
in those day to day transactions. 


Senator Isnor: That is ministerial? 

Mr. Osbaldeston: That is correct, sir. 
Senator Isnor: That is direct ministerial? 
Mr. Osbaldeston: That is correct, sir. 


Senator Isnor: Why I asked that, Mr. Chairman, is that 
you may have noticed, and I feel senators may have 
noticed, that there is a list sent, every day or every 
second day, on these grants. The grants centre around 
two provinces in particular, and there are two or three 
loans in other provinces. It does not look as if care has 
been exercised to spread as much money as possible 
through the whole country. That is what I have in mind. 


Mr. Osbaldeston: Mr. Chairman, I should point out that 
these industrial incentive grants, to speak to that group 
of grants under the Minister of Regional Economic 
Expansion... 


Senator Grosari: Are those not found under the 
Department of Industry, Trade and Commerce? 


Mr. Osbaideston: There are other types of grants, sena- 
tor. The dip grants and the peak grants, but I was 
referring to the industrial incentive grants under the RDI 
Act. 


I was going to mention that those grants are restricted 
to plants located in designated areas of the country. By 
definition those areas do not cover all of the country. In 
particular, the designated areas are located in the Mari- 
times and parts of Quebec and very small areas of 
Ontario and so on across the country. But they are 
designated areas, senator. Therefore, you would not, I 


believe, expect to see what I would call an even distribu- 
tion. They were designed to assist the Government in 
overcoming regional disparities. Therefore, selected areas 
were designated to benefit from those grants. 


Senator Laird: That would be government policy. 
Mr. Osbaldeston: That is correct. 


Senator Isnor: And those decisions are made by the 
minister. 


Mr. Osbaldeston: That is correct, sir. 


Senator Grosart: When you come to the end of the 
year on the activities of the Department of Regional 
Economic Expansion, how close do you think the Public 
Accounts will come to the Estimates in terms of described 
programs? On the point Senator Isnor is making, one gets 
the impression from these almost daily press releases that 
the thing is pretty well on an ad hoc basis. That is not 
necessarily a criticims, but the program descriptions do 
not seem to be very exact in the Blue Book. 


The Chairman: What page is that, senator? 


Senator Grosart: It goes from page 22-1 on. There are 
some very specific grants in there. 


Mr. Osbaldeston: Senator Grosart, Mr. MacDonald has 
pointed out one way of checking on the accuracy, if you 
like, of the forecasting of the Department of Regional 
Economic Expansion. On page 22-7 in the middle column 
you will find the forecast expenditures for 1970-71, and 
the total there is $263,225. That is the second column in 
the middle column. But on page 22-4 under “Esti- 
mates, Avproved,” for 1970-71 you have that which was 
voted in the 1970-71 period of $270,793,500. Therefore, 
their forecast of expenditures for 1970-71 came very 
close to what was actually approved in that year for 
expenditure purposes. 


Senator Grosart: That is in general terms, but my 
question was; when you come down to the specific pro- 
grams, the ones that seem to be announced on an ad hoc 
basis, almost from day to day, how close will these come 
to the detailed forecasts given to Treasury Board? There 
must be more detailed forecasts than there are in here. 
This is not a critical question; I just wondered how close 
you can come in looking at so vast a problem as regional 
incentive programs. 


Mr. Osbaldeston: In terms of how close you come, it 
really is a question of forecasting expenditures against 
a prior commitment. This is really what you are involved 
in, because you enter into a commitment today to fund 
a new enterprise perhaps starting in six months in terms 
of construction and receipt of grants, and it is going to be 
in construction for perhaps a year or two years or maybe 
even three years, and therefore it is a question of how 
good you are at expenditure forecasting relative to a 
commitment. The experience we have had with the 
Department of Regional Economie Expansion is that they 
are quite good in the gross, and in that gross forecast 
obviously there are many changes, I would imagine, but 
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in the gross they are quite good’ at the expenditure 
forecasting. 


Senator Grosari: They would obviously stay pretty 
well within their gross. 


Mr. Osbaldeston: That is correct. 


Senator Grosart: But what I am wondering is how 
close are they coming in their forecast project by project 
or program by program within the regions. 


Mr. Osbaldeston; I cannot really answer that because I 
have not gone through it myself project by project. So I 
cannot answer it from experience, and I have not seen a 
figure on the individual projects and check-marked “yes” 
or “no” and had a tabulation done as to whether they 


“were correct on individual projects. I have only seen the 


gross figures. 


Senator Grosart: Would there be any publication of a 
comparison between the proposals and the actual projects 
accomplished? The reason I ask this question is that 
economists keep telling us that they cannot get the infor- 
mation they need from the Government to assess the 
accuracy or the validity of Government planning. This 
comes up also, of course, from the regions; Nova Scotia 
thought it was going to get more and New Brunswick 
thought it was going to get more. This particular area 
assumed that a project would go ahead. One assumes that 
there are going to be many changes in the course of a 
year as projects and priorities are assessed, but it would 
be very interesting to know just how close actual per- 
formance is to forecast in these very large expenditures. 


Mr. Osbaldeston: I really think you would require the 
Minister or Deputy Head to answer that question proper- 
ly for you. Clearly they have been quite good in the gross 
amounts, but how many switches and changes were made 
within that I really could not comment on. 


The Chairman: Do you ever look at that even on a 
spot-check basis. 


Mr. Osbaldeston: My officers look at it in order to 
determine the expenditures, if you like, for the Depart- 
ment of Regional Economic Expansion likely to occur for 
1972-73, and you have to look at the commitments they 
have already entered into for that year, the commitments 
they are likely to enter into in the coming year to arrive 
at a figure. In that sense we look at them. 


The Chairman: That is proposed expenditure. 


Mr. Osbaldeston: The commitments they have made. 
The budgeting in advance. 


The Chairman: Do you ever go back? 


Mr. Osbaldeston: We have not. We are presently trying 
to look at this again, to see what was thought to be the 


expenditures arising in 1971-72, and what was the real 


experience. Again, we would not look at those item by 


item, as there would be so many. We would rely upon 
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the departmental staff to give us subtotals broken out the 
way we want them to be broken out. 


Senator Grosart: Is this public information, forecast 
versus performance? 


Mr. Osbaldeston: I do not think it would be a problem 
of forecast versus performance. I think that question 
should be put to the minister. I would have thought that 
so many of these commitments are with private firms, 
and as to whether or not private firms did or did not 
proceed might be considered confidential by the minister. 


Senator Grosari: In view of the tremendous controver- 
sy that is going on as to the efficiency of our regional 
economic expansion program—it is an honest controver- 
sy—it would be very interesting to have some kind of 
data from which we could assess the regional analysis of 
the needs in one year for expansion in an area against 
what was actually done. It would help to evaluate the 
validity of the policy. In the normal course, are these two 
sets of figures published? I am not asking if they are 
available. Are they published in the annual report of the 
department? 


Mr. Osbaideston: To the best of my knowledge, they 
are not. 


Senator Isnor: I feel that they are published, Mr. 
Chairman. I think every circular that comes out gives us 
the amount and the number of jobs that it is estimated it 
will cover. 


The Chairman: That is correct, senator. At least, the 
contract that the department enters into is given. I think 
it reviews its undertakings after a certain length of time 
to see if they have been lived up to. I think you are quite 
right, that there is from time to time a release of the 
grants which the department has made. 


Senator Grosart: Again, this is ad hoc. This is not what 
I am asking. 


The Chairman: What Senator Isnor is saying is that as 
far as the expenditure is concerned, the information is 
there. So it adds to your point that that end of it could 
be put together. Those are project by project figures— 
entered into—agreed upon. That could be brought to- 
gether, as Senator Grosart wants, and compared with the 
figures on which they prepared their budget in the first 
place. 


Senator Grosart: Yes. It is very important to be able to 
assess the validity of the judgments of the department in 
asking for the original gross figure. Anybody can spend it 
and anyone who is reasonably wise can stay within it. 


The Chairman: That might be an area of investigation 
that the committee might consider. 


Senator Grosart: It would be an interesting one. 

Mr. Chairman, I would like to ask an overview type of 
question. In looking at the Estimates I find, first of all, 
that the estimated increase is $913 million and the ex- 
pected further supplementary Estimates is a decrease of 
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$40 million. This appears at page 1-23, at practically the 
bottom line. Expected further supplementary Estimates, 
1970-71, then there is a comparison, 1971-72, 1970-71 and 
the decrease is shown at $40 million. 


What is the present status of that figure? 


Mr. Osbaldeston: The $40 million indicates what the 
Government expected to come up by way of supplemen- 
tary Estimates in 1970-71 after they had tabled the main 
Estimates in the House. So up until the time they tabled, 
or this book was printed, the expenditures approved 
were $13.4 million. The Government anticipated further 
supplementary of $40 million in the final supplementar- 
ies, so they print it there. In the case of 1971-72 we do 
not print expected supplementaries because when we 
table the book we hope to have everything inside the 
book. Our hope is not always borne out in the event, but 
that is obviously what one tries to do. 


Senator Grosart: It is a pious hope. 


Mr. MacDonald: There was some discussion previously 
with respect to forecasting. It so happens we were not all 
that bad that time. The actual supplementary Estimates 
to be voted we tabled for 1971, after we said it would be 
$40 million was $29.9 million. It was better than our 
usual accuracy. 


Senator Grosart: Yes, it was a very good record last 
year. On the increase side, leaving out loans, investments 
and advances, $913 million, four items take up $473 
million, which is almost half. This is at pages 1-21 and 
1-23. The four main increases are $256 million, National 
Health and Welfare, $109 million, Secretary of State 
Department. Just above it is $62 million, Regional Eco- 
nomic Expansion and over on the next page, the top 
item, $46 million. 

Could you explain why in these four departments there 
are these very large increases? 


Mr. Osbaldeston: I think we would have to go to the 
detail if we may, Mr. Chairman, to see what the items 
are. 


Senator Grosari: I am just saying that these four items 
take up $473 million of the $988 million. 


Mr. Osbaldeston: On page 16-2, to deal with National 
Health and Welfare, Mr. Chairman, if you read about 
halfway down the page, there is an item in the line 
entitled “‘Hospital Insurance and Diagnostic Services Act 
Contributions” and in the third column, “Change,” that 
item increased by $91.6 million. Directly below that is 
“Contributions to the Provinces under the Medical Care 
Act,” which increased by $110 million, representing an 
increase of $200 million. 

Following the “Change” column right down to the 
bottom item before the heavy print at the bottom of the 
page, you will find an item of $47,848, which is the 
Canada Assistance Plan payments, which increased by 
$47.8 million. 


Senator Grosart: Wy did the Hospital Insurance and 
Diagnostie Services Act contribution go up $91 million? 


Mr. Osbaldeston: We are paying 50 per cent of both of 
these items on a share cost program. If you simply take 
into account the increase in salaries and wages involved, 
in effect the medical fees, or schedules established, in the 
case of the hospitals the cost of staff, you come out with 
quite large figures on that basis alone. 


Senator Grosart: It would have to be little more than 
just demographic increases, would it not? 


Mr. Osbaldeston: Yes, they would be more than that. 
Senator Hays: You do not have control of that. 
Senator Grosart: It is open end. 

Mr. Osbaldeston: Yes, it is a cost share program. 


Senator Hays: The provinces do the spending; you just 
do the providing. 


Mr. Osbaldesion: That is correct. 


Senator Grosart: Under the contribution to the prov- 
inces under the Medicare Act, which again is an open 
end, $110 million. I am just asking why these federal 
contributions to health care have gone up as substantially 
as they have. 


Mr. Osbaldeston: In the case of the contributions to 
Medicare, more contributors joined in that year, and that 
accounts for that rather large increase over the base of 
$550 million. You mentioned some others. 


Senator Grosart: The Canada Assistance Plan. That is 
the same reason; that again is Open end. 


Mr. Osbaldeston: That is correct. The other one you 
mentioned was? 


Senator Grosart: The Secretary of State, $109 million. 


The Chairman: There is one before that, Regional Eco- 
nomic Expansion $62,550,000. 


Mr. Osbaldeston: That one, senator, relates in large 
measure’ I believe to the industrial incentives program, 
page 22-2. In the “Change” column, moving down to the 
third item from the top, “Grants and contributions’’, you 
find an increase of $57.8 million. If my memory serves 
me, that relates to industrial incentives..Mr. MacDonald 
says $45 million of that relates to the increased industrial 
incentives program. S 


Senator Grosart: Just to give us a little exercise in 
reading the Blue Book, would you guide us from that 
item in the general summary of $57 million to the detail? 


Mr. Osbaldeston: You find on page 22-4 under the 
“Change” column, Vote No 10, where we now start to get 
closer to the detail, there is a description here as to the 
item. Then further on you have a grants in contribution 
table... 


Senator Grosari: Excuse me. We do not get very much 
closer to the detail, because the summary figure is $57,- 
826,000, and the Vote 10 figure is $57,825,800. It is almost 
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but not quite the same figure. I could hardly call this 
detail. 


Mr. Osbaldeston: I am just going on. I do not think we 
will come right down, but we can certainly get closer in 
terms of an explanation. On page 22-12, looking at the 
grants and contributions table, you have a better descrip- 
tion under the contributions of the items involved, or a 
description of what the contributions are for. Then you 
have a break down of how much goes for development 
planning and administration, industrial incentives, infra- 
structure assistance, and social adjustment and rural eco- 
nomic development. That, senator, I should point is then 
set out in written detail on 22-8, where in words we have 
a description of development planning and administra- 
tion, industrial incentives, at the bottom lefthand corner, 
which describes in more detail the purposes of the alloca- 
tion of this. 


Senator Grosart: My problem is still that, if I take the 
only detail that you seem to have given me, which is on 
22-12, where I find the proposed Est mates 1971-72, are 
$293 million and the forecast expenditures 1970-71 are 
$231 million. The difference I find here is $62 million, 
which is about the amount we are talking about. But this 
is pretty broad. Development planning and administra- 
tion, an increase of $4 million. Industrial incentives, a 
large increase. Infrastructure assistance, $7 million 
increase. Social adjustment and rural economic develop- 
ment, $9 milion. This is hardly detail. Where do I go to 
find out, for example, what the intention of the depart- 
ment is in spending from an increase from $73 million to 
$114 million in industrial incentives? Where would I go? 


Mr. Osbaldeston: You would have to go to such places 
as the annual report of the department, and supplemen- 
tary material, senator. Given the size of the Estimates as 
they presently stand, the detail, which I know the senator 
will appreciate, is greater than in previous years but still 
not sufficient to answer that sort of question. 


The Chairman: It sounds as though you are laying the 
groundwork for an investigation. 


Senaior Grosart: No, no, not at all. 


Senator Hays: We have that sent to us, if you so desire. 
It comes to my office every time there is a new program, 
as to where the location is, and so on. I have it all. 


Senator Grosari: That is not my point. This is what 
goes on on an ad hoc basis. If I want to find out why the 
department wants this very large increase in the indus- 
trial incentives program, what I am interested to know is, 
can the department tell you, as of the moment that they 
put those in the Estimates, exactly what the industrial 
incentives programs intend to spend that money on. This 
is because perhaps of the experience from the science 
policy side and technological forecasting, I would like to 
find that. 


One of the measures of management efficiency is to 
relate forecasts of expenditures to actual expenditures. I 
do not find much opportunity here. Although I must 
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accept your word that the Blue Book now gives us more 
information, it certainly has less votes, far less votes, than 
in the old Blue Book. I suspect that there was a little bit 
of a snow job done on Parliament when this PPB System 
was put in. There certainly was a very large decrease in 
the individual votes. It may not have been as good as the 
PPB System but in that sense there was mo more detail 
and certainly more control, in the sense that expendi- 
tures could not be transferred except within the votes. 


Mr. Osbaldeston; If I may, relative to the first part of 
the senator’s question, on providing detail in advance in 
a forecast, I think in a program such as this, where you 
have an Industrial Incentives Act, which is dependent 
upon the application of a private individual for benefits 
under the act, it would be extremely difficult to forecast 
in February, 1971 those people who would be coming 
forward in 1971-72 and making application under the act 
in a specific location. 


The Chairman: But what Senator Grosart is sort of 
probing for is the information that you received from the 
department on which these raw or gross figures are 
based. He understands as well as anybody that in grant 
programs you cannot be sure what exact grants are going 
to come up. But he would like to know whether the 
figure is, I suppose, pulled out of the air or is based on 
real figures. I do not know whether you can give us those 
figures. 


Senator Grosart: I am interested in that because I 
suspect that whatever the amount is it will be spent. Mr. 
Chairman, this would apply to almost any department in 
which there are grants. 


Mr. Osbaldeston: Wherever you have grants that can 
be applied for, yes. 


Senator Grosart: Yes. 


Mr. Osbaldeston: As I mentioned earlier, Mr. Chair- 
man, one of the basic elements in the figure for 1971-72 is 
the commitments entered into, and those figures are 
fairly hard figures. 


Senator Grosari: They are ongoing figures. 


Mr. Osbaldeston: That is correct, and they form part of 
the figure that is in this book. They were already com- 
mitted before the book was committed and before they 
made their program submission to us. 


Senator Grosart: They would have been provided for 
in the earlier Estimates, would they not? 


Mr. Osbaldeston: No. If it is a program requiring fund- 
ing over a three-year period, part of it may have been 
funded in 1970-71 and part in 1971-72, but we would 
know there was a commitment outstanding relative to 
1971-72 and we would add up all the commitments. 

The second element of trying to develop the proper 
figure here is to forecast what commitments are likely to 
be entered into, given response from the private sector. 


Senator Grosart: That is right. 
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Mr. Osbaldeston: And what level of commitments one 
would hope to achieve or attract, if I can describe it that 
way, relative to the objective you have in certain areas; 
and that figure is one which you can only arrive at in 
terms of an overall strategy as to what you try to achieve 
and, secondly, an estimate of how much investment 
money you can attract under the program. 

Here again the Treasury Board secretariat deals in 
gross figures. Certainly, as I deal with it in my review I 
can only call it a gross figure. You are dealing with the 
addition of the anticipations relative to the overall plan. 


Senator Grosart: That is a beautiful phrase. What was 
that again? 


Mr. Osbaldeston: At the level of the program force we 
are working at, you are dealing with the departments’ 
anticipations of what they will attract under this pro- 
gram, and they put that against what they wish to do in 
a region or within this whole total program. In other 
words, you can ask for one of two things: what your plan 
would call for, given that you want to achieve that sort 
of input in an area; and secondly, you may wish to 
achieve that but may not be able in your judgment to 
achieve that amount of private participation. So therefore 
you would be asking for something less. So therefore it is 
the marriage of these two things: your program and what 
you hope to achieve by way of attracting the private 
sector. 


Senator Grosart: This is really what I am getting at. If 
we want to assess the validity of the whole concept of 
regional economic expansion from the Blue Book, how 
can we get a look at departmental policy? 

Let us take the Maritimes for example. Is it concen- 
trated on a growth centre concept. or is it concentrated 
on development of rural regions in northern New Bruns- 
wick and so on? How can we find here what the depart- 
ment intends to do with this money at the start of the 
year when we are looking at it, and Parliament is saying, 
“Yes, you can have the money.” Where do we go beyond 
the Blue Book if we want to know? Senator Isnor wants 
to know if you are going to develop Halifax as a growth 
centre, or Truro. What is your concept? Then at the end 
of the year it will be tremendously useful to the depart- 
ment itself and to Parliament to see how close this came 
to your concept, and not in any critical way. 


Senator Isnor: There is no way you can do that. These 
requests are coming up daily because of conditions at the 
present time. 


Senator Grosari: I agree, Senator Isnor, but the Trea- 
sury Board has looked at this and said that this is a valid 
amount. What components do you put in? 


The Chairman: As Mr. Osbaldeston has said, they do it 
on a gross basis. 


Senator Grosart: I do not believe for one minute that 
they do it on a gross basis. 


Senator Hays: They could add a supplementary Esti- 
mate if it was not enough. 
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Senator Grosart: I do not believe that Tom Kent comes 
in and says, “Look, fellows, we need another $50 million. 
Will you give it to us?” That is a gross basis. You say to 
Tom Kent, “Tell us what you want the $50 million for.” 


Mr, Osbaldeston: Well, you are dealing with a number 
of things; you are dealing with the objectives they have 
under the program and we have knowledge of that. You 
are dealing with trends in the past and how successful 
they have been in achieving in the past. You do not want 
to over-fund them. They may want to do something but 
they have not been able to do it. So, you are dealing with 
trends and you are dealing with expectations as to the 
state of the economy in the coming year. So when I said 
“gross basis”, I do not mean to say that you just take a 
figure out of the air, but you are dealing with factors 
which lower or raise the amount of money, and that 
amount of money is built up from trend experience, from 
opportunity experience and a number of other things. 
When I said “a gross”, you certainly arrive at a gross 
from those inputs, experience inputs, forecast inputs and 
that sort of thing. When I used the word “gross” I was 
trying to distinguish as between the concept of project by 
project or town by town or country by country. We just 
do not have that capacity. 


The department, I would think, would undertake that 
kind of review in projecting trends and seeing how they 
have done historically and in trying to assess what they 
ean do in the future. That is the sort of analysis I would 
expect them to go through. They would then present that 
to us in a more global way, because we could not do it 
ourselves. We certainly could not handle that amount of 
detail ourselves in the secretariat, along with the 79 other 
departments and agencies we have to deal with in a 
relatively short period of time. So we are relying on 
them, senator, to do a great deal of this initial work. 


Senator Grosarit: I am disappointed that Treasury 
Board does not go a little further than that myself. 
Perhaps I am getting into an unfair questioning area 
because I am really getting into policy. It does seem to 
me that the Minister of Regional Economic Expansion 
must have more to go on than trends and the advice of 
his officials who say, “Well, it looks like 50 million 
dollars more this year.” Surely the minister will say, 
“What are you going to do with the $50 million? What do 


‘you expect to do with the $50 million?” If you say that 


the Treasury Board relies on the minister’s judgment, 
then that is all right. But I come back to my original 
question, which is that if an economist, parliamentarian 
or interested party said, “I would really like to have a 
look at this.” Where could he get this forecast in some 
kind of detail? He might say, “Fine, you have decided 
not to spend $14 million on sewers in Halifax. You have 
decided to fund a shoe factory in Truro instead.” This is 
the kind of information that we need to assess the judg- 
ment of a very large program like this which we hope 
will be a tremendous success. 


The Chairman: Surely, a lot of those grants would not 
refer to sewers in Halifax. They would refer to a general 
amount required for grants for the program, and could 
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not be defined any further than that, except maybe in 
terms of the region into which they were perhaps going 
to go. 

I would be interested in having the same information, 
but I am inclined to think that when they are estimating 
since it is a grant situation and since each grant has to be 
negotiated—and, in fact, they have to wait until they get 
applications—it seems to me that those figures would not 
be broken down much more than into regions. 


They might be broken down as to so much for infras- 
tructure programs and primary and secondary resource 
programs—and now they have a tertiary resource 
program. 


Senator Grosari: On page 22-12 we read “Development 
Planning and Administration”. That does not excite me 
as to detail. There are “Industrial Incentives”, “Infras- 
tructure Assistance”, and “Social Adjustment and Rural 
Economic Development’. 


Mr. Osbaldeston: There is a better description on 22-8 
relative to what those single line entries mean, but I do 
not think it gives the detail that you have been inquiring 
about. 


Senator Grosart: That is just a point of interest and 
not of criticism. 


The Chairman: It is a very germane point and perhaps 
one that we should consider for the future. Certainly 
it would be worthwhile asking the Department of Re- 
gional Economic Expansion at some point. 


Senator Isnor: Just yesterday I heard of two items, one 
from Yarmouth and one from Halifax, in regard to 
assistance brought about by conditions. 


Senator Manning: For what it is worth, I would suggest 
that these amounts are arrived at by Government when 
the program is originally initiated, after judgment is 
passed on the merits of the program and its desirability. 
In the light of their other obligations, responsibilities and 
priorities, the Government decide that to initiate the 
project they can appropriately decide on ‘“X” dollars. 
That is pretty arbitrary. From there on, these figures are 
usually arrived at primarily in the light of experience of 
the previous year. If the applications are far in excess of 
what they initially thought, there is consideration given 
as to whether the Government should increase it. If it 
roughly meets what was approved after it was analysed, 
it stays about the same. If it was more than demanded, it 
goes down. 


Senator Grosart: That is obviously the voice of experi- 
ence, Mr. Chairman. 


The Chairman: It certainly is. Perhaps we should leave 
that on that note, and move on. 


Senator Grosart: The next one was Secretary of State, 
$109 million increase, at page 1-21, the Summary. 


Mr. Osbaldesiton: If you refer to page 23-2 and follow 
the “Change” column there is an entry of $25,168,000 
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which is the Bilingualism Development Program. Farther 
down, under the “Education Support Program, Post- 
Secondary Education,” is an item of $85,800,000. As the 
senators know, that is the cost-sharing program. 


Senator Grosart: Post-secondary education payments to 
the provinces. 


Senator Hays: Is it vocational schools? 

Mr. Osbaldeston: That is the university level. 
Senator Grosart: On what basis is that? Per capita? 
Mr. Osbaldeston: Fifty per cent of total cost. 


Senator Grosari: Oh, yes; that is the 50 per cent. That 
is the one to which we add research grants to pretend it 
is not education. 


Mr. Osbaldeston: The final one you mentioned was 
Transport, which is on page 26-2. Running your eye 
down the “Change” column, you will see “Air Transpor- 
tation Program,” $22,739,000, which is the major item; 
$62,179,000 Airports Revolving Fund relevant to develop- 
ment at the major airports such as Ste. Scholastique. 

These are really the major items giving rise to the 
change. 


Senator Grosart: What is the reason for those two? 


Mr. Osbaldeston: The air transportation program really 
reflects the increased traffic in our airways, which calls 
for increased air navigation aids, such as radar. 

Money is provided under the Airports Revolving Fund 
to complete the Ste. Scholastique and the new Toronto 
International Airports. 


Senator Grosari: There are a few decreases, but not 
many. Are there any outstanding examples of decreases 
due to departmental efficiency? I think one of the largest 
seems to be $24 million, against Industry, Trade and 
Commerce, strangely enough. There are also $46 million 
and $35 million decreases. These are three fairly large 
ones. Is there anything significant in any of those? 


Mr. Osbaldeston: I think the table at page 1-68 may be 
of more assistance, since it breaks that down more. The 
$38.5 million is a reduction in contributions to vocational 
training schools capital. I will pick out some of the other 
large items. There is a decrease on page 1-70 in Unem- 
ployment Insurance Commission on the coming into force 
of the new act of $53.6 million. The Veterans Welfare 
Services program, Veterans Affairs, on page 1-68, $9.6 
million, which is simply a reduction in the number of 
demands on the program. 


Senator Grosart: There are no abandoned programs 
there? 


Mr. Osbaldesion: I should point out a decrease in he 
Government contingencies program of $5 million towards 
the bottom of the page. 


Senator Grosart: I will not get into the contingencies 
program tonight. 
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Mr. Osbaldeston: I will not say abandoned. 


Senator Isnor: It is 10 o’clock, Mr. Chairman. How 
much longer are we going to be? 


Senator Grosart: I am through. I am sorry to have been 
so long. 


The Chairman: Not at all. Are there any other ques- 
tions? I just have one short question, and then a couple 
of items to table. The items to be voted are $7,260 
million? 


Senator Isnor: What page is that? 

The Chairman: I am on pages 1-22 and 1-23. 
Mr, Osbaldeston; Right. 

The Chairman: Statutory items, $7,091 million? 
Mr. Osbaldeston: That is correct. 

The Chairman: A lot of $14,352 million? 

Mr. Osbaldeston: That is correct. 


The Chairman: In addition to that, non-budgetary 
items of $988 million? 


Mr. Osbaldeston: That is correct. 
The Chairman: I think that covers it. 


Honourable senators, I would like to table certain 
information in reference to our examination of Supple- 
mentary Estimates C for the year 1970-71: a letter from 
Mr. MacDonald dated May 19, giving information on the 
Special Development Loan Fund to the provinces; a 
letter from Mr. MacDonald dated April 8, 1971, giving 
information on the cost to the Department of National 
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Defence of providing guards in Ottawa during the recent 
emergency in Quebec; and further particulars on the 
Public Works Vote L29C, loan for the construction of an 
oil terminal wharf at Come-by-Chance, Newfoundland. 

This was requested by senators at our hearing on those 
Supplementary Estimates on Thursday, March 18, 1971. I 
request that these be printed as an appendix to today’s 
proceedings. Is that agreed? 


Hon. Senators: Agreed. 
(See Appendix A) 


The Chairman: Honourable senators, if there are no 
further questions, may I report to the Senate on the 
Estimates for the year ending March 31, 1972? 


Hon, Senators: Agreed. 


The Chairman: Will you leave the report in the hands 
of your chairman, if he carefully checks it with Senator 
Grosart first? 


Senator Grosart: That is not necessary. 
Hon, Senators: Agreed. 


Senator Grosart: I hope you will extend our thanks 
once again to our witnesses for a most useful and infor- 
mative evening, and for their tolerance of the kind of 
questions they were asked. 


The Chairman: I will indeed. I also extend the chair- 
man’s thanks both to our witnesses and to honourable 
senators for staying so late at night on behalf of the 
country. 


Mr, Osbaldeston: Thank you very much, Mr. Chair- 
man. 


The committee adjourned. 
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APPENDIX «A» 


Ottawa, Ontario, 


KiA, OR5 
May 19, 1971. 
Senator D. D. Everett, 
The Senate, 
Room 572-S, 
K1iA OA4, 


Ottawa, Ontario. 


Dear Senator Everett: 


Further to my letter of April 8, 1971, I now have 
available up-to-date information in response to the 
questions raised on March 18 by the Senate National 
Finance Committee about the special development loan 
program. This information, supplied by the Department 
of Finance, is attached. 


Yours sincerely, 


Bruce A. MacDonald, 
Director General, 
Budget Coordination. 


SPECIAL DEVELOPMENT LOANS TO THE PROVIN- 
CES—SUPPLEMENTARY ESTIMATES (c) 1970-1971 


Number of provinces who have 

participated and drawn funds 

As of May 3, 1971 all provinces except Ontario and 
Saskatchewan have applied for and received approvals 
for loans to the full amount of their allocations from 
the Special Loans Program in the following amounts: 


Newfoundland 6,300,000 
Prince Edward Island 1,000,000 
Nova Scotia 4,000,000 
New Brunswick 5,000,000 
Quebec 70,300,000 
Manitoba 8,000,000 
Alberta 6,400,000 
British Columbia 37,000,000 


Total $138,000,000 


Saskatchewan has advised it does not intend to use its 
allocation of $5,000,000. Ontario has announced its in- 
tention to borrow its allocation of $17,000,000 for dis- 
tribution on a loan basis to its municipalities, but no 
application has yet been received. Actual loan disbuse- 
ments made to date total $21,800,000, all to the Province 
of Quebec. 


Number of persons employed 


The additional direct employment being created has 
been estimated on the basis of information received from 
the provinces as follows: 
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Man-Years 
Newfoundland 774 
Prince Edward Island 98 
Nova Scotia 477 
New Brunswick 286 
Quebec 6,515 
Manitoba 975 
Alberta 864 
British Columbia 2,661 
Total 12,250 


It is also estimated that the indirect employment being 
created nationally from purchase of materials, equip- 
ment, supplies and engineering’ services will total about 
16,900 for a direct and indirect employment effect of 
29,150 man-years. No estimates are available as to 
subsequent employment multiplier effects. 

Interest Rate 


The interest rate on disbursements made to Quebec 
has been 6.8%. 


Nature of the work done 


The projects on which there is information available 
to this date vary greatly in nature from road construction 
through street paving and installation of street lights 
to municipal buildings, sewage treatment and storm 
drains to take a few examples. They vary also in cost 
from a few thousands of dollars to over a million 
dollars. 


OTTAWA, K1A ORS, 
April 8, 1971. 


Senator D. D. Everett, 
The Senate, 

Room 572-S, 

K1A OA4, 

Ottawa, Ontario. 


Dear Senator Everett: 


When the President of the Treasury Board appeared 
before the Senate National Finance Committee on March 
18 relative to Supplementary Estimates (C) for 1970- 
71, it was agreed that answers to some questions would 
be supplied later. 


I am enclosing answers to questions regarding the 
costs of providing guards in Ottawa during the recent 
emergency in Quebec; particulars on the construction of 
an oil terminal wharf at Come-by-Chance, Newfound- 
land; and economic stimulation measures included in the 
Supplementary Estimates. You will recall that you sug- 
gested sending a copy of the answer to the first question 
mentioned above direct to Senator Phillips and this I 
have done. 
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A number of questions were asked concerning the 
program of special development loans to provinces in 
amount of $160 million. I have still to gather more in- 
formation relative to this question and hope to forward 
you the data requested by members of the Committee 
some time later this month. 


Yours sincerely, 


B. A. MacDonald, 
Director General, 
Budget Coordination. 
Encl. 
c. c. Senator O. H. Phillips 


RESPONSE TO REQUEST FOR INFORMATION 
SENATE NATIONAL FINANCE COMMITTEE 
RE: SUPPLEMENTARY ESTIMATES (C) 1970-71 


Subject: (Page 3.23 of proceedings) 

The cost to the Department of National Defence of 
providing guards in Ottawa during the recent emergency 
in Quebec. 


Answer: 

The Department of National Defence provided the follow- 
ing information on the estimated cost to DND of carrying 
out activities outside the Province of Quebec relative 
to proclamation of the War measures Act: 


Vehicle operating costs $162,800 
Rations provided to personnel not 

normally on ration strength 153,600 
Additional civilian manpower costs 95,300 
Temporary duty costs (travel warrants, 

meals and lodging obtained through 

commercial outlets, etc.) 67,600 
Minor construction (mainly installation 

of extra sanitary facilities in various 

DND buildings in the Ottawa area) 55,000 
Consumable materials (cleaning supplies 

batteries, toilet supplies etc.) 52,000 
Commercial transportation and 

communications 30,400 
Other miscellaneous 6,900 

Total estimated costs $623,600 
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These costs were incurred mainly but not exclusively 
in the Ottawa area. It is not possible to entirely isolate 
the costs for Ottawa. } 


Subject (Page 3.24 and 3.25 of the proceedings) 


Further particulars on Public Works Vote L29c, loan 
for the construction of an oil terminal wharf at Come- 
by-Chance, Newfoundland. 


Answer 
The recipient of the loan is to be a Province of New- 
foundland Crown Corporation. 


Annual payments are to be made in the form of 
“rent” which will in effect amortize the capital over 25 
years at 7 percent. 


The federal government would retain ownership until 
the loan was repaid. 


Subject (Page 3.22 of proceedings) 


Economic stimulation measures 
Estimates (C) 1970-71. 


in Supplementary 


Answer 


Finance, Vote L13c 


Loans to provinces for the purpose of 
assisting in the creation of employ- 


ment. $160,000,000 
(Replaced $150,000,000 loan in Sup- 
plementary Estimates B) 
PUBLIC WORKS, Vote 28c 
Loan to Burgeo Leasing Limited for 
the construction of extension to a 
wharf. 240,000 
RCMP, Vote 25c 
Purchase of three aircraft engines 150,000 
VETERANS AFFAIRS, Vote 45c 
Renovations at the Ste. Anne’s Hos- 
pital Mental Infirmary, Ste. Anne de 
Bellevue, Quebec. 380,000 


Published under authority of the Senate by the Queen’s Printer for Canada 


Available from Information Canada, Ottawa, Canada. 
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Orders of Reference 


Extract from the Minutes of the Proceedings of the 
Senate, of Tuesday, March 9th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the expenditures proposed by the Estimates laid 
before Parliament for the fiscal year ending the 31st 
March, in advance of Bills based upon the said 
Estimates reaching the Senate. 


The question being put on the motion, it was... 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, March 17th, 1971: 


“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, March 17th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 


Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 


the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 


“With leave of he Senate 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relations thereto. 


The question being put on the motion it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 
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Minutes of Proceedings 
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_, Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
-10;00 a.m. to consider the question of Growth, Employ- 
‘ment and Price Stability. 


Present: The Honourable Senators Everett, (Chairman), 
Beaubien, Grosart, Hays, Laird, Manning and McDonald— 
GOy. 


Also present, but not of the Committee: The Honoura- 
‘ble Senators Casgrain, Inman, Kinnear, McElman and 
McGrand—(5). 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
,German, Administrator; Mr, E. J. Brower of the Parlia- 
‘mentary Library, Division of Economics. 


_ Heard as a witness Dr. Beryl Wayne Sprinkel, Moneta- 
‘rist and Senior Vice President, Harris Trust and Savings 
Bank, Chicago. 


A statement by the Chairman at the beginning of this 
hearing was read into the proceedings concerning a cor- 
rection of the testimony of G. Herbert Giersch, given on 
June 3, 1971, which is No. 15 of our proceedings. 


At 12:20 a.m. the Committee adjourned to Wednesday, 
«June 16, 1971. 


ATTEST: 
Gérard Lemire, 


Clerk of the Committee. 
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The Standing Senate Committee on National Finance 
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Ottawa, June 10, 1971 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 10 a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, we will resume 
our hearings on growth, employment and price stability. 
However, before we do so, may I say that we have 
received a telegram from Dr. Herbert Giersch of West 
Germany, asking if he could correct a statement that he 
made in his testimony in answer to a question from Sena- 
tor Beaubien, in which he stated that the general level of 
corporate taxes is 51 per cent. He makes the point that 
the tax on profits distributed as dividends is only 15 per 
cent. 


Senator Beaubien: You had better read that over again. 


The Chairman: Whereas he make the statement that 
the general level of corporate taxes is 51 per cent... 


Senator Beaubien: No, he said 50 per cent in his 
testimony. 


The Chairman: He says he said 51 per cent. 
Senator Beaubien: No, 50 per cent. 


The Chairman: He did say 50? Well, he says now that 
it is 51 per cent. 


Senator Beaubien: Yes. 


The Chairman: But the tax on profits distributed as 
dividends is only 15 per cent. In short, what he is saying 
is that there is a tax dividend credit, and the effective 
tax on all profits—that is, presumably, those retained and 
those distributed—is about 22.6 per cent. 


Senator Beaubien: That makes it even better than 
Japan; at least, the tax is not as severe. That is a 
tremendous difference from our tax of 53 per cent. 


The Chairman: One of the areas in which we are very 
interested in the course of our investigation is the opera- 
tion of the money supply, and one of the schools that we 
have heard from, and a leading school, of course, is the 
monetarist school. 


We are honoured to have with us today a leading 
advocate of the monetarist school, and also a gentleman 
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who is a world authority on the problem of lags. He is 
Dr. Beryl Sprinkel, who is senior vice-president of the 
Harris Trust and Savings Bank in Chicago. Dr. Sprinkel 
received his doctorate from the University of Chicago, 
and has had an outstanding career in that university and 
in the business world. He has written such books as 
“Money and Stock Prices,’ “Destabilizing Policies in a 
Stable Economy,” “Monetary Growth as a Cyclical Pre- 
dictor,” and, most recently, “Money and Markets’. I wel- 
come Dr. Sprinkel to our hearings. 


He has filed with the committee a brief statement of 
his remarks, but I would ask him to make a verbal 
introduction to his remarks, and then we will throw the 
meeting open for questions. Dr. Sprinkel. 


Dr. Beryl W. Sprinkel, Vice-President, liarris Trust 
and Savings Bank, Chicago: Thank you, Mr. Chairman. I 
am indeed honoured to have the privilege of testifying 
before this distinguished committee of the Senate of 
Canada on economic matters of great concern to all 
governments in the free world. 


My remarks will focus on the role of monetary policy 
in encouraging non-inflationary economic growth and its 
relationship to fiscal and exchange rate policies. I have 
no special expertise concerning the Canadian economy, 
except perhaps the location of some good fishing spots. 


The Chairman: Senator Beaubien has... 
Senator Beaubien: Not the monopoly. 


The Chairman: ...knowledge of some better fishing 
spots, so get together with him afterwards, and you can 
increase your knowledge as we increase ours. 


Dr. Sprinkel: I am hopeful that my remarks will have 
relevance to your problems and your opportunities. 


As a monetarist, it is my judgment that the demand 
for goods and services and assets is determined primarily 
by prior changes in the money supply. 


In most modern governments the money supply is sub- 
ject to the control of the central bank. Hence the oppor- 
tunity for purposeful policy exists. Growth in the money 
supply in excess of the capacity of an economy to 
increase real production, inevitably brings inflation. 
Erratic monetary growth induces volatile economic 
activity, characterized by go-stop performance, with 
attendant inflation, followed frequently by bouts of 
unemployemnt and reduced real incomes. Thus it is vir- 
tually impossible, in my opinion, for a free economy to 
achieve stable economic growth with reasonably stable 
prices, unless monetary policy succeeds in promoting the 
growth of the money supply in line with the capacity of 
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the economy to increase real output. To achieve stable 
and moderate growth in the money supply, the central 
bank must focus on controlling capital aggregates rather 
than limiting its action to influencing interest rates only. 


Recently many central banks in the free world have 
shifted their efforts towards controlling monetary aggre- 
gates such as the supply of money. This move, in my 
opinion, offers the first ray of hope that eventually the 
present world-wide inflation will be brought under 
control. 


I am a monetarist not because I inherited this “reli- 
gion’, not because I was born with this viewpoint, but 
because the data convinced me that this is the most 
sensible way of interpreting the events, certainly in the 
United States and in many other countries that I have 
examined. 


In my judgment, research over the past ten to twenty 
years has established beyond any reasonable doubt that 
prior changes in the money supply are the major factor 
influencing monetary demand for goods and services and 
for assets. 


I included a chart in my paper, to which you might 
refer, relating changes in monetary growth to changes in 
the business cycle for the US economy. My interest, as a 
commercial banker, in this relationship... 


The Chairman: Excuse me, doctor. To which chart are 
we referring? 


Dr. Sprinkel: The first chart, “Money, Velocity and 
Business”. My interest in the relationship of money to 
the economy, as a commercial banker, is the obvious one, 
that it makes a great deal of difference as to what 
happens to the economic trends and hence our loan 
demands; that it makes a great deal of difference what 
happens to bond prices; and that it makes a great deal of 
difference as to what happens to stock prices. 


This particular chart indicates at least four consistent 
repetitive events dating from 1920 up to the present. In 
fact, I have the data much further back than that, but it 
gets to be too long a chart. 


There are four points that I might mention. Point No. 1 
is that prior to each of the recessions in the United States 
there has been a depressed rate of growth in the money 
supply. Monetarists do not believe this is a casual rela- 
tionship, but in fact believe it is a causal relationship. 


Point No. 2 is that prior to every recovery from reces- 
sion, including the present one that we are now enjoying, 
there has been accelerated growth in the money supply, 
which inevitably has led to increasing spending. 


Point No. 3 is that the severity of economic contrac- 
tions in the US since 1920 has been closely correlated 
with the severity of the prior change in money; that is, 
the sharp downward drops in the money supply were 
inevitably followed by very sharp declines in economic 
activity, with, of course, 1929-1933 being by far the worst. 
In that particular case money supply went down 35 per 
cent. 


Point No. 4 is that money works with a lag, and that is 
exasperating both for policy-makers and for those who 
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must live in the private economy in response to what is 
happening at the policy level. 


Most research suggests that monetary change influ- 
ences spending in the economy, that is, creation of 
national income, with something like a six- to nine- 
month lag. It has some effect in the very short run, and if 
we move out as far as a year it certainly has a very 
major effect. 


Not only does money influence total spending and, 
hence, business cycles, but it also influences financial 
markets. We have been taught for many years that an 
easy money policy brings us low interest rates. Indeed, I 
believed that for a long time, but in fact it does not. An 
easy money policy, continued past the point when an 
economy achieves null employment, inevitably leads to 
very serious inflation. Once inflation begins, interest rates 
begin to discount the actual and expected rate of infla- 
tion; so that an easy money policy, rather than bringing 
low interest rates, in fact brings high interest rates. That 
is why, around the free world, we have had such very 
high rates over the past few years. We have had enor- 
mous inflation fueled by very rapid increases in money 
supply in most nations. 


Secondly, a monetary change inevitably influences 
equity prices, at least in our country. I have looked at the 
Canadian experience, and although the relationsbip is not 
quite as clear, nonetheless it has an important bearing. 
There has never been a sizeable bear market in our 
nation that was not preceded and accompanied by a 
severe restriction in monetary growth; nor has there 
been a considerable bull market that was not accom- 
panied by a preceding rise in the rate of monetary 
growth. 


Chart No. 2 attempts to document that evidence, again 
going back to 1920. You will note, for example, that our 
money policy began to ease in early 1971. When I speak 
of monetary policy easing, what I mean is that the rate of 
growth in the money supply began to accelerate. That 
does not necessarily mean interest rates go down. 


You will notice that with the lag of two or three 
months, our bear market was reached and, on average, 
we have been in a bull market since that time. 


I mention the impacts on financial markets because 
frequently monetarists are accused of having a little 
black box in which they put the money and the spending 
comes out, no one knowing what happens inside the little 
box. It is true that we do not understand it perfectly, but 
it is also true that money works through financial mar- 
kets which, in turn, impacts spending on the economy 
and has an important bearing on subsequent economic 
activity as well as inflation. 


Monetarists are also frequently accused of arguing that 
fiscal policy is unimportant. I would like to assert 
categorically that I know of no monetarist who argues 
that. Fiscal policy has a very important bearing upon 
what happens in an economy. For example, the kind of 
tax system we have has a significant impact on how 
resources are allocated within the private sector; that is, 
whether we spend them on consumption or whether we 
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save them and spend them on investments. Certainly the 
rate of corporate tax has a bearing upon this issue. 


Most economists—and, I suspect, most of you—believe 
that high rates of savings and investment tend to pro- 
mote long-run economic growth in an economy. So fiscal 
policy has a very important bearing on that issue. 


Secondly, it has an important bearing on the issue as to 
how our resources are allocated between the private 
sector, on the one hand, and the government sector, on 
the other. Of course, we have disputes in our country— 
and, I suspect, in yours—as to whether the private or the 
government sector can do it better. Again, fiscal policy is 
the tool utilized to resolve that dispute. 


Thirdly, fiscal policy has a critical bearing upon the 
allocation of resources within the government sector. 
What kinds of policies will we pursue? So I believe fiscal 
policy is inevitably a very important tool of free 
governments. 

Let me add, however, that I would content that changes 
in fiscal policy exert only nominal influence upon 
changes in money demand; that is, the size of a deficit in 
our country—and I have looked at many others—is not 
closely related to subsequent changes in total spending. 


The Chairman: I wonder if you would agree that the 
size of the deficit—as it affects the cash requirements of 
the government, if they have to be financed by the 
central bank—would not have a major effect on the 
money supply. 


Dr. Sprinkel; Yes, sir. 


The Chairman: It comes back to your original point, 
that the government’s fiscal policy can very much affect 
the rate of growth or restriction in the money supply 


Dr. Sprinkel: Yes, sir. That was the next point I 
planned to make, that the size of the deficit is not impor- 
tant, but the method of financing that deficit is critical. 
If it is financed primarily by new money and the deficit 
gets larger and larger, this means the money supply 
grows more and more rapidly. If, on the other hand, it is 
financed by new issue sales to the non-banking sector of 
the economy, it does not increase the money supply. 
Hence, you will find that it does not have a major 
bearing on subsequent spending change. 

It is one of the issues that the so-called monetarists and 
fiscalists are arguing about—and I could name many 
others—concerning the impact of monetary and fiscal 
policies. 


Monetarists do not deny that fiscal policy is important. 
On the contrary, they believe it is important. However, 
they do deny that changes in the budget have an impor- 
tant bearing on subsequent spending trends, but that the 
method of financing that budget—or if you are running a 
surplus, which seldom happens in our country... 


Senator Beaubien: Or here. 


Dr. Sprinkel: The method of disposing of the surplus 
does have an important bearing. 

Let me turn now to the question of inflation. It seems 
to me that very few economic relationships are as firmly 
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supported by the evidence over centuries of time, 
between nations—modern times, the last few years 
versus earlier years—as this relationships between money 
and changes in prices. 


Unfortunately, most modern governments, including my 
own until recently, have tended to follow Keynesian 
prescript ons in post-World War II. I am not using that as 
a derogatory word, though sometimes it might be so 
interpreted. I am using it to indicate that tax changes 
and spending changes were the major tools used in an 
effort to influence subsequent trends in the economy, and 
they have not worked. 


Monetary policy in most nations, until recently, was, at 
best, subservient to fiscal policy; that is, they created 
whatever money was necessary to enable them to do 
what they wanted to do on the fiscal side. Hence, we are 
all paying the price: we are paying the price of suffering 
very serious inflation. 

Monetarists argue that a rise in the money supply per 
unit of output inevitably leads to serious increases in 
prices. This is a testable hypothesis. You need not believe 
me. I would not believe it until I had looked at the 
evidence, but we have evidence, and I have selected a 
small amount of it dealing with the post-war period, 
clearly suggesting that those nations that have permitted 
rapid growth in the money supply have inevitably suf- 
fered serious inflation. I first chose, in table 1, a group of 
our southern neighbours. 


The Chairman: Excuse me, doctor. You are referring to 
table 1 on page 5 of the brief? 


Dr. Sprinkel: Yes, sir, where I have computed growth 
in the money supply per real GNP and what happened to 
prices. These series are independent. You will notice that 
Brazil in this particular period, 1955 to 1968, had enor- 
mous increases in the money supply per unit of output, 
and predictably they did suffer a very serious inflation 
—38 per cent approximately; Chile a little better; Argen- 
tina; but among the undeveloped countries you will 
notice that Peru, Ecuador and Mexico promoted very 
moderate growth in the money supply; that is, money 
supply per unit of output. They did have inflation, but 
much less than their neighbours. 


So it is not a question of undeveloped countries having 
serious inflation and developed countries having no infla- 
tion. You find variations between them. If you look at the 
developed nations, including Italy, Japan, France, West 
Germany, Canada, Switzerland and the UK, there is not 
a perfect correlation between monetary growth per unit 
of output and inflation, but clearly there is some consid- 
erable relation; that is, Italy, Japan and France during 
this period had the most rapid growth in the money 
supply per unit of output, and they had the most rapid 
inflation. 

Canada in that particular period had a very moderate 
growth in money supply per unit of output; that is, 2.2 
per cent a year. It also turned out that you had 2.2 per 
cent inflation. That, I am sure, is an accident, but it 
comes out on the nose, and I would not want to argue 
that the relation is indeed that perfect. However, it tends 
to indicate that in Canada, when you had moderate 
monetary growth, you also had very moderate inflation. 
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The Chairman: Dr. Sprinkel, if I wanted to argue 
against your hypothesis, I might very well say that the 
change in the money supply, if I look at this table, 
follows the event; in other words, that in the case of 
Brazil there was no option open to the central bank 
because of other pressures, and that the bank, by virtue 
of those external pressures and constraints, was required 
to raise the money supply by 35.3 per cent. 


Dr. Sprinkel: Well, that is sometimes the case. Rapid 
in-flows of money from other nations, central bankers 
would argue, means they have no option, but this is not 
to say that no option exists. 


For example, in our own country—and, I gather, in 
yours—we executed the option of tightening up on 
money to get our accelerating inflation under control. 
Now, it caused great pain, it is still causing difficulties, 
and it is causing unemployment, but we have brought the 
inflation under control. The inflation lagged the change in 
money, not vice versa, in our nation, and that has been 
inevitably true each and every time. For example, from 
1960 through 1965 we had in the US very stable growth 
in the money supply per unit of output, and we had very 
moderate inflation. Beginning in the middle of 1965, our 
money supply began to grow much more rapidly, and it 
continued to grow much more rapidly up until 1969. 
Shortly thereafter the rate of inflation began to acceler- 
ate, and it continued to accelerate even after we began to 
tighten money; that is, it worked with a lag. I agree there 
is a lag, but I think the lag works in the opposite direc- 
tion, at least in our nation and, I suspect, in yours, 
because you had developing inflation, you had a tight 
money policy for a while, and I understand your prices 
continued to rise; but the evidence I have seen of late is 
that Canada has the best record currently on inflation of 
any major nation in the world. I think we are second, but 
you have the best pattern at the moment, if the data I 
have seen is correct. 


So my view is that the lag is not from inflation to 
money: the lag is from money to inflation. 


The Chairman: Does this chart No. 1, in your judg- 
ment, show that? 


Dr. Sprinkel: No, sir, it does not plot changes in prices; 
it merely plots direction of change in the business cycle 
against prior changes in money. That is, the shaded 
periods on the chart are periods of economic contraction 
as defined by the National Bureau of Economic Research. 
They just recently defined the last one. At least, the 
beginning of our recession was apparently, according to 
that authority—and it is good authority—in November, 
1969, and it apparently ended in November, 1970, but it 
does not plot inflation in that particular chart. 


The Chairman: Yes, I see. 


Dr. Sprinkel: I do have the book you referred to, and it 
has a chart extending back over 50 years for the United 
States, which does month by month plot inflation against 
growth of the money supply per unit of output. Unfortu- 
nately, I do not have it with me. 


The Chairman: I think we have a copy of the same set 
of charts. 


Dr. Sprinkel: Now, after looking at that table you 
would say: “Well, gee, the developed countries do not 
have an inflation problem”, because that was the average 
rate of price rise for a period from 1955 to 1968. Unfortu- 
nately, in the last several years, that is, beginning in the 
last half of the 1960’s, money supplies began to grow 
much more rapidly, and shortly thereafter inflation 
became much more serious. So that we should keep in 
mind that that long period on average was very good, but 
in the latter part and continuing up until now in many 
nations, the record became progressively worse. 


Now, what do you do about inflation once you have got 
it under way? There is no easy solution. The only way 
that I know of that serious inflation has been brought 
under control is by slowing growth in the money supply, 
which is inevitably followed by weaker business trends 
and accompanied by rising unemployment and reduced 
real incomes. I say this not because I enjoy recessions. I 
detest them. They create problems, they interfere with 
business mangement, they interfere with the prosperity 
of the nation; but we have a chance. If we have an 
inflation going, we can continue to pump in rapid money 
and let it get worse or we can tighten up, pay the price, 
and get it under control. Fortunately, our government 
chose the latter, at considerable political cost. I gather 
that you went through somewhat the same pattern a year 
or sO ago. 


I mention this primarily because it is critically impor- 
tant that once you have paid this very serious political 
and economic cost, it is critically important that you not 
throw away all the benefits. 


In our country, for example, many of my Keynesian 
friends are arguing that we should now forget all about 
inflation, cut taxes, step up spending, increase monetary 
growth even more, and worry about unemployment only. 
I have some sympathy for that point of view, because 
unemployment is not a very humane way of running a 
society. 


The difficulty of pumping in rapid growth in the 
money supply after we have begun to cool inflation, is 
that down the road a year or so we shall be right back in 
the middle of another serious inflation, and we will have 
made the sacrifice for nought. Sacrifices for nothing I can 
do without. Sacrifices that have a pay-off I may be will- 
ing to make. Since I do not like infiation and prefer 
stable prices, I was in agreement that we should make 
the sacrifice in the United States. 


The important point is currently that once having 
gradually brought an accelerating inflation under control, 
it is critically important that we maintain a stable rate of 
growth in the money supply. It need not be absolutely 
stable each and every day of the year, but something in 
line with the real growth in total production. Otherwise, 
if we get the inflation rolling again, we will in a couple 
of years worry about the inflation and forget about unem- 
ployment. Then we will step on the brakes and go 
through another stop-go pattern, which has been much 
too characteristic of free governments in the past 10 
years. A balanced full employment budget, accompanied 
by four to six per cent growth of the money supply, in 
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my judgment is the proper policy for our government at 
the present time. 


What is the relation of these problems to international 
exchanges? It seems to me that recent events, if we were 
not already convinced, clearly indicate that independent 
domestically-oriented national economic policies are 
absolutely inconsistent with fixed exchange rates. The 
reason, of course, is that if we fix our exchange rate 
to-day and suppose it is the proper one, to-morrow it will 
be improper for the simple reason that we have varying 
rates of inflation among nations, we have varying rates 
of economic growth, we have different levels of interest 
rates, and we have different rates of technological 
improvements, so that to-day’s exchange rate is inappro- 
priate tomorrow. 


There are two possible remedies to this problem, that is, 
the problem of inconsistency between a domestically- 
oriented policy and fixed rates between currencies. One 
remedy, of course, is to co-ordinate policies between all 
nations, or at least large blocks of nations. The other 
remedy is to have greater flexibility in exchange rates. 


Recently, European nations have espoused the argu- 
ment that they really want to co-ordinate their policies. I 
can understand the desire to come up with a common 
currency. For example, we have a common currency in a 
land mass larger than Europe, with over 200 million 
people, and it works fine. I am talking about the United 
States. One of the reasons that it works fine is that we 
have a common heritage, we have a common govern- 
ment, we have a common set of policies, and it is the 
same nation. You can have the same currency under 
those circumstances. 


On the other hand, it seems to me that the events of 
the last several months and years suggest, at least, that 
we are not close to the point where policies among 
nations will actually be co-ordinated. That is, any govern- 
ment must formulate policies which respond to its own 
constituency, not the constituency of some other govern- 
ment. 


That being the case, it seems to me it is necessary then 
to move to the second remedy for the problem, that is 
increased flexibility in exchange rates. 


Adoption of a flexible exchange rate system tends par- 
tially to insulate a nation from what goes on in the rest 
of the world. What I mean by “partially insulates” is that 
you may have your own policies and some other country 
may have an opposite set of policies; yet the other coun- 
try will not in essence dictate your monetary growth, for 
example. With a fixed exchange rate system, once the 
market believes that you have an undivided currency, of 
course, money is going to gush into your country. This 
creates difficulties politically between nations. It also 
creates real difficulty for the central bank. It is prac- 
tically impossible in that set of circumstances to run a 
monetary policy which is in line with the desire to pre- 
vent serious inflation. On the other hand, if you have an 
over-valued currency—which the dollar is in relation to 
many currencies around the world—then the opposite 
kind of problems occur, that money flows out. Now, if the 
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country is large enough, you can offset it; but if it is a 
smaller country it is very difficult to offset. 


I do not mean to say that a flexible exchange rate 
system completely insulates you from the rest of the 
world; that is, resource shifts must occur, whether you 
have a flexible exchange rate system or whether you 
have a fixed exchange rate system. It is just my judg- 
ment that the shift is less painful with greater flexibility 
than it is with lesser flexibility. 


In my judgment, the world has to move in the direc- 
tion that Canada has already led. They need not adopt 
freely floating rates. If not that, then we must have more 
temporary floats. If this is politically impossible, then we 
should have wider bands. If we can’t do that either, then 
we are going to have more frequent changes in parity 
values. There is no way that we can conduct an interna- 
tional monetary system locked into an absolutely rigid 
exchange rate system where each nation decides on its 
own what kind of economic policies it will pursue. 


Since I prefer free markets, since I trust free markets, I 
much prefer your approach. I am not at all sure that the 
rest of the world will buy it, but at least you have demon- 
strated that freely floating exchange rates do not mean 
wildly gyrating exchange rates, and many people contend 
that that, of course, is the case. 


The Chairman: Doctor, why did we get into the fixed 
parity in Bretton Woods? Is it purely a reaction to what 
had happened in the late ’20’s and ’30’s? 


Dr. Sprinkel: I think so. Of course, I was not there but 
I have read many of the hearings and there was ten- 
dency during the depression to use exchange rate policy 
as domestic policy. In essence, many countries were 
trying to export their unemployment to other nations. 


In my judgment, we misread that experience. We said 
that the reason for the chaos was the rapid and frequent 
devaluations in currency. In my judgment, the reason for 
the chaos was the lack of a sensible economic policy, 
especially monetary policy, in most nations in the late 
twenties and ’thirties. 


I assure you that if the United States were to reduce 
the money supply by 35 per cent over the next year, we 
would be in the middle of another disaster, that is, a 
depression. That is why the exchange rates kept bounc- 
ing around, was because we had unstable economic per- 
formance, not only in the US but in most other nations of 
the world. So I think it was a misreading. 


They then decided that they wanted fixed parities, but 
even the Keynes White Papers recognized that if a fun- 
damental disequilibrium existed, parity should be 
changed. It turns out that no one could decide what a 
fundamental disequilibrium was, and nations avoided 
until the last minute any alteration in parities. In the 
meantime speculative money flows and other difficulties 
develop, and it has taken 30 to 40 years to convince more 
and more observers, in my judgment, that more frequent 
changes in exchange rates are critically necessary. 


I had the pleasure of attending the International Bank- 
ing Conference in Munich three weeks ago, and I heard 
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no one argue that we should have rigidly fixed exchange 
rates such as we have had over most of the post-war. I 
also heard no one argue that freely floating rates were 
the salvation of mankind; but everyone did say that 
increased flexibility had to come in some form. 


Let me read my summary, and then I will cease and 
desist. 

Free governments can achieve reasonable price stabili- 
ty, combined with economic growth, provided they 
pursue stable and moderate growth in the money supply. 
Once serious inflation becomes the unpleasant fact of life, 
the battle for restoring stability will be long, painful and 
sometimes politically costly. Once stability is restored, 
stable and moderate monetary growth must persist unless 
the effort be in vain. 


Although monetary policy exerts a decisive influence 
on final demand, it plays a minor role in determining the 
capacity of an economy to grow in real terms. More basic 
influences, such as investments in physical and human 
capital, technological improvements, and the innate 
capacity of a people to work, produce and save, are 
dominant. Fiscal policies designed to encourage produc- 
tion and thrift can certainly exert a very beneficial 
impact. 

Pursuit of an independent, domestic economic policy is 
inextricably entwined with the adoption of a suitable 
degree of excaoange rate flexibility. If economic theory 
cannot satisfactorily elucidate this principle, then the 
international exchange events of the past few years have 
earved it in delibly on our consciences. 

The free world can ill afford a repetition of currency 
crises emanating from an international monetary system 
which has served us well but is in dire need of repair 
and improvement. 


There is no easy road to economic Utopia, but prudent 
monetary fiscal policies, in my opinion, combined with a 
consistent exchange rate stance can make a major contri- 
bution to stable economic growth with reasonable price 
stability. 


The Chairman: Thank you very much, Dr. Sprinkel. 
We are now open for questions. Senator Beaubien? 


Senator Beaubien: Doctor, at the beginning of your 
summary you say that the free governments can achieve 
a reasonable price stability by controlling money supply, 
which you explained, and, I think, extremely clearly; but 
just a little while ago the big aluminum producers signed 
a contract increasing wages by 21 per cent, or whatever 
it is, in three years. If the steel workers get a settlement 
in that range, are we not starting right off again on a 
new line of at least cost-push inflation? If everybody’s 
wages are going to go up 10 per cent, how can you 
possibly control prices? 


Dr. Sprinkel: Let me just say that eventually, if we are 
to restore price stability, we must get average wage 
increases down in line with productivity. They are not 
there now in our nation and perhaps not in yours, and 
certainly not in Europe. 


Senator Beaubien: Not in ours. 


Dr. Sprinkel: The question is: how do you get them 
there? Many governments want to use what they refer to 
as incomes policies. This is not a new concept. It may be 
a new word. We used to call them price and wage 
controls. They have been tried in nation after nation, 
including the United States, including most European 
countries, including Canada; and to the best of my 
knowledge they have been abandoned after each experi- 
ment, with the conclusion that they did not work. 


It looks like the easy way out. That is, once you get 
into a serious inflation, why don’t we insist that wages go 
up in line with productivity? That, in my opinion, repre- 
sents a misunderstanding of how markets work. We 
might, with sufficient clout, be able to convince a steel 
union that they cannot possibly raise wages faster than 
productivity. I think it would be somewhat unfair, 
because everyone else is having wage increases in excess 
of productivity; but even if we did it for the steel union, 
remember, that is only one union and only one industry, 
and there are hundreds and hundreds of companies and 
industries in our country and yours, some in service 
business where measuring productivity is extremely 
difficult. 


So that an attempt to use an incomes policy as a direct 
approach to controlling these costs, just does not work. 
How do we get out of it without that sort of approach? I 
cannot speak for your nation, but I can say something 
about the United States, as to how it is beginning to 
work. 


First, we did have monetary restraint; we did create a 
recession, which was not an end in itself and it is some- 
thing we wished we could have avoided, but it was a 
means to an end. We are now seeing some reduced rate 
of inflation, not as quickly as I would like and not as 
much as I would like, but it is coming down. 


What about the wage front? Wages, on average, in 
most union settlements in our nation, with some obvious 
exceptions in the construction industry, have been of the 
order of 8 to 9 per cent, which is two or three times any 
reasonable measurement of productivity. Up to the pres- 
ent time, there is no evidence that I have discerned to 
suggest that that rate of wage increase has come down 


yet. How do we get out of that sort of trap? 


There are two or three things that are going to get us 
out of it if we do not panic on the policy front. No. 1, 
contracts in the US tend to be front-end loaded. By that, 
we mean that the great bulk of the wage increase occurs 
in the first year, and in subsequent years the agreed- 
upon wage increase is much less. We are now going 
through that first year in many industries, and we are 
beginning to near the end of that first year in many 
industries—not in steel because this is the first time 
around for steel in some time. 


Secondly, in our country our average productivity 
improvement is about 3} per cent on average over a long 
period of time, but it tends to get bunched. For example, 
in the two years ending in the second quarter of 1970, we 
had no recorded productivity improvement in our nation, 
so that any time wages increased the unit labour cost 
went up commensurately. Fortunately, in the last two or 
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three quarters we are beginning to see significant produc- 
tivity improvements. For example, the average produc- 
tivity improvement in the US in the first year of its 
economic expansion following a recession, tends to be 
almost double the average; that is, it runs between 5 and 
6 per cent, and that is what is happening today in the 
United States, that is, productivity is rising quite rapid- 
ly. This means that a wage increase does not lead to a 
commensurate increase in unit labour cost. 


Finally, to win this battle ultimately we must avoid 
making the same mistakes we made before. That seems 
pretty simple, except time after time governments con- 
tinue to repeat the same mistakes, that is, shooting a lot 
of money into the economy when unemployment is high 
and forgetting that down the road a year or so you 
are going to re-excite inflation again. 


The rise in wages, in my judgment, is a response to 
inflation that has already occurred. Just as interest rates 
go up in response to inflation, so does any other contract 
that deals with the future. 


In our country, for example, in the early part of this 
last inflation, non-union wage rates went up much more 
quickly than did union wage rates. The reason was the 
union had a contract and they could not negotiate for 
some period of time. Eventually they did negotiate, and 
the contract reflected what had happened to prices 
previously. 


So I do not think it is inevitably true that once you get 
an inflation rolling, you cannot get it under control. It is 
going to take a long time, and it requires the right kinds 
of policies. Productivity improvement and gradual reduc- 
tion in rates of wage increases will occur if you maintain 
a growth in the money supply in line with growth in the 
economy. 


However, that requires great patience, and politicians 
sometimes realize that you cannot do much for your 
constituents if you are not in office, and there is a great 
temptation to panic, in our nation at least. 


Senator Beaubien: That is very interesting. 


Senator Manning: Doctor, would you comment on the 
desirable rate of correction when this situation gets out 
of hand, as we have seen in the last few years? You 
indicated earlier, obviously, that when you are in one of 
these situations you cannot too rapidly either expand or 
contract the money supply. Does past experience indicate 
any guidelines that would be helpful, as to the desirable 
rate of correction? Should it extend over a number of 
years, does it differ in each case, or what is the picture 
now? 


Dr. Sprinkel: I do not think the relation is so precise 
that one can be so competent. All I would be willing to 
say is that it turns out that moderate contractions in 
monetary growth have led to moderate slowdowns in the 
economy; severe contractions have led to _ severe 
slowdowns. 


I can rank them in order. For example, we had a 
slowdown in 1967 which was not labelled a recession. It 
sort of levelled out and some sectors slipped a little. It 
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was preceded by a very brief period of monetary con- 
traction, but they turned around and went the other way, 
and went the other way much too rapidly in hindsight. In 
fact, I thought so then. 


This last recession we had was one of the mildest in 
the 20th century. It lasted a little longer than post-war 
average, but it was not very deep, and the contraction 
was, on average, fairly moderate. We dropped from a 
peak rate of growth of money supply of something like 7 
per cent, if I remember correctly—it might have been as 
high as 8—down to a growth rate of around 2 to 3. That 
is, money did not go down; it was just the rate of growth 
declined. 


So it depends on how quickly you want to correct the 
inflation. The more moderate the decline in economic 
activity, the longer it is going to take to get the inflation 
under control. The greater the prior inflation, the longer 
it is going to take. If you are willing to pay the price— 
and I would not be—of creating a very serious recession, 
I am sure we could get the inflation under control much 
more quickly; but one must obviously balance one good 
against another. I am very happy with the balancing that 
occurred in the US; that is, it was a mild recession, yet it 
is showing results. I suspect the same was true in your 
country, but I am not as well informed on Canada. 


Senator Manning: I was thinking of this thing from the 
standpoint of an earlier comment you made, that so often 
governments move in the direction of correcting inflation 
by these procedures. The unemployment situation par- 
ticularly becomes so serious it builds up pressures which 
detract them away from their policy. 


I wondered if you felt it was practical, even if it takes 
twice as long to correct it, if you do it by a slower 
process: does this result, as a general rule, in a greater 
ability, for example, on the part of those who are thrown 
out of work, to re-adjust in your other areas and hold 
down these other pressures which so often defeat the 
policy which has been accepted? 


Dr. Sprinkel: Yes, sir. I would not want to make a 
scientific statement that your judgment is correct, but I 
certainly would suspect that it is. If you react severely, in 
causing a severe adjustment, the political and economic 
pressures—not just political—will become so severe that 
there will be great temptation to go hard in the opposite 
direction; whereas if you do it very slowly and very 
gradually, the reactions will be less and, in general, that 
would be my preference—the latter, not the former. I do 
not like recessions and certainly I don’t like deep ones, 
for obvious humanitarian as well as economic reasons. 


Senator Manning: There is one other point on the first 
page of your brief where you say: 
Growth in the money supply in excess of the capaci- 
ty of an economy to increase real production inevita- 
bly brings inflation. 


This matter of the capacity of the economy to increase 
real production, would you comment a little on that? It 
seems to me that there are a lot of gray areas today and 
a lot of disagreements as to the accuracy of indices to 
measure the capacity of an economy, and this becomes 
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pretty pertinent. I think your statement is absolutely 
sound, but the interpretation that is put on the capacity 
of the economy will affect what you do to a very consid- 
erable degree. 


Dr. Sprinkel: Yes, sir. Well, it depends on where an 
economy starts, where it ends. What I really refer to 
here: let us suppose we start from approximate full 
employment, whatever it may be in a particular nation, 
and we end up at approximately full employment. Then 
we are talking about growth in labour force, growth in 
capital supply, growth in productivity, and what kind of 
capacity do we have to move forward? 


In our nation the measures are imprecise, but there is 
really not much disagreement about it that, as almost 
anyone you would ask about the US economy I believe 
would say, that the capacity for our economy to grow 
from peak to peak is something like 4 to 4% per cent. 
This depends on growth in the labour force and how 
fast productivity improves. 


I think technical economists can make a reasonable 
judgment. 


In Japan, I do not understand that economy, obviously, 
because their real growth is much greater than that. It is 
in the order of 10 to 15 per cent. Most free nations 
cannot grow anything like that. 


Senator Manning: It started lower down. 


Dr. Sprinkel: That is true, but they started from 
approximate full employment. They haven’t had any 
unemployment problem. Of course, if you start from a 
recession, like the US is starting now, we can grow faster 
than 41 per cent over the next year or two because we 
will be picking up slack; but most modern nations, from 
estimates I have seen, suggest a real growth in excess of 
5 per cent is very uncommon over a very long period of 
time. We are talking of 3 to 5 per cent; in our case, 4, 43 
per cent. 


Senator McGrand: A demand for an increase in wages 
is often the anticipation that inflation is about to take 
place. Now, if contracts with labour were made on a 
yearly basis and not on a two or three year basis, would 
that improve the economic climate between labour and 
management and everything that goes with rate 


Dr. Sprinkel: From that point of view, that is, from the 
impact on inflation expectations, it might. That 1Sfeliiea 
company really demonstrates that inflation is less, and 
this is in contrast to talking about it, that is, you really 
show that the rate of rise in prices is less, as it is now in 
Canada and is now in the US: if contracts came up in a 
shorter period of time, that fact could be taken into 
account. 


Now, it creates other problems. Most management that 
I know and, I suspect, most labour unions, would prefer 
not a re-opening of contracts every year. They have to 
re-negociate, and it takes lots of times and creates all 
kinds of ill-will in some cases; so I would not want to say 
it would be better if we had short term contracts, but 
from that point of view it would be a little better. 
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Senator McGrand: I said yearly. I mean on a sort of 
continuous negotiation basis. 


Senator Beaubien: Never ending. 


Dr. Sprinkel: Hasn’t the UK until recently had that 
kind of approach, and they have had great difficulties 
because they could not enforce contracts, and strikes 
could be called with impunity? I am not so sure; I am not 
an expert in that field. 


Senator McGrand: The question has been repeatedly 
asked: Which is the greater menace, unemployment or 
inflation? As I listen to you, I get the impression that you 
consider uncontrolled inflation is a greater menace than 
unemployment. 


Dr. Sprinkel: No, sir, if I gave that impression I did not 
mean to. What I argued, in essence, was that with proper 
policies we can have the best of all possible worlds on 
those two fronts; that is, we can have relatively low 
unemployment, on average, most of the time, and rela- 
tively low inflation. In our nation, if I had to put num- 
bers on it, I would say it is entirely possible; we have 
done it for long periods of time, so it is a faCiaw tals 
entirely possible to have unemployment, say, around 43 
per cent, which is approximately full employment in the 
US; and at the same time to have inflation of 1 to 2 per 
cent. One to 2 per cent inflation does not bother me very 
much; 6 per cent bothers me a lot. 


The major point that I meant to make with respect to 
batting the unemployment today in your nation and ours, 
is that let’s get it down. It is very important to get it down 
but let us get it down in a way that it does not restore 
the inflation which we began to fight in the first place. 


Senator McGrand: That is clear to me. 


Dr. James Gillies, Study Director: Dr. Sprinkel, I would 
like to pursue for a moment the mechanics of this opera- 
tion. What would you do? Would you recommend legisla- 
tion that required the Bank of Canada to increase money 
supply at a given rate? What would be the positive, 
actual way in which you would make this operative? 


Dr. Sprinkel: Well, it is a difficult question and I do not 


have a sure-fire answer. Let me first say that I am sure 


that every central banker in the world that I know—and 
I suspect all of those that I do not—would oppose a 
legislative mandate to regulate the growth in the money 
supply in any particular way. They prefer independence, 
and in certain circumstances they clearly need it. 


Now, in our nation what we have done, in essence, is 
by long arduous work among monetarists and others, 
testimony before Joint Economic Committee hearings, 
we have been able to get the Federal Reserve to say, or 
Chairman Arthur Burns to say, that he believes that 
under almost all circumstances the money supply should 
grow at a rate somewhere between 2 and 6 per cent. He 
could not conceive of a situation where it should grow 
more than 6 per cent on average, and he could not 
conceive of a situation where it should grow less than 2 
per cent. I am not too unhappy with 2 and 6 per cent. 
That is much less volatility than we have suffered in the 
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past. I would be even less unhappy if we could get it, 
say, narrowed to 3 to 6 or 3 to 5 per cent. 


I do not think we should put a central bank in an 
absolute straitjacket, I do not believe it is necessary; but 
we must in our nation, at least, place more emphasis on 
regulating monetary aggregates and less on trying to 
influence interest rates only. If you try to control interest 
rates, you lose control over the money supply; if you try 
to control money supply, in the short run, you lose 
control over interest rates. I much prefer to keep it 
moderate, and I guess I would not be in favour of a law 
that forced it. 


Dr. Gillies: If I can pursue that a little further, you are 
very fortunate in having a chairman of the board of 
governors of the Federal Reserve at the present time, Dr. 
Burns, who subscribes to this theory. 


Dr. Sprinkel: Partly subscribes. 


Dr. Gillies: Partly subscribes, but you could well get 
someone else. I just wonder if you are sufficiently con- 
vineced by your theory and your data to suggest that the 
time has now arrived that it is appropriate to legislate 
some sort of relationship between the money supply and 
the rate of growth and unit price. 


Dr. Sprinkel: It might be. The main point is that an 
economy can live with any kind of rate of expansion in 
the money supply, so long as it is stable. A stable six per 
cent will do one set of things, but at least it will promote 
stable growth—considerable inflation but stable growth. 
A stable 2 per cent, once the economy gets adjusted to it, 
will promote stability. 


So how do you pick what level? I can’t pick the level 
for a particular country, including our own, but some- 
thing along the rate of growth in real production would 
be my particular pick. The major points is that we 
should not go up and down like a yo-yo, as most nations 
have done, because it causes stop-go performance, and 
this is extremely costly both economically and politically. 


So that if I were to legislate something, I would cer- 
tainly want it pointed towards less instability in mone- 
tary growth, and not be quite so much concerned about 
the average rate of growth. In my particular choice, I 
would prefer something around 4 per cent for the US. 


The Chairman: I would like to ask a supplementary 
there. You say you have set the growth in the money 
supply at, say, 4 to 6 per cent. Is there a set of conditions 
in which you would restrict the money supply? Let us 
assume that over a period you set the money supply at 
the 4 to 6 per cent rate, but over a period of time, 
because of other infiluences—you may well say that could 
not happen, but let us assume there were other influ- 
ences—and even though a floating exchange rate would 
not protect Canada from the importation of inflation, is 
there a case, not for fine tuning but for restricting the 
growth of the money supply to, say, one or two per cent, 
well below the growth... 


Dr. Sprinkel: On average. 


The Chairman: On average, in order to bring the 
economy slowly back to a level? 


Dr. Sprinkel: Well, one case, of course, occurred in the 
last few years, in your nation and mine, where we 
already had a serious inflation growing. Now, to let the 
money supply to continue to grow at 6 per cent meant 
that inflation would grow a lot longer; so that in both 
nations they restricted it below what I would consider a 
long-run objective. 


Having restored reasonable price stability, then is it 
likely that an inflation would get out of hand such as it 
did in recent years in most nations, and then again 
require reduction? 


One cannot peer into the future with certainty, but I 
know of no major inflation that got underway with a 4 to 
6 per cent rate of growth in the money supply. Theoreti- 
cally you would not expect it, and you look around the 
real world to see if you can find any evidence that it 
actually happened and the answer is “No”. 


I can think of other reasons. Suppose you are a nation 
on a fixed exchange rate and, in essence, you let other 
countries determine your domestic policy because that is 
what happens when you go on to a fixed exchange rate, 
especially if your neighbour is much larger than you. If 
you have a deficit in your balance of payments—or let us 
put it the other way, that suppose you have a surplus 
and money is flowing into your nation, if you really insist 
on a fixed exchange rate you may again be forced to 
accelerate growth of the money supply, but you do it at 
the cost of subsequent inflation. You may make that 
choice literally. 


One of the reasons I would be reluctant to write it in 
concrete for ever and ever about any particular rate, is 
that the human mind cannot conceive of all possible 
contingencies into the future. 


The Chairman: There may be. 


Dr. Sprinkel: There may be. Monetarists do not con- 
tend that money only matters; they merely contend that 
money matters most. So I would like a little flexibility, 
but much less than we have had. 


Flexibility is not necessarily good; it can be bad, and 
we have had much too much of it in our nation in recent 
years. 


The Chairman: When you say money matters most, 
you will be pleased to know that you agree with my wife 
anyway. 


I notice in table No. 1 that there is a correlation, 
although you yourself state it is not exact, between the 
rate of increase in consumer price index and the rate of 
growth of the money supply. You say 4 to 6 per cent rate 
of growth in the money supply. If there were a correla- 
tion, this presumably would result in a 4 to 6 per cent 
increase in the... 


Dr. Sprinkel: No, not in prices. 


The Chairman: You see this problem in real terms. 
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Dr. Sprinkel: That is right, and shows the money 
supply per unit of real output. A 4 to 6 per cent growth 
in money supply would give you maybe a 1 per cent 
growth in money supply per real output, which would 
give you a very low rate of infiation. 


The Chairman: Thank you very much. 


Dr. Gillies: If you have a situation where a government 
clearly wants to operate with a deficit and a central bank 
thinks that inflation is a serious problem, is it the obliga- 
tion of the central bank, in your opinion, to finance the 
deficit for the government? 


Dr. SpTinkel: This gets into political arrangements 
between the government of the country and the central 
bank. In most countries that I know anything about, 
including our own, the central bank tries to maintain 
some independence, but ultimately the government wins. 


I cannot conceive, for example, of the Federal Reserve 
pursuing a set of policies over a period as long as a year 
or two that was completely in opposition to what the 
government wanted. So this means that in a democracy 
we must elect responsible officials that really believe that 
maintenance of price stability is one of the important 
things; and hopefully the governments will recognize that 
financing a large deficit with new money will give them 
something they don’t want later. Inflation is politically 
costly too, we must keep that in mind. We tend to forget 
it when we are only worried about unemployment. Back 
a couple of years ago in our country it was a very tender 
subject, and in fact still is. 


I do not know any way out of that. You can say that if 
we had an all-knowing dictator this might be the best of 
all worlds, but I do not want to go that route and I am 
sure you do not either. 


Dr. Gillies: Just to summarize this line of argument, 
then the monetarist’s point of view or your point of view 
is that you have to be very persuasive. You would not 
legislate it; you have got to really convince people that 
this is the view. 


Dr. Sprinkel: You see, if you legislate it and have them 
persuaded, they merely change the laws. That is no solu- 
tion, so you have got to be persuasive. 


Senator Hays: Dr. Sprinkel, with hindsight, I am won- 
dering what happend, in your opinion, between the years 
1930 and 1937. Have we been close to this situation 
again? This is a world situation, but now we look back 
on it I would like to know what you think happened. 
How did we get into this terrible world dilemma? 


Dr. Sprinkel: Back in depression days? 


Senator Hays: Yes. 


Dr. Sprinkel: I suppose one of the reasons why I ulti- 
mately became an economist is because I was on a small 
farm in Missouri, faced with both a depression and 
drought. We did not really know we were in poverty, but 
we were and so were all our friends. I wondered why 
does the world have to go through these convulsions, and 
I have spent a good part of my life working on that issue. 


I am convinced that we got that way with poor economic 
policies, especially poor monetary policies. 


I spoke of the 35 per cent decline in our money supply 
from 1929 to 1933. I know of no nation throughout the 
world that experienced declines in the money supply of 
that order of magnitude that did not experience intense 
deflation. In our case, we began to reverse policy in late 
1932, and 9 months later the economy turned up. 


Dr. Gillies: What was the increase in the money supply 
at that time? 


Dr. Sprinkel: Beginning from the low, you mean? 


Dr. Gillies: This was sort of under the New Deal, was 
it not? 


Dr. Sprinkel: There was a decrease of 35 per cent from 
peak to trough. In the years 1934, 1935, 1936 we had a 
rapid growth of the money supply of about 15 per cent, 
and the economy was moving up. It was moving up from 
very depressed levels. By early 1937, just before the 
second drop-off, we hadfinally achieved a rate of indus- 
trial production equal to the peak in 1929; but unemploy- 
ment, which had been 25 per cent at the trough, had 
declined only to 15 per cent just before the second drop. 


Why did we have this second drop? Why, after this 
significant recovery from the low, did we again turn 
down in 1937 for another severe decline in economic 
activity? 


Again, if you look at that chart, you will notice that 
the money supply declined from a rate of growth of 15 
per cent down to a negative 10. That is an enormous 
change. 


Dr. Gillies: That was monetary. 


Dr. Sprinkel: That was monetary. If you go back and 
read the records of the Federal Reserve they indicate, 
though it is hard to believe, that they were concerned 
about inflation even though they had 15 per cent unem- 
ployment. So they decided to double the reserve require- 
ments for commercial banks. They said, ““The banks have 
all these excess reserves lying around, they are not using 
them, and they might create inflation later, so let us take 
it away from them”. 


Put yourself in the position of a commercial banker 
who had finally got through the great depression, and 
you were still there. The only reason you were still there 
was that you had maintained a very liquid position, 
because your friends who did not were no longer in the 
banking business. We broke about half of them in the 
United States in that period. 


Dr. Gillies: And your customers too. 


Dr. Sprinkel: Customers too along with it. It was not 
just the bankers; it was everyone who had deposits with 
them. The bankers said, ‘‘Look, the Fed. is taking it away 
from them. We are going to try to get it back”. Now, 
they cannot literally get them back for the system, but 
any one banker could improve his liquidity by selling 
loans and investments, because he gets cash, and they did 
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it en masse. Down went the money supply, and a few 
months later we went into another depression. 


Why did we have that experience? We had it because 
we had a very volatile monetary policy ranging from 
rates of growth of 20 per cent down to a negative 35. 


We worry today about volatile monetary policies, but 
let me hasten to add that the degree of volatility, at least 
in the United States, that we have experienced since 
World War II, has been much less than anything that we 
experienced in the ’twenties or ’thirties. That is, we have 
raised our standards. We insist on government doing a 
better job than they used to and the central banker doing 
a better job, and they are. I think they have a way to go. 


Senator Hays: This was caused by deflation. Now you 
are setting a ceiling of somewhere between 2 and 6 per 
cent on inflation. 


Dr. Sprinkel: On monetary growth. 


Senator Hays: On monetary growth, and that time we 
had a billion people in the world and now we have three 
billion. Japan has had 18 per cent inflation in the last 12 
months with full employment and that sort of thing. Do 
you think that we can hold the horses back a little too 
hard insofar as this inflation is concerned? 


Dr. Sprinkel: Yes, sir. I think it is possible to over- 
react, but so long as you have flexible exchange rates, as 
you now have... 


Senator Hays: Floating rates. 


Dr. Sprinkel: Floating rates, you do not really have to 
worry all that much about what some other nation is 
doing. You can attend to your own knitting and realize 
that money fiows are not likely to get in your way, at 
least to the degree that previously existed. 


Yes, I think it is possible to over-react to depressions, 
and it is also possible to over-react to inflations. Once 
having an inflation, I think the proper way to do it is 
gradually over a long period of time, but this is some- 
times politically untenable for obvious reasons. 


Senator Hays: Doctor, as a banker and living next to 
Canada, what mistakes do you feel that we have made in 
the last 4 or 5 years, or what should we be doing in the 
next 2 years? 


Dr. Sprinkel: I have been very careful not to tell 
Canada how to run its nation, because I really do not 
know enough about it. The one way to lose one’s reputa- 
tion is to pose as an expert on something you really do 
not know about, and I really do not know your problems. 
I read about them, I look at the numbers, but I tend to 
my knitting in terms of the U.S. economy, where I do 
speak up when I think it is wrong. 


I know that most nations have had volatile growth in 
the money supply and much too much of it. You can or 
may not have had, but but we did. 


Senatcr Inman: Dr. Sprinkel, I am interested in what 
would have happened had the second world war not 
come along. I was quite close to government affairs in my 


own province of Prince Edward Island at that time. I 
know what effect the second world war had on the 
economies of the countries, but I am wondering, if that 
had not happened, what would have been the situation. 


Dr. Sprinkel: Well, our recovery from the 1937-1938 
recession was well underway before war broke out in 
Europe in 1939 and, of course, had gone a long way 
before we finally got in the war. My guess is that nations 
would have recovered from the great depression just as 
they did, but it might have taken somewhat longer, but 
hopefully the inflation would not have been as severe as it 
turned out to be during and following World War II. 


I think it is a mistake to argue that wars are good for 
an economy and peace is bad. I am not talking about 
human sacrifice, because obviously it si bad for human 
beings. I am talking about economics; that was is bad for 
the economy as well as for the people. It means that we 
waste resources, we spend money on guns and tanks that 
we could otherwise be spending on improving housing 
and everything else that human beings like to enjoy. 


It might have taken a little longer, but I am convinced 
that real incomes would have been much higher if we 
could have avoided that war. 


Senator Manning: Doctor, you mentioned that the 
second reverse around 1937 was due to the concern with 
inflation at that time. Were there any clearly discernible 
reasons for the big fluctuation of 35 per cent curtailment 
of money supply that precipitated the major crash? 


Dr. Sprinkel: In our country it had to do with the rules 
of the gold standard. At one time, not through law but 
sort of as a mutual understanding, a domestic monetary 
policy was determined, to a very considerable extent, by 
flows of gold between nations, because gold was used to 
settle balance of payment differences. 


If I remember correctly, we had started a tighter policy 
before this occurred, but Britain went off the gold stand- 
ard, and there was great thought that the same thing 
would be happening in the US, so gold began to flow out 
of the nation at a very rapid pace. I used to know the 
numbers and I have forgotten them now, but we lost 
something like a third to a half of our gold supply in a 
few weeks. 


Of course, the central bank, that is the Federal Reserve 
Board, following the rules of the gold standard, began to 
tighten money even further. They raised the discount 
rate, they sold securities in the open market, and the 
money supply collapsed even more. 


The Chairman: They just had no option? 


Dr. Sprinkel: Well, they had an option if they did not 
want to follow the gold standard rules. No one follows 
the gold standard rules today. That is, gold flows do not 
determine our economic policy, nor does then balance of 
payments, even through we do not settle with gold, deter- 
mine our policy. So they had options, but in the context 
of the times, they perhaps had no options. 


The Chairman: As long as they preferred to be on the 
standard. 
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Dr. Sprinkel: As long as they wanted to stick to the 
rules: that when gold flows out you tighten money, they 
had no option; but comparing a desire to stick to a 
convention versus the ultimate cotas that were incurred, 
I am rure that if they had recognized money really does 
matter they might not have done that. 


Senator Hays: I read not so long ago, and I think it was 
Friedman who said it, that for Germany just recently, 
in American dollars, you would only have half enough 
gold in the United States. If I remember the figures it 
was something like $11 billion. 


Senator Beaubien: That is what it is now. 


Dr. Sprinkel: Germany has had something like 20 or 
21 billions of dollars. 


Senator 
reserves. 


Hays: Against $11 billion worth of gold 


Dr. Sprinkel: 
knowledge. 


That is right, to the best of my 


Senator Hays: In that context, how is money valued 
now on United States dollars, based on goods and 
services? 


Dr. Sprinkel: Most currencies, in a technical sense, tie 
to the dollar—not the Canadian, which is floating. Also 
Germany’s and Holland’s currencies are floating now. I 
suppose they are the only three major ones. Most curren- 
cies are defined in terms of dollars. That is, the central 
bank insist on the exchange rate moving only a little 
within a certain relationship to the dollar. 


Why do people want to hold dollars, even though they 
are tied to them? Well, despite the obvious weakness of 
the dollar in the last several months in international 
exchanges, it seems to me fairly clear that the US dollar 
is still the premier currency of the world. Now, why? It 
is not because we have done such a good job in the last 
three or four years certainly, because we had serious 
inflation, but so did everyone else. We did not do worse 
than others. It turns out that most world trade, certainly 
over half of the world trade today, is carried on in 
dollars. 


Now, is there reason to believe that the world will 
continue to use dollars? In my judgment there is, provid- 
ed we keep that inflation under control. If we do not, 
why would they want to hold dollars? I think we are 
going to do it. I have confidence that we are not going to 
panic this time; but it is the size of the nation, it is the 
use of the dollar in international commerce, and it is the 
fact that despite a bad record from 1965 to 1969, the 
record over the post-war years, in terms of maintenance 
of price stability, is better than every other nation I 
know of, but from 1965 to 1969 it was very bad. 


Senator Hays: If this is the case then, that the US 
dollar sets the pace, Canada’s position insofar as inflation 
is concerned, is that anything we do we have to be pretty 
well in tune with you. We cannot decide we are not 
going to have any inflation while you are having a lot of 


inflation. How far apart can we be insofar as this is 
concerned? 


Dr. Sprinkel: It depends on what kind of international 
exchange arrangement you are willing to adopt. If you 
have a fixed exchange rate system, in one sense you can 
look upon Canada as a 13th Federal Reserve district; that 
is, you will be directly affected by what happens in 
Washington in terms of our monetary policy. 


Senator Hays: Well, we are now. 


Dr. Sprinkel: But if you have a floating rate you are 
much more free, in my judgment, to decide what makes 
sense for Canada. You need not be dictated to, either 
directly or indirectly, by what happens in some other 
nation. I do not live in a smaller nation, but if I did I 
think this would be an additional reason why I would 
want flexibility in my exchange rate. I would prefer to 
decide my own destiny, and not let governments that had 
a different constituency decide it for me. So that you 
have considerably more flexibility, in my judgment, with 
a flexible rate than you had previously with a fixed rate. 


I hasten to add that there is no way, so long as we 
maintain trade between nations, that any nation, large or 
small, can completely insulate itself from what goes on in 
the rest of the world. Resources must shift, but at least 
you can determine your own monetary and fiscal policies. 


The Chairman: Dr. Sprinkel, where does a monetarist 
stand on the relation of the dollar to the price of gold? 


Dr. Sprinkel: Well, there is no religion written that all 
monetarists must subscribe to, so I cannot answer for all 
monetarists. My own judgment is that I would be just as 
happy if we had a completely free gold market, and we 
have an almost completely free gold market. That is, we 
have a gold market in London and elsewhere, and each 
day it moves. It goes above the $35 an ounce—$35 an 
ounce, of course, being defined by our government as 
being the price at which we will sell gold when offered 
dollars. 


As you pointed out, sir, Germany alone has more than 
twice as many dollars as we have gold, so that cannot be 
a very realistic promise on our part to exchange gold for 
dollars. This sort of beclouds the issue, and I would be 
perfectly happy if we had no fixed price of gold at all 
and we let the market decide. 


Senator Hays: You would let it alone? 


Dr. Sprinkel: We do mostly. This is not a very extreme 
proposal I am making, because the great bulk of the gold 
that is exchanged is exchanged at a free market price. 
There is very little that exchanges between the US Trea- 
sury and central banks, because we do not have much 
and fortunately they have not asked for much. 


The Chairman: But presumably that free market price 
is influenced by the price fixed by the American 
government? 


Dr. Sprinkel: But not to a very large extent, because if 
it were there would be more transactions between the US 
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Treasury and other governments than actually occur. 
There are not many. Occasionally there is a little but not 
much. 


The Chairman: Doctor, I think one of the questions 
that is germane to this point that you have been raising 
is: How does the central bank gain independence, or 
what are the constraints of the central bank in exercising 
its independence, to fix the money supply at this pro- 
grammed increase that you have talked of? 


Dr. Sprinkel: You do not mean independence from its 
government; you mean independence from other forces 
bearing upon it, is that correct? 


The Chairman: Yes, although that could take in, as we 
mentioned earlier, the cash requirements of the govern- 
ments which might very well influence them. I am not 
talking about independence in terms of the fact which 
sets up the central bank, but rather what the governor of 
the central bank has to worry about and how really 
independent he is. 


Dr. Sprinkel; All central bankers that I know are very 
reasonable men, and they have certain points of view, 
just as I do. The major impediment to trying to control 
the money supply, until very recently, is the conviction 
among most central bankers that the money supply does 
not matter very much; that much more important is 
what happens to interest rates. They tend to say, “We, 
therefore, will operate on interest rates’. So the major 
impediment has to do with a theoretical view which was 
supported and has been supported by practically all 
Keynesian economists, who tend to emphasize interest 
rates instead of money supply. 


I hasten to add that I was obviously pleased, at this last 
international meeting a few weeks ago in Munich, to 
know that more and more central bankers, including our 
own—lI do not want to say they are monetarists, because 
they would deny it—are saying, “Money really does 
matter, and we must pay more attention to controlling 
monetary aggregate changes than we have previously”. 
This implies that they pay a little less attention to con- 
trolling interest rates. So it is amatter of conviction. If 
you insist on operating on interest rates only, you lose 
control of monetary aggregates. 


Unless I am wrong, and I try not to be unfair on this, 
more and more central bankers are now emphasizing 
monetary aggregates. This applies to the UK, it applies to 
Germany, it applies to France, it certainly applies to the 
United States, it applies to Holland, and I am not so sure 
about Japan. I have not talked to them about this matter, 
but I think that the conviction that money does not really 
matter is by far the most imvortant impediment. 


Now, there are other impediments. If you are on a 
fixed exchange rate, money flows are a major impedi- 
ment. I am sure any central banker could give you many 
more. For example, a problem we had in 1970 was a 
confidence crisis, which it is hard to specify in terms of 
monetary aggregates, but the financial community felt it, 
and the Federal Reserve had to do something and they 
did. They responded by freeing up some markets they 
had previously controlled—that is, some savings mar- 
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kets—and ultimately confidence has been restored. In the 
meantime they were putting money into the economy. I 
think it is primarily a matter of conviction. The question 
is, “Does money really matter?” and until recently most 
central bankers have said that it does not matter very 
much. 


Senator Hays: But you say that interest rates matter. I 
do not believe there has ever been a time in the world, 
certainly not in this country where the tax gives up to 50 
per cent, when a person with a little bit of money could 
make a terrific amount of money. Can the economy stand 
this sort of thing? 


Dr. Sprinkel: Well, you do not make much money if 
you have 6 to 8 per cent inflation. You end up about 
where you were when you started. 


Senator Hays: You might own this piece of real prop- 
erty, or you might option a lot of things, and you could 
live with it. The banker does not go back to 1933 think- 
ing. In 10 years you could own the property. 


Dr. Sprinkel: Yes, but they are paying 10, 11 or 12 per 
cent. Expectation of inflation not only gets into interest 
rates, but it gets into real estate values. It gets into any 
kind of a price that involves discounting of the future. 
The ideal thing, of course, would be to buy before the 
expectation of inflation occurred, so you get the low rate 
of interest and the low values, but that is not so easy. 


In most nations today everyone realizes they have 
inflation, and most people believe there is going to be 
more than I believe there is going to be. 


Senator Hays: Some people believe there will be infla- 
tion almost in perpetuity. 


Dr. Sprinkel: Yes. 


Senator Hays: But they have lived with this in Argen- 
tina and Brazil over the years, and even the taxi driver 
knows how to invest there. 


Dr. Sprinkel: That is correct. 


Senator Hays: If he owns a piece of the taxi, the next 
day he wants part of the action. 


Dr. Sprinkel: It is a good principle that you are men- 
tioning. That is, it is fairly clear that a nation can adjust 
to any rate of inflation. Contracts can be fixed in such a 
way that government employees do not get hurt because 
their salaries will escalate along with the rest. The poor 
and the old do not get hurt because social security esca- 
lates. It can be done. The thing that causes most difficulty 
is a change in the rate of inflation for the prior 
expectation. 


In the process of going from reasonably stable prices to 
accelerating inflation, some very unfortunate redistribu- 
tion occurs. Fortunately most developed countries have 
not chosen the kind of inflation that South America 
adopted. 

My own preference is to get it down to very low rates 
of inflation; but a nation, if it is a free market economy, 
can adjust it. If a nation decides through its political 
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process, that it wants 15 to 20 per cent inflation a year, it 
can get it. All you have to do is pump in enough money, 
and it will not mean the end of the world, but it is not 
the kind of society that I personally would prefer to live 
in. 


Senator Laird: What about international factors? 


Dr. Sprinkel: Well, if you had a flexible exchange rate, 
you could inflate 15 to 20 per cent a year, even though 
the rest of the nations are much less. There would be a 
constant devaluation of your currency relative to other 
countries, but it could be done. I am not recommending 
it; please do not misunderstand me. I do not recommend 
rapid inflation, but the evidence from South America 
does suggest that it will work. It can be lived with, but it 
is not to be desired in my judgment. 


The Chairman: Dr. Sprinkel, in your paper, when you 
talk about setting money supply at a predictable rate, 
you also deal with the problem of velocity, and I think 
you call it the multiplier effect. Does this have a very 
grave effect on the central bank in trying to achieve its 
policy? 


Dr. Sprinkel: Well, it is a technical question, but a 
very relevant one. That is, will velocity change in such a 
way as to offset whatever the central bank does about 
the money supply. That has sort of been the argument 
between the Keynesians and the monetarists in the 
past—longer than the last several years ago, but it has 
been heated in the past several years. It is a question of 
fact. Is velocity perfectly stable? The answer obviously is, 
“No, it is not.” That is, it is conceivable that the central 
bank could pump in money, for example, in a depression 
period, and that velocity would merely go down, and that 
nothing would happen to this country. This was one of 
Keynes’s famous examples. Where you had an infinite 
demand for liquidity, you pump in money and you 
merely soak it up in idle hoards and nothing happens. It 
is conceivable. 


Conversely, it is conceivable that in a period of serious 
inflation, when the central bank wanted to slow down the 
economy, that they could restrict the money supply but 
velocity would merely go up and nothing would happen. 
That is conceivable too. You can understand theoretically 
how it could happen. But then you have to go back and 
say: “Is there any record in any nation under any set of 
circumstances, where changes in money did not induce 
subsequent changes in spending?” The answer to the best 
of my knowledge is ‘‘No”. 


This issue has been very closely researched by Milton 
Friedman, by economists at St. Louis Federal Reserve 
Board, by Clarke Warburton, and I have done some, and 
there have been lots of other people that have worked on 
it. It is certainly conceivable that veloc.ty would offset 
whatever a central bank did, but as a practical matter I 
know of no example when that occurred. 


Senator Beaubien: Dr. Sprinkel, you mentioned there 
that if the United States kept its house in order, as it 
were, that the American dollar would continue to be used 
as a yardstick by other nations. We just have to have a 


yardstick, don’t we, and therefore what could possibly 
supplant the American dollar? Would it be conceivable 
that if the common market got together with one curren- 
cy, whether it be the franc or whatever it might be 
called, could be the basis then as the yardstick for other 
nations? 


Dr. Sprinkel: I think this is partly the desire of the 
common market. They would like to offset to some 
extent, for legitimate reasons to which I am not object- 
ing, the over-powering dominance of the dollar. It is 
conceivable that if they could work out all the “techni- 
cal” problems, that ultimately much of the world trade 
could be earried on in that currency. But then there are 
some very practical technical problems involved. They 
had proposed in early June that exchange rates between 
these nations be narrowed even more than was permitted 
by Bretton Woods. Now it has _ been indefinitely 
postponed. 


Why is it very difficult to move in that direction? I 
spent two and a half weeks in Europe. Its diversity is 
delightful, and I would not say for a moment that I 
wished all those nations were like us or that they were 
like each other; but the diversity also means that they 
have different tastes in Germany, for example, with rela- 
tion to inflation than in Italy or in France. They have 
different desires based on the desires of their people. If 
they are really going to get a common currency, they 
must have, in my judgment, common economic policies. 
That is, they should have the same tax system, they must 
have the same tariff system, they must have the same 
subsidy system, they must have the same monetary policy 
system. 


Senator Beaubien: Labour unions would have to work 
it out too. 


Dr. Sprinkel: That is right. I must admit that even 
though it is a wonderful dream, I am not very optimistic 
about it coming off in my lifetime. 


Senator Hayes: They need a dictator to put it together. 


Dr. Sprinkel: They think not, but I am inclined to 
agree with you. 


Senator Grosari: How old is the monetarist cult? 


Dr. Sprinkel: If you go back and read David Hume and 
some of the early writers in the early 1800’s and before, 
you can find forerunners. If you say, “Well, who really 
did the first important work?” it has to be Irving Fisher. 
Irving Fisher was a United States economist writing in 
the late 1800s up until, say, about the depression years, 
and I guess he died in the early post-war period, I 
believe. The depression in the United States, as well as 
world-wide, sent monetarism into an eclipse that really 
was not changed until the early post-war. The first man 
in the early post-war, beginning in the late war period 
and running from 1945 through 1950, was Clarke War- 
burton. He was an economist with the FPIC, and now 
retired. 


The first academic, I believe, that really did any major 
work, was Milton Friedman, and his major efforts got 


June 10, 1971 


National Finance 


19:19 


underway in the late forties or early fifties, and they 
have continued in great quantity ever since. 


So it is hard to say where it started, but I guess I 
would tag it with Irving Fisher first; Clarke Warburton, 
followed by Milton Friedman, Anna Schwartz, and fortu- 
nately most of the world currently. I am not sure it is 
fair to call it a cult, since so many people are now buying 
it 

Senator Grosart: I call it a cult for want of a better 
word. It is a viewpoint, it is a group. What is the opposite 
then of a monetarist? 


Dr. Sprinkel: I do not want to be unfair, but I think it 
is correct to say that at least the important philosophy 
and set of economic dogma that frequently collides with 
the monetarist views are the so-called Keynesian views, 
that is, the theory of John Maynard Keynes, and it really 
got started in 1936, when the great classic book was 
written. Much in that book was correct, but it just hap- 
pens that much he had to say about money turned out to 
be incorrect. We really did not use those policies in the 
United States until about 1960. From 1960 through 1968 
we had what we called “new economists” or “fiscalists*) 
and their basic theory was based on the Keynesian gen- 
eral theory. So those are the two points of view, the 
Keynesian versus the monetarist, and that is a slight 
over-simplication, because some people are in between. 


Senator Grosart: Do you see a particular reason why 
this emphasis, certainly in visible terms, on monetarism 
quite suddenly appears? Was it merely a result of more 
sophisticated economic thinking or was it a change in 
monetary circumstances around the world? 


Dr. Sprinkel: It is quite clear to me—and I know most 
of the leading monetarists and most of the leading 
Keynesians and have many good friends in both camps— 
that these men are equally sophisticated, equally well 
educated, and equally articulate. Why is it that the 
Keynesians have been slipping in terms of influence, and 
the monetarists have increased? I think the answer is not 
because the monetarists have done a more sophisticated 
job. The real answer is that the Keynesian policies pur- 
sued in the 1960s led to near disaster in many nations, 
that is, very serious inflation. 


When you look around, if you cannot use fiscal policy 
to do it, what can we use? It so happened there was a 
body of thought that said: “Money matters; it matters a 
lot but not only”. It was this bad experience with follow- 
ing Keynesian policies that, in my judgment, led to more 
and more people being willing to look at the monetarist 
viewpoint. 


We have had several severe clashes in our country 
where fiscal policy was going in one direction and mone- 
tary policy was going in the opposite, and on each and 
every occasion, in my opinion, the monetarist won the 
argument. The most extreme one was in 1968 when we 
had a very sizeable tax cut, a $25 billion swing, and the 
full employment budget, and at the same time, which 
was a deflationary move, the money supply was going 
very rapidly. If the fiscalists were right, the economy 


should have slowed down; if the monetarists were right, 
the economy should have continued to move with serious 
inflation. Of course, the latter happened. So I think it was 
events and this dissatisfaction with prior policies. 


Senator Grosart: I am interested to note that you use 
the term “fiscalist”. Would you identify that generally 
with the Keynesians? 


Dr. Sprinkel: Yes, sir, although I know of one Keynes- 
ian who does not like the term. He prefers to be called a 
new economist. I am speaking of Dr. Heller, and if he 
prefers to be called a new economist, I will certainly call 
him that. The reason the term “fiscalist’’ is frequently 
applied is that the Keynesians emphasize the importance 
of fiscal change and de-emphasize the importance of 
monetary change. So the terms “Keynesian”, “fiscalist’’, 
“new economist”, in my mind are the same term. 


Senator Grosart: From the government point of view, 
what kind of linkage do you see between monetarism and 
fiscal policy? What kind of linkage should there be, per- 
haps I should put it? 


Dr. Sprinkel: Fiscal policy, in my judgment, has its 
major effects on the allocation of resources, and I spoke 
of the three ways that it does have a major bearing on 
the resuits of an economy. 


Another important aspect of fiscal policy is that in 
many governments on many occasions when you run a 
big deficit, the secretaries of the treasury or ministers of 
finance have a great tendency to lean on the central bank 
and say, “Help us finance it’. So that the larger the 
deficit you run, the greater the danger that the central 
bank will create excessive money and create a subse- 
quent inflation. They may well have no option there. 
That is, if they are under the control, or the nominal 
control of the central government, they may well be 
forced to create more money than they would otherwise 
prefer. So that is a very important relation over and 
above the allocational effect. 


Conversely, running a surplus in the federal budget, 
this seldom happens, but when it does happen you have 
got to do something with the money, and what you do 
with the money again, has a bearing on whether the 
money supply grows or does not grow. So monetary and 
fiscal policy, in my judgment, must be co-ordinated. 


Senator Grosart: You recognize in your paper the short 
term political problems... 


Dr. Sprinkel: Yes, sir. 


Senator Grosart: ...involved in a uniform and stable 
expansion of the money supply. How do you see these 
being overcome? Do you think political courage is one 
answer perhaps? 


Dr. Sprinkel: Yes, sir, that is correct. 


Senator Grosari: But political courage is not much 
good if you do not get re-elected. 


Dr. Sprinkel: That is correct. It is a very real problem. 
The way it can be overcome once you finally get stable 
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prices is not to make the same mistake again, but that is 
not quite what you asked. Starting from a serious infla- 
tion which has already occurred, how do you gradually 
get down to less inflation without serious political costs? 
I do not know any way. In our country the administra- 
tion may be having a little luck. With a four-year term, 
a tight policy brought on early to slow an acceleraitng 
inflation, then beginning to show some improvement on 
the price front with an election still a year and a half 
away; they can now afford to encourage the economy to 
expand and continue to get some benefits from reduced 
inflation. But that was sort of an accident in the timing of 
the election. It is a very real problem. That is why the 
results in most nations are not stable prices. That is the 
important reason, because we swing from a recession to 
worry about getting rid of unemployment. Then we have 
serious inflation and we worry about inflation, we tighten 
down, and we create more unemployment. So it has been 
stop-go in many nations in recent years. To a considera- 
ble extent it is because of the political process. It takes 
not only an astute but a strong-willed politician who is 
willing to keep a steady hand on the helm when he 
knows he may lose office in the process. 


Senator Hays: This may be advantageous, because I 
think of some of the countries and their standards of 
living. That is what it is all about. I think of countries 
that do not have elections, where you have great medioc- 
racy, and yet you have this stabilization that you speak 
of. So perhaps the ups and downs are good. 


Dr. Sprinkel: Perhaps it is the price we have to pay 
for democracy, and if it is I am willing to pay it, because 
I prefer the democratic procedure, but I am hopeful that 
in a democracy we can still have a sensible economic 
policy 


Senator Grosart: Part of the problem is that political 
costs are, rightly or wrongly, generally interpreted as 
spin-offs of social costs. 


Dr, Sprinkel: That is right. It is not only political costs: 
there are economic and social costs. That is, unemploy- 
ment is a political issue, but it is also a very important 
economic problem. In an economy when we permit over a 
long period of time a lot of unemployment, it means we 
are not performing up to our capacity. That is why I 
think it is very important that we avoid oscillation in 
policies so that we can thereby avoid oscillation in eco- 
nomic performance. 


Senator Grosari: As a monetarist, do you see any 
kind of mechanism for the linkage between monetary and 
fiscal policy? I am speaking now of the battle or argu- 
ment that goes on over and over again every time the 
budget comes up: should it be expansionary, should it be 
a restrictive budget? In our terms in Canada, we some- 
times speak of it as the battle between the Department of 
Finance and Department of Trade and Commerce. 


Looking back, over and over again we are told that the 
problems are in this area of lack of co-operation and 
co-ordination of monetary and fiscal policy. You have 
given us one example in the bind of political structure. 
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Do you see anything within this structure that could 
form a mechanism by which we would have almost auto- 
matic correlation. 


Dr. Sprinkel: One recommendation that I made to our 
own Joint Economic Committee, which at least was par- 
tially adopted, was that when we talk about a budget as 
to whether it is expansionary or contractionary and 
whether it is fitting the problem we are faced with, we 
should also discuss how we are going to finance the 
deficit, if there is a deficit; or how are we going to 
dispense with the surplus, if there is a surplus; because 
this gets to be a monetary issue and requires intense 
co-operation. I would argue that from the standpoint of 
inflation and economic stability, it is by far the more 
important question than whether a budget is expansion- 
ary or contractionary. Yet in very few governments that 
I know about do they discuss this issue when they are 
considering a budget. They are merely saying: “Spending 
is going up more readily than revenues”, or, “Is the full 
employment budget balanced?”, or, “Is the actual budget 
in deficit and how much?” Seldom do they discuss how 
is the deficit going to be financed—that is, by new money 
or otherwise—or how the surplus is going to be dispensed. 


I would think that in budget hearings it would be very 
desirable either as a general rule, or at least by insistence 
of those that are responsible, the elected officials, that 
this issue be raised and discussed, and this requires the 
co-operation of the central bank obviously. 


Senator Grosari: In the United States what is the 
nature of the mechanism as between the, let us Say, 
Bureau of the Budget and the Federal Reserve Bank? 


Dr. Sprinkel: Well, if you look at the legal relationship, 
the Federal Reserve Bank is supposed to be independent 
of the Administration and it reports to Congress. That is 
the way the law reads. Perhaps I should not say that, but 
that is what I am told by my lawyer friends. As a 
practical matter it cannot be. That is, you cannot have a 
central bank completely independent of the government. 
So we now have that each four years the term of the 
chairman of the central banks, his term expires, which 
means that every president whose term runs four years 
will have an option of appointing his chairman during 
his Administration. If he does not have a retirement from 
the board, which is a 14-year appointment, he may have 
to pick one that is already there; but if he is lucky and 
has retirement from the board he can pick not only a 
chairman, but he can pick a new man. Of course, in Mr. 
Nixon’s case he did choose Dr. Burns. They are close 
personal friends; they tend to subscribe to the same 
economic philosophy. They both tend to think money is 
fairly important, with some people in the Administration 
thinking it is perhaps much more important than Dr. 
Burns thinks, but it is an informal coordination. 


Even so, Dr. Burns is obviously somewhat independent, 
because he has been calling for incomes policies, and the 
Administration position remains against incomes policies. 
So it is a compromise, and I think that is true of many 
governments: but ultimately it seems to me that the gov- 
ernment is going to have a major influence on any cen- 
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tral bank. In a democratic society it has to have, but 
hopefully they can maintain some degree of 
independence. 


Senator Grosart: What are the advantages of having an 
independent central banking system? 


Dr. Sprinkel: Well, if you assume that you have an 
irresponsible government and you have a responsible 
central bank, there is an obvious advantage, but I am not 
so sure I would buy that assumption. The government is 
elected by the people, and the central bankers are usual- 
ly appointed by the government. I think they should have 
enough independence, certainly, that they have got a 
right to make their case in opposition to what they 
consider to be a bad government policy, but ultimately it 
does not make any sense for them to go off in one 
direction while the government is going off in an opposite 
direction. That is why they usually have less than 100 
per cent independence. It is a matter of compromise, the 
checks and balances, in our nation, and I think it is true 
in many others. 


Senator Grosari: You could theoretically have a 
monetarist administration and a fiscalist central bank. 


Dr. Sprinkel: To some extent that is what we have 
in the United States, although Dr. Burns, who is chair- 
man of the Federal Reserve Board, leans towards the 
monetarist position but not all the way. 


Dr. Gillies: It seems to me the monetarists put enor- 
mous emphasis on stable pirces. Could you not have an 
equilibrium position of stable prices with a high level of 
unemployment, and what would you do then? 


Dr. Sprinkel: If that were to happen, I guess I would 
prefer a little more inflation to having very high levels 
of unemployment. I am not convinced that this need be 
the case if we avoid wild oscillations of policy. If we are 
going to give it great stimulus one day and then a year 
later give it great restraint, then we are going to run into 
this inconsistency; but you are asking me my taste, and it 
is given as a citizen, not as an economist. I do not think 
an economist per se can play the trade-off between 
unemployment and prices. As a citizen, if I had to accept 
more inflation to get the unemployment down, I would do 
so, but I do not think that is a good trade-off in the long 
run; that you cannot really opt for a little bit more 
inflation and a little less unemployment. I do not think 
that is the way it goes. 


Dr. Gillies: Do you think, to put the question in short- 
hand, the Galbraithian thesis of the structure of the 
economy has a lot to do with whether a monetary policy 
will really work? 


Dr. Sprinkel: Well, if the world were really made up of 
nothing but monopolies and markets really did not work, 
I guess monetary and fiscal policies do not matter very 
much, but I don’t believe the world is made up that way. 
I believe we have some monopoly powers in labour 
unions and some perhaps in some industries, but on the 
whole we have a very flexible market, at least in our 
nation. 


Dr. George Stigler has done a great deal of work 
trying to improve data on prices, and the reason he got 
into this, I believe, was that Dr. Galbraith and others 
were arguing that: “Look, these prices are very rigid and 
they don’t change over time. Therefore there must be 
monopoly power’. It turns out that many of our prices 
are not the prices at which the market actually has a 
transaction; they are stated prices, list prices. When Dr. 
Stigler finally got the actual prices, there is much more 
flexibility in those prices than was otherwise evident. 


So I am personally convinced that we have a highly 
competitive economy, although not perfectly so, and that 
clearly monetary and fiscal policies have a great bearing 
on what happens. 


Dr. Gillies: Because our two economies, the American 
and the Canadian, are so inter-related, would you care to 
forecast the prospects for the American economy in the 
next few years? 


Dr. Sprinkel: Well, yes. 
Senator Beaubien: Is the stock market going up? 


Dr. Sprinkel: I am glad you asked me. I had the 
pleasure a few weeks ago of testifying before our Joint 
Economic Committee, and the big debate there was 
among the monetarists who were relatively optimistic, 
and the fiscalists who were relatively pessimistic. As I 
suggested, they are equally able people. How do they 
disagree on conclusions? The real reason goes back to 
theory again. The fiscalists say that the stimulants in the 
economy can be measured by changes in capital spending 
and by changes in the full employment budget. If you 
look at what is happening to capital spending in the 
United States and what kind of stimulus is being provid- 
ed by the full employment budget—very low. So if I 
were stuck with that theory, I would be forced to con- 
clude that prospects are not very bright, because we are 
not getting very much stimulus, and therefore I guess I 
would have to argue in favour of increased government 
spending and reduced taxes, et cetera. But I am not stuck 
with that theory. 


Monetarists argue that the major force causing changes 
in total demand is the money supply. Now, money supply 
has not been growing too little. If anything, I am nervous 
on the other side, especially in the last two or three 
months; but up until a month ago I could say that the 
money supply had been growing between 5 and 6 per 
cent annual rate. Last month it got a little out of control 
on the up side. 


Using the usual relation to velocity changes and 
changes that occur in the early period of a recovery, I 
end up with a GNP estimate of an absolute minimum of 
a trillion-fifty and I really think more than that, up a 
little bit below a trillion-sixty-five. That is a trillion-fifty- 
five plus or minus five billion makes me feel less uncom- 
fortable than any other number. 


The Chairman: That must make Mr. Nixon feel pretty 
good too. 

Dr. Sprinkel: He is going to win this argument in my 
judgment. This is not to say we have perfection. The rate 
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of inflation is gradually coming down, but it is gradual. 
Unemployment has not yet turned down. The columnists 
write as if this were something new on the face of the 
earth. I wish it were new but it is not. Each time that we 
have hit low in a recession, we had to wait for many 
months to get the unemployment rate down. I am not 
happy about that but that is a fact, and the reasons are 
fairly clear. 


When business begins to improve, businessmen in the 
first place do not believe it. They have just gone through 
a period of surprises on the down side, and an upswing 
today does not mean that tomorrow there is going to be 
another upswing; it takes a while. Eventually they begin 
to believe it, but they do not rush out and add to their 
labour force; they use the labour force they already have 
a little more intensively, and then productivity begins to 
improve. This again means that you do not rush out and 
hire labour. 


So I do not see any evidence, from the continued 6 or 
6.2 per cent unemployment, that the economy is not 
recovering. It is acting as it has always acted. 


This does mean to me that beginning fairly shortly, we 
should begin to see a gradual, persistent decline of unem- 
ployment; not to full employment this year and not to 
full employment next year, but moving in that direction. 
So I am expecting a significant expansion in real output 
this year, a very sharp rise in corporate profits, some 
modest decline in unemployment. 


One additional factor that I forgot to mention is that 
‘our Jabour force is growing at an annual rate of 2 
million, which means you have got to create 2 million 
new jobs before you pull the unemployment down. So I 
am in the optimistic camp. 


Senator Grosart: To what extent is this lag in employ- 
ment and re-employment an internal function of the 
labour market, and its peculiarities such as second family 
earners, wives falling out of the market and not really too 
anxious to get back in. Are these important aspects? 


Dr. Sprinkel: I think that is part of it. That is, the 
labour force has a certain automatic collapsibility or 
expansibility. If there are jobs around, they come back 
into the labour force; if it slows down and there are not 
very many jobs, they will drop out and do not show up 
as unemployed. This means, in essence, that in a recession 
unemployment, if you were to count those people, is a 
little worse than it appears to be; and it means that the 
rise in total employment and the decline in unemploy- 
ment is a little more than it appears to be in the period 
of expansion. 


So there are some built-in factors that make it very 
difficult to analyze what an unemployment rate or a 
change in the unemployment rate means; but politically 
it means that, clearly, we have got to get it reduced in 
our nation, and I think we are going to get it reduced. 


Senator Beaubien: Doctor, the number of employees 
has always gone up though, has it not? 


Dr. Sprinkel: Yes sir. You see, we have a growth in 
our labour force of about 2 million persons. The total rise 
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in unemployment that has occurred from the low to the 
present level, I believe, is about 2 million. I have to 
check that to be certain. So that we have actually had 
some improvement in actual employment over the last 
couple of years. 


Senator Inman: Dr. Sprinkel, what percentage of 
unemployed do you feel would not go back to work on 
account of welfare policies? 


Dr. Sprinkel: Well, this is a very difficult question and 
I do not know the answer. My basic hunch, which is 
all I could call it, is that most people prefer to work and 
not draw welfare at someone else’s expense. 


Senator Inman: I think that is true. 


Dr. Sprinkel: I think that is generally true. The impor- 
tant thing then is to see that they have an opportunity to 
work. This means to me that we must keep the marginal 
tax rate of that group low. Yet, the way we have our 
welfare system set up in the United States, in many cases 
we have a 100 per cent marginal tax rate on someone 
drawing welfare. I must say if I were working in an 
environment of a 100 per cent marginal tax rate, I would 
be known as a very lazy person, because my incentive 
would be completely removed. 


We are trying to move towards a system which will 
have a much lower marginal tax rate, and I think it is 
very important if we are to give these people the oppor- 
tunity and the incentive to move from the unemployed to 
the employed; but we must have a strong economy as 
well to give them those job opportunities. 


Senator Casgrain: I am not very well versed in finan- 
cial matters, but you were talking about unemployment. 
Do you not think, although you have quoted Keynes and 
Galbraith and all those very fine economists, that we are 
now in the atomic age, and it is not possible to apply 
theories that suited the beginning of the 19th century? 
Now there is a distinct change. I do not know what is 
going to happen. I was wondering if the monetarists and 
the people who direct the economy have looked at this 
problem. 


Dr. Sprinkel: Yes, I believe the Keynesian policies did 
not work in the thirties, forties, fifties, sixties, and seven- 
ties, and they will not work in the eighties. That is why I 
do not really subscribe to the Keynesian policy positions 
as espoused by Dr. Galbraith, Dr. Heller and others. I 
believe the monetary policy prescriptions did work in 
past times, are having greater impact to-day, and will 
have greater impact to-morrow. That is why, in essence, I 
subscribe to that point of view. 


The Chairman: Did you have a question, Mr. Brower? 


Mr. E. J. Brower, Economics Division, Parliamentary 
Library: Just touching in a peripheral way on the ques- 
tion of economic lags, I know Dr. Sprinkel is an expert 
on the subject, and I might mention to him that some of 
our academics have suggested that this might be made a 
subject for a great deal of study in the future at univer- 
sities; and that in the present conditions in Canada some 
people were surprised when money was loosened very 
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much recently and there was really no effect on the 
unemployment, but right away we seem to have an effect 
on the inflation rate, which jumped from 1.9 per cent to 
something like 5 per cent or more. 


Dr. Sprinkel: We do not perfectly understand the 
length of the lags or the cause for the lags. There has 
been a lot of work done on it. I think we have made 
significant progress in terms of the lag between mone- 
tary change and its impact on total spending. The range 
of disagreement has certainly narrowed significantly on 
that point. 


We certainly do not know enough about how long it 
takes to influence inflation, or even perhaps how long it 
takes to influence unemployment; and I could not agree 
more that this is an area for serious and further research. 


Let me hasten to add that this inadequate understand- 
ing of lags and inadequate measurement of lags is one of 
the major reasons why we, as monetarists, argue that we 
should not pursue a fine-tuning policy, because we cannot 
predict what the impact is going to be. Let us maintain a 
reasonable stable policy in-put, and then we need not 
know precisely what those lags are, because we are not 
keying our policy to the latest wiggle in the leading 
indicators. 


The Chairman: You say in your paper on demand 
stimulus and physical change, that the best way to mea- 
sure, which I suppose deals with lags, is the changes in 
the federal spending and the changes in the narrow 
money supply. You would define the narrow money 
supply as currency and demand deposits, I presume? 


Dr. Sprinkel: Yes, sir. 


The Chairman: 
spending? 


What do you mean by federal 


Dr. Sprinkel: That statement, as far as fiscal policy is 
concerned, is related to some detailed research that had 
been conducted by the St. Louis Federal Reserve, where 
they attempted to see what fiscal measures were closely 
correlated to subsequent changes in spending, and they 
used several different series. The one the fiscal policy 
proponents usually refer to is the full employment 
budget. They used that particular series, and found zero 
correlation—that is, it just did not predict anything. So 
you do not want a major fiscal policy that way. They 
tried revenues as a measure, and this had no impact on 
spending either. They tried the actual deficit, and they 
got no co-relation. They tried government spending in 
relation to subsequent changes in income, and they had a 
very minor relation, but it was a statistically significant 
one: that is, a one billion dollar change in government 
spending will lead in six months to approximately one 
billion increase in GNP. But in the subsequent six 
months that one billion would be lost, so that over a 
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year’s period of time you get no impact or, in essence, no 
impact. 


With the money supply in the same test, they found 
that a one billion dollar change in the narrow definition 
of the money supply led to, I believe a $5.6 billion change 
in GNP, that is, between five and six billion. 


Therefore, if I am attempting to measure monetary and 
fiscal policies I would define those measurements in terms 
of ‘those series that are most significant for income 
change; and to the best of my knowledge, changes in 
government spending and changes in the narrow defini- 
tion of money supply are the two series most closely 
related with money supply, by far the more important. 
That is why I am a monetarist and not a fiscalist. 


The Chairman: On that note we might conclude. 
Honourable senators, we are not meeting next Tuesday, 
but we are meeting on Wesnesday morning at 9.30 to 
hear Dr. Arthur Okun. 


Dr. Gillies: A fiscalist. 
Dr. Sprinkel: A very good fiscalist. 


The Chairman: The reason we have to meet at 9.30 on 
Wednesday morning is that Dr. Okun has to catch a 
flight back to Washington at noon. 


That day we shall have three witnesses—Dr. Okun, Dr. 
Deutsch, and Mr. Knowles who is permanent director of 
the Joint Economic Committee of Congress. On the fol- 
lowing morning we shall hear Mr. Rasminsky, and on 
Tuesday, June 29, we shall hear Mr. Benson and Mr. 
Reisman in the morning, and Mr. Reisman in the 
afternoon. 


Senator Beaubien: Does that wind up our schedule? 


The Chairman: Yes, that winds up our schedule. 


Dr. Sprinkel, on behalf of the committee, I thank you 
very much for coming to Canada in the midst of a very 
busy schedule. I stated just a moment ago that we are 
going to have as witnesses the Governor of the Bank 
of a Canada, and the Minister of Finance and his deputy, I 
think probably you have given us more ammunition for 
them than probably any other witness. 


Senator Grosari; You mean ammunition to be used at 
them. 


The Chairman: No, for them. This is not a confronta- 
tion. You have given us many thoughts. Perhaps I should 
not have used the word “ammunition”. I am sure your 
name will come up many, many times during those two 
sessions, and I thank you very much. 


Dr. Sprinkel: Thank you for inviting me. 
The committee adjourned. 
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Orders of Reference 


Extract from the Minutes of the Proceedings of the That the Standing Senate Committee on Nation- 
Senate, Wednesday, March 17th, 1971: al Finance have power to sit while the Senate is 
‘ sitting on Wednesday afternoon at four o’clock for 

“With leave of the Senate, 


the balance of the present session and that Rule 76(4) 
The Honourable Senator McDonald moved, second- be suspended in 2h a thereto. 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National Sa uae pumas pay on cage AQten is esha 
Finance be empowered to engage the services of such enn tye einen ative. 
counsel and technical, clerical and other personnel as ( Robert Fortier, 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- Clerk of the Senate. 
ters as may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Wednesday, April 28th, 1971: 


“With leave of the Senate, 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 


Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 31st March, 1972, be 
applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the 
Senate, Tuesday, May 4, 1971: 


“With leave of the Senate 
The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 
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Minutes of Proceedings 


Wednesday, June 16, 1971. 
(20) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
10.00 a.m. to consider the Question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Benidickson, Croll, Desruisseaux, Isnor, Laird, 
Langlois, Manning, Méthot, Melson and Nichol. (12) 


Also present but not of the Committee: The Honoura- 
ble Senators Cameron, Inman, Kinnear, Lang, McGrand 
and Smith. (6) 


Present as a special guest of the Committee: The 
Honourable T. D’Arcy Leonard, Q.C. 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics; Dr. David 
McQueen, Economic Consultant. 


Witness heard: 


Dr. Arthur M. Okum, 
Brookings Institute, Washington, D.C. 


At 11.55 am. the Committee adjourned to 2.15 p.m. 


At 2.15 p.m. the Committee resumed. 


Present: The Honourable Senators Exerett (Chairman), 
Beaubien, Benidickson, Bourque, Gélinas, Grosart, Isnor, 
Laird, Manning, Molson, Nichol and Paterson. (12) 


Also present but not of the Committee: The Honoura- 
ble Senators Burchill, Cameron, Casgrain, Carter, Haig, 
Kinnear, Lafond, Lang, McGrand, Macnaughton, 
McNamara, Rattenbury and Smith. (13) 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Dr. David McQueen, Economic 
Consultant; Mr. E. J. Brower of the Parliamentary 
Library, Division of Economics, 
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Witness heard: 


Mr. James Wiley Knowles, 
Director of Research, 


Economic Committee of the Congress of the United 


States. 


At 3.45 p.m. the Committee adjourned. 


At 4.05 pm. the Committee resumed. 


Witness heard: 


Dr. John James Deutsch, 


Principal and Vice-Chancellor, 


Queen’s University. 


At 6.25 p.m. the Committee 
June 17, 1971, at 9.30 a.m. 


ATTEST: 


adjourned to Thursday, 


Gérard Lemire, 
Clerk of the Committee. 


The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Wednesday, June 16, 1971. 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 9.30 am. 


Senator Douglas D. Everett (Chairman) in the Chair. 


Senator Isnor: Mr. Chairman, before we hear our wit- 
ness, may I bring to the attention of honourable senators 
that we have the distinguished former chairman of this 
committee, the honourable T. D’Arcy Leonard, with us 
this morning. I think it would be appropriate to invite 
him to sit with us. 


The Chairman: Senator Isnor, had you not mentioned 
the fact, I would have done so. I thank you for bringing 
it to the attention of the committee. 

I welcome the Hon. Mr. Leonard. The thought passed 
through my mind as to how much better these hearings 
would have been had he continued as Chairman of this 
committee. We are indeed happy to have him with us, 
and I now ask him to come forward and sit among us. 

Again, sir, may I say how delighted we are to have you 
among us once again. 


Hon. Senators: Hear, hear. 


Hon. T. D’Arcy Leonard: Honourable senators, thank 
you very much. I also thank my old friend, Senator Isnor, 
for his kind words. 


Mr. Chairman, I am terribly interested in the hearings 
you are conducting. I have followed them with great 
interest. I think you are doing extremely important work 
very well, which will make a contribution to the solution 
of some of the problems with which we are dealing in 
Canada. I wish you well in your efforts and thank you 
very much. 


The Chairman: Honourable senators, we are having a 
small luncheon following this meeting, which Senator 
Leonard will be attending. I hope you can all be present 
to wish him well. 

We are delighted today to have with us Dr. Arthur M. 
Okun of the Brookings Institute in Washington. Dr. Okun 
received his doctorate from Columbia University. After a 
long career in the academic world he became Staff 
Economist to the Council of Economic Advisors in 1961 
and 1962; a Member of the Council from 1964 to 1968 and 
was, in fact, Chairman of the President’s Council of 
Economic Advisors in 1968 and 1969. His publications are 
many, including The Battle Against Unemployment, An 
Introduction to a Current Issue of Public Policy and The 
Political Economy of Prosperity. 


Dr. Okun is a man who has been very close to the 
levers of power and can tell us a great deal regarding the 
subject of this study on which we have embarked. I will 
now ask Dr. Okun if he would like to speak to you 
briefly on the subject of his notes, copies of which you 
have. 


Dr. Arthur M. Okun, Brookings Institute, Washington: 
Thank you, Mr. Chairman. Honourable senators, this 
committee is facing a set of very hard questions which 
have plagued governments throughout the western world. 
I surely have riot come here to provide easy answers to 
those questions. Indeed, if I have any general message for 
you it is to beware of those bringing you easy answers. 
One set of easy answers which people sometimes ad- 
vance is to rely on set rules for either monetary or fiscal 
policies by maintaining an invariant growth of the money 
supply or a fixed position of the budget or a full employ- 
ment budget. 

One is tempted to look for such guides and, occasional- 
ly, they are useful as guides, but as rules I think they 
lead us astray. From my experience I am convicted that 
we can do better in keeping the economy reasonably 
close to a target by facing the hard tests and mak-ng the 
hard choices, rather than relying on a set of rigid rules. 
They are hard tests and hard choices of diagnosing and 
forecasting the path of economic attack, of trying to use 
our best discretion and judgment to formulate a budget- 
ary and monetary program that stabilizes the load 
between fiscal policy and monetary policy without 
requiring either the budgetary or credit policy to carry 
the full burden of stabilizing the nation. 

Then we must take advantage of the inherent flexibility 
of monetary policy which does permit small and subtle 
variations in response to changes in economic circum- 
stances, and we must create or preserve flexibility in our 
fiscal tools, especially in being willing to change the rates 
of personal income taxes. In the experience of the United 
States in the 1960s I believe that proved to be our most 
dependable and most broadly and equably based tool for 
economic restraint—that is, the change in personal 
income taxes that we enacted in 1964, and again enacted 
on the other side in 1968. There has been considerable 
discussion within the United States as to the effectiveness 
of the 1968 measure with respect to personal income 
taxes. I have just completed a fairly comprehensive study 
of the personal income tax surcharge, and I am prepared 
to summarize the evidence as saying that while a great 
many things went wrong in the 1968-1970 period with 
respect to economic stabilization in the United States, 
and the personal income tax surcharge was a part of that 
program, there was considerable success in moderating 
the growth of consumer demand. All of these matters 
concerning the operation of fiscal and monetary policy on 
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the basis of careful diagnosis require a willingness to 
forecast and a willingness to change. 


To repeat, in making hard choices and finding ways to 
implement them through the political process, mistakes 
will be made from time to time even if we use our best 
wisdom, but I suspect that the mistakes will be less fre- 
quent than the successes. We will have a good batting 
average if we follow these principles. We will also have 
some mistakes, and the mistakes are painful, within the 
political and bureaucratic processes, and it seems to me 
in many cases we attempt to escape from hard decisions 
by relying on bureaucratic rules for our behavior and 
thus not have to make changes and choices. 


Of course, there is a risk on the other side of being 
trigger happy. I would say emphatically that that has not 
been the main danger and pitfall in economic stabiliza- 
tion policy. I believe most of the serious errors in U.S. 
economic policy, no matter who occupies the White 
House, have taken the form of action that has come too 
little and too late, rather than too much and too soon. 


A second set of easy answers that are sometimes pre- 
sented deny that there is a trade-off. It is a real problem 
of choice between maximizing employment and produc- 
tion on the one hand, and achieving the highest degree of 
price stability on the other. I believe there is a trade- 
off—that it exists in principle. In much the same way, we 
cannot have all the speed we would like and all of the 
safety we would like on the road, and we have to have a 
compromise there. We must recognize that temporarily 
we cannot have all the protection in employment we 
would like and all the price stability we would like, and 
a compromise is called for there. It seems to me there is 
an unwillingness to face up to this trade-off. 


This agonizing dilemma of compromising between 
unemployment and inflation is what leads to unrealistic 
polces in too many countries. I think the formula 
followed in so many instances has been to focus on one 
objective or the other at a particular point of time. We 
find the thing that bothers us most at the time, and we 
attempt to control it. At one point inflation is public 
enemy number one, so we apply fiscal and monetary 
measures to stop inflation. In the process we create intol- 
erable unemployment. Then we find unemployment is 
public enemy number one, and we are determined to do 
something about it, so we need fiscal and monetary fuel 
to the system which cures unemployment, but then we 
find we have intolerable inflation. 


In some ways policy-makers throughout the western 
world have jumped into the refrigerator and found it too 
cold, and then they have jumped on to the stove and 
found it too hot, and have never been able to find a place 
in between. It seems to me that the real danger we are 
facing, and the problem of improving economic activity, 
is not in moving too fast, but rather in knowing when to 
slow down after we have begun moving. 


I think in the United States today there is over-concern 
about the risk of igniting inflationary fines by getting a 
recovery rolling. The real risk of inflation will come 
much further down the road. After we get a recovery 
rolling pretty strongly, we will then be faced with the 
hard problem of knowing when to slow down. At the 
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present time it seems to me that we have in the United 
States more than enough slack to ensure that we could 
get the economy going at a faster clip without risking a 
recurrence of inflationary pressures. To use words that 
my good friend Walter Heller used, there is no evidence 
that prolonging the agony of extremely high unemploy- 
ment increases the chance of ecstasy in full employment 
and price stability at a later time. I think the message, 
when the economy is clearly operating at an unemploy- 
ment rate that is excessive from the point of view of 
reasonable targets, is: Get moving. 


I would also warn you against the temptation to try 
and learn to live with and love either inflation or high 
unemployment, or both. I do not believe either one of 
these situations is going to be a comfortable one for any 
Western civilized society. 


I am not suggesting that there is no way of mitigating 
the social course of either inflation or high unemploy- 
ment. I think there are measures that deserve considera- 
tion in respect of improving unemployment benefits, and 
trying to ensure that unemployment does not get stuck in 
a hard core group. In the United States this has a very 
important implication in our problem of racial equality 
because blacks do seem to be terribly and unduly sus- 
ceptible to unemployment. There is good reason to want 
to cushion the blow of unemployment and, similarly, 
there may be good reasons to want to cushion the blow 
of inflation and to try to find ways of building escalators 
into pensions and possibly into bonds so that the people 
who are tremendously vulnerable to inflation do not get 
hurt. There are dangers in taking some of these steps to 
insulate the nation against inflation. A tolerance for infla- 
tion may be developed. An inflation-insulated economy 
may actually accelerate the inflation it is trying to guard 
against. I do not think there is a comprehensive solution 
to the trade-off dilemma in the form of providing these 
cushions for inflation or unemployment, although I think 
some specific remedies lend themselves to nations faced 
with this problem. 


The final easy answer I would warn you against is that 
of leaving it to the market place; of suggesting the 
trade-off dilemma we face is inevitable, and in some 
cases the by-product of free market societies. It is every 
economist’s predeliction to respond to every problem by 
saying, “Leave it to the market place.” We learned that 
in graduate school. That is what we like to say. That is 
where all of our biases lie. I think my temptation for a 
great many years in the field was to argue that to leave 
it to the market place was the right answer on wage- 
price structural problems. I still think it is the right 
answer in some areas, but it has district limitations. 


In most nations, leaving it to the market place does not 
mean leaving the status quo, because the government is 
not leaving things to the market place. The government, 
in effect, is doing a lot of things intentionally by setting 
floors, for prices and wages, without setting ceilings. 
When we have import quotas, we are clearly operating in 
such a way as to prevent the force of foreign competition 
from moderating price increases. We have a one-way 
street by which prices are allowed to rise and not 
allowed to fall. Some of our price support practices in the 
United States clearly have this characteristic. Some of 
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our practices with respect to government procurement set 
minimal wage scales for a particular sort for people 
working on government contracts, which again sets floors 
without ceilings, and impart an inflationary bias to the 
system. To leave it to the market place the government 
would have to stop a lot of practices it now engages in 
which do have this tendency to bias the price trend in an 
inflationary direction. I do not think that is the whole 
story of inflationary bias in our system. There seems to 
be more to it than that, and it does not look like the 
text-book rule on the workings of the market place, that 
market forces push prices up when the demand exceeds 
supply, and market forces push prices down when supply 
exceeds demand. 

The first proposition can be confirmed again and again 
in actual fact. The market works very reliably to produce 
price increases when excessive demand arises. With 
respect to the second proposition, when we look around 
and see the enormous excess supply in the United States 
in production and labour markets, we do not find prices 
declining; we merely find them decelerating. 


The markets have not operated symmetrically. They 
have not lead to the declines we saw following the 1958- 
1964 period. We have been waiting for a couple of years 
for prices and wages to decelerate significantly in 
response to market forces in the United States, and we 
do not see this happening to any significant degree. We 
see some deceleration in consumer prices, but it is very 
slow and disappointing. There is no indication that put- 
ting the economy through the wringer further and curb- 
ing its growth will do the job. 


I do not fully understand, and I do not think anyone 
does, just why prices have turned out to be so stubborn 
in refusing to respond to change and excess supply. Even 
employers who have a line of people wanting work at the 
door, and who have workers who cannot conceivably quit 
and who belong to weak unions, still feel obligated to 
offer their workers a 7 per cent wage increase. When you 
- ask why they have increased wages by 7 per cent, the 
reply is, “I can’t be a Scrooge. I have to be a reasonable 
employer. Everybody is giving at least 7 per cent, and 
most people 8 or 9 per cent.”” What I am saying is that we 
have developed an ethical standard for an acceptable 
wage increase at the present time. What we are getting is 
an inflationary effect. Each wage increase seems to follow 
the one that proceded it, and it has to follow a pattern. 
We have a wage spiral of corresponding wages following 
wages rather than prices. 


It seems to me that the issue is not one of whether 
there should be wage norms, but rather which wage 
norm should prevail. Should they be the wage norms that 
come from workers who have read about what the 
automobile workers and the aluminum workers got, or a 
wage norm that is justified and negotiated in an attempt 
to provide something more consistent with the public 
interest. It is not a question of whether there should be 
wage norms, but of which wage norms. I think the ques- 
tion answers itself in that we have to provide some kind 
of a means by which we come to a standard for wage 
increases which does reflect the national interest, and 
labour and business interest, in greater stability of prices 
and unit labour costs. Much the same thing is true for 
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prices as well. I believe that they have been influenced 
by an emulation effect. 

What I am saying is that in the United States I am 
strongly in favour of an incomes policy that attempts to 
operate primarily by setting guideposts, standards, 
norms, speed limits—call them what you will—on wages 
and prices to develop a more equitable and more effec- 
tive standard of containing inflation. 


Let me mention just briefly some objections that I am 
sure you have heard to any kind of an informal or 
voluntary incomes policy. First, it is alleged that such a 
policy has an inequitable impact on big business and big 
labor, and treats them as villains. That is not my view of 
it. I do not believe they are villains, but I do believe that 
in the United States some big business pricing decisions, 
and big labor and big business collective bargaining deci- 
sions, have a/major role in establishing the wage norms 
that we now have, and this wage and price emulation 
pattern. It is not discriminatory, but rather effective to 
have the pressure exerted on the key decisions in respect 
of prices and wages. 


Secondly, everyone points to the record and says that 
no nation has ever had a durable incomes policy. That is 
true. Every incomes policy has fallen apart so far. That 
does not necessarily mean they have to fall apart. My 
argument would be that whether they have held to key 
points in the past is no test. I believe they have held. Any 
time anyone points out to me that they have been highly 
mortal and that they have died, I remind people that 
Shakespeare and Einstein died too, and the test of their 
influence has not been whether they were immortal or 
not. 


The third kind of objection raised is that income 
policies can divert the issue and can lead to excessive 
reliance on structural policies, and therefore encourage 
expansion. I agree there is a risk of that. I believe the 
worst enemies of an incomes policy are those who are 
overly enthusiastic about it, those who expect too much, 
and those who think by having wage-price guideposts 
you can insure against inflation by letting it rip with 
fiscal and monetary policy. That is not so. You have to 
continue to be very careful about the dangers of over- 
heating by the use of fiscal and monetary tools. No 
incomes policy will stand up in the face of excessive 
demands. That is an argument of caution against mixing 
your tools; not an argument against the incomes policy in 
the kit of tools. 


My message adds up to saying that if we are willing to 
face up to hard choices, willing to use fiscal policies and 
monetary policies and structural policies, including wage- 
price speed limits, in an effort to get a more tolerable 
compromise on price stability and prosperity, I think we 
can improve our performance in most nations of the 
Western industrial world. 


The Chairman: Thank you Dr. Okun. I am sure that 
there will be many questions on your very provocative 
statements. Before proceeding to that I suggest that the 
Honourable Mr. Leonard be included in the list of those 
present as a special guest. 


Hon. Senators: Agreed. 
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The Chairman: Senator Leonard, as a special guest of 
the Committee you are entitled to ask questions. If you 
have a question, you may indicate in the normal way, 
and I will recognize you. 


Senator Beaubien: We had Professor Giersch from 
Germany before us about 10 days ago. What he explained 
was going on in Germany is very much what you are 
advocating. He pointed out that labor, business and gov- 
ernment worked very closely together in setting prices 
and wages and so on, with an idea on the overall econo- 
my. Would you like to enlarge upon that? 


Dr. Okun: I certainly cannot really comment on the 
German experience or even upon their institutional 
arrangements. You have heard from the expert. My 
impression is that there has been perhaps more effort 
there than in any other major country in getting this 
kind of consultative process going and keeping it going. I 
suspect one problem that the political process in Western 
Germany has posed is that of making fiscal policy in a 
flexible way. I think most economists in Germany would 
have wished they could have done more with the budget 
than be forced to rely upon mandatory restraint in mone- 
tary tools of economic management. 


In the past they have managed to combine a remarka- 
ble record of growth with remarkable price and wage 
stability. I am sure Professor Giersch would be the first 
to confide that there are some advantages in tapping a 
pool of foreign labor just by creating job opportunities, 
but in taking account of this, I think that they have had 
a very fine economic performance which countries on the 
North American continent would be well advised to 
study and learn from. 


Senator Nichol: I would like to refer to page 5 of your 
brief, where you speak of inflationary bias. Rather than 
ask a question, I would like to put a proposition to you 
and ask what do you think of it. You have discussed the 
question of why excess supply has almost no effect on the 
down side. Since the great depression your country and 
ours have devoted most of our legislative time to build- 
ing into the system protections against the evils that 
beset people in the 1930s. Thus we have created a struc- 
ture that is deliberately designed to prevent the evils of 
the down side. If we go one step beyond that, we seem to 
be in a period where governments are expected to pro- 
tect industries from the evils of the down side. I cite 
examples of Penn Central, Lockheed, Rolls Royce, and 
now Upper Clyde Shipbuilders in the United Kingdom. 


My proposition is that because of these structures 
prices and wages cannot really go down to any significant 
extent unless we have a real economic disaster of some 
kind, and unless the country in question becomes so 
uncompetitive in foreign trade that it actually begins to 
close down. My proposition, in a nutshell, is that because 
of the structures which we have created it is unrealistic 
to expect excess supplies to have any real effect. Could 
you comment on that for me? 


Dr. Okun: That is very well taken. A great many of 
the items on my list of things that the government does 
in the United States that unintentionally abet inflation 
have exactly the history you are describing. Many of 


these were put into practice for very good reasons in the 
1930s in an effort to minimize the impact of that disas- 
trous depression. Our whole agricultural price support 
program dates from that period. The so-called fair trade 
laws were efforts to protect small business at a time 
when small business was being viciously attacked by the 
great depression. Once these things get on the legislative 
books, it is difficult to take them off. These get small 
groups behind them which feel very strongly about it. It 
is a matter of life and death to the small groups, but it is 
only a matter of pennies to the rest of the nation. It 
becomes terribly difficult to adjust the legislative struc- 
ture to the enormous change in the economic environ- 
ment in the post-war era. In some ways I am optimistic 
that we may yet adapt to this change and update our 
regulations and programs so that they are at least sym- 
metrical, and thus not have this asymmetry of always 
providing the floor and never providing the ceiling. 


We have not made much progress in that direction yet. 
When we try we do run into enormous political obstacles. 
Fair trade is a perfect example. In the United States 
there are still 20 states that have laws whereby a manu- 
facturer can determine a minimum price at which a 
retailer can sell products, and the states and the federal 
Government essentially permit this under a special law 
that exempts it from the anti-trust proceedings. It is 
estimated that this adds something like $2 billion to the 
consumer costs of drugs and appliances and other items 
in the states that have these laws. 


Every economist will tell you that they do not protect 
small business. The evidence is that they merely create 
all kinds of advertising and merchandising costs and are 
not of benefit to the small businessman. Time and again 
presidents are urged by their economists to go to the 
Congress and ask a repeal of this. Because it is a small 
item to every consumer, but a huge item to the national 
association of retail merchants, the political processes 
have never permitted this law to be repealed. I do not 
not know whether any nation can show the political 
maturity to remove this type of obstacle and, as you say, 
there is a real danger in governments getting into a 
position where they have to insure against the competi- 
tive forces that produce bankruptcies and collapses in 
firms that are either unlucky or inefficient. That is part 
of the competitive game. If the Government says, “Heads 
you win; tails the nation loses,” the competitive game is 
not going to operate. I think there is some real warning 
in the pressures, both in the United States and the 
United Kingdom today, to provide this kind of shelter 
and insulation against the competitive process. It has to 
work in both directions, or else not work efficiently. 


Senator Isnor: Is that not protection against the small 
concerns? 


Dr. Okun: The justification is that it is supposed to 
protect the small retailer against the large retailer. There 
is very little evidence that it protects the small retailer in 
any meaningful sense. The states with fair trade laws 
have somewhat more retailers, but a well-managed small 
retail business can be just as efficient as a large well- 
managed retail business, and much better than the large 
poorly-managed retail business. 
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Senator Isnor: Except for putting a product out as a 
feeler, and featuring it. 


Dr. Okun: In the experience of the United States, as 
far as I know, the evidence is that there is very little 
indication that it has been effective protection or encour- 
agement to small business. It is a discouragement to 
efficient business rather than encouragement to small 
business. 


Senator Nichol: In other words, to get at this problem 
of inflationary bias and this protective structure, it would 
require acts of considerable political courage lying in the 
face of the whole orthodoxy which has adopted it since 
the 1930s, and particularly since the war. It is my impres- 
sion that to some extent at least the government in 
England is trying to do this. I am not trying to predict 
anything, but it looks as if they are getting into serious 
trouble. Do you think any American or Canadian govern- 
ment could effectively move against this structure and 
survive? We will put Canada aside; let us just speak of 
United States. 


Dr. Okun: It is hard to make that political judgment, 
especially for an economist who feels a little naive in the 
political arena. I have never tried to tell any president I 
advised how to apply politics. That was a game that 
President Johnston knew far better than I could hope to 
know. I have given this a considerable amount of 
thought, and it seemed to me that perhaps the way to do 
this thing is to gather it up into a big package and be 
willing to make a crusade at it. The trouble with going 
after dairy import quotas or agricultural imports or Dav- 
is-Bacon Act contracts—the Davis-Bacon Act assures 
that every worker on a federal construction contract will 
get special union wage scales, even though they are away 
out of line with other wages in the community—is that it 
always looks discriminatory. It seems as if you are pick- 
ing on a particular group, and you cannot really get a 
great deal of enthusiasm on the part of the general 
public. Dairy import quotas may mean two cents a week 
to the average housewife, and she is not going to write 
her Congressman and get enthusiastic about his efforts to 
repeal this law. On the other hand, if you put it all 
together and have a program claiming to make a reduc- 
tion of 2 or 3 percentage points on consumer prices, and 
have enough pressure groups, you could awaken some 
consumer interest and play on what I think is, at least in 
the United States, a growing consumer interest. 

Then I think perhaps it could be politically feasible. It 
is a very difficult matter for any prime minister or 
president. I could well understand their reluctance to 
wage this crusade. I think that it is terribly important 
and it is not even clear that we are moving in the right 
direction on this matter. 


Senator Nichol: It goes a long way to explain why the 
standard methods of fighting inflation do not work in our 
society today. 


The Chairman: Is this problem that Senator Nichol 
speaks of exacerbated by a reduction in volume, instead 
of a price decrease it creates unemployment, which in 
turn is exacerbated by the problem of the size of corpo- 
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rations and unions in today’s economic world? It seems 
that the unions would accept a degree of unemployment 
rather than a decrease in the wage level. In other words, 
is it only a structural problem, as Senator Nichol 
describes it, or is it also a very human problem? 


Dr. Okun: I think within the private decision-making 
process there are these human problems—some psycho- 
logical and some sociological. It is very hard to make 
vivid to a rank and file steel worker that he may be 
jeopardizing his job by asking for a 10 per cent wage 
increase, rather than accepting an increase of 6 or 7 per 
cent. The added money in the pay cheque is there. The 
larger problem of losing a job seems too remote and too 
distant, unless the firm is really in the process of laying 
off workers, andhe is pretty confident they can pass off 
the increase on the consumer and get away with it. If 
this cuts back on steel production, he would immediately 
urge the government to do something about 1t;) to curb 
imports of steel. 

Perhaps it is hard to dramatize to the individual 
worker and individual businessman that there is this real 
trade-off to him between volume and price. He wants to 
escape that hard choice too, and say, “I want all I can get 
of wages and I want all I can get of prices” particularly 
when, in the present environment, everyone can make a 
reasonable case that he has gotten the short end of the 
stick. 

That is a remarkable characteristic of the inflation in 
the United States over the last six years. It is difficult to 
find anyone who has gained from it. Normally there 
ought to be what one economist called a zero sum game. 
For every dollar of price increase, somebody gets an 
extra dollar. You look around and ask: Where has it 
gone? Real wages are squeezed. Real farm incomes have 
been squeezed. Every group has this kind of sense of 
justice, perhaps, which says, “This is only what we are 
entitled to; we are not doing any more than trying to 
catch up.” It may be, in that sense, justice. At that time 
they are willing to be a little irrational even if they see 
the volume-price or job-security-wage dilemma, and say, 
“There is no reason why this should cost me my market 
or job; it is only fair for me to catch up.” It is one of the 
most decisive things of inflation in the social fabric. It 
does lead everybody to feel that he is the guy who has 
gotten squeezed, and most will put forward a good 
reason. 


I am not sure those random thoughts really throw 
much light on it. 


The Chairman: I think they do. Departing from your 
term “irrational”, I am just wondering whether the tend- 
ency is not to have slack create a reduction in wages or 
prices. Is that a result of the size of the corporate identity 
today and the labour union identity? 


Dr. Okun: My own suspicion is that perhaps that has 
more to do with the process by this setting of highly 
visible well known and well publicized norms on wage 
increases than any other way. I think that everybody 
seems to have his notions about what prevailing wage 
trends are, and these come out of reading the newspaper 
on what happened to automobiles, aluminum and cans, 
and what is going to happen to steel. It seems to me that 
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there is a pattern setting effect coming out of big busi- 
ness and big labour decisions where, even though the 
collective bargaining area in the United States still repre- 
sents about one quarter of the labour force, its impact on 
wage decisions is much larger than that. Similarly, I 
think the small businessman who sees steel price 
increases of 9 per cent posted, almost feels that he 
belongs in that parade. It is such good company, how can 
you stay out? I think perhaps the emulation involved in 
the large sized firm and the high visibility in presenta- 
tion of it is what gives this a great deal of leverage. 


I had a really fascinating conversation with a business- 
man a couple of months ago. He was just a small manu- 
facturer with no labour union, in a city with a 10 per 
cent unemployment rate. His workers were delighted to 
have their jobs. The year was up, and he gave them 7 
per cent increase. His profits were down and his volume 
was down. I asked him why he offered a 7 per cent wage 
increase, and he said he had to do it. I asked, “Why? 
Would they quit?” and he replied, “They wouldn’t quit. 
They have no place to go. All I have to do is put a help 
wanted ad in the paper for three workers and I can get 
300.” I insisted, ““Well, why 7 per cent?” and he said, “I 
felt obliged to give them that. Everybody sees everybody 
else getting 7 to 9 per cent. Construction workers get 20 
per cent. How can I give my people less. There will be a 
day when the labour market turns and I don’t want them 
out looking for jobs and feeling that I am the kind of 
person who pins them to the wall because I have the 
upper hand in the labour market.” That is not the way 
the textbook works. That was really meaningful; it was 
not irrational. He is trying to build a report with his 
work force. He thinks perhaps of when the labour 
market gets tight, and he has a little more productivity. 
It is a type of social ethic and it contributes to wage- 
price escalation. 


Senator Lang: It might keep out the union. 
The Chairman: Surely that is an exception. 


Dr. Okun: That is not an exception. Union organiza- 
tions barely slow down in the face of this enormous lack 
of work opportunities. 


Senator Laird: It does not seem to work that way here, 
from my experience. 


Senator Nichol: In this country, Dr. Okun, we have, as 
you know, a Department of Finance, a Bank of Canada, 
an Economic Council, and a Prices and Incomes Commis- 
sion, and out of this mix of institutions, and others, 
comes economic policy. Part of our work here perhaps is 
to try and find out just exactly how this system does 
work in our country. In your country you have a similar 
string of institutions, and you were the chairman of one 
of the important ones. You also have the Federal Reserve 
Bank, the Federal Bureau of Budgets and the Council of 
Economic Advisers. Could you tell us how it works? I do 
not mean qualitatively; I mean mechanically. How does it 
work? Who determines it? I have over-simplified the 
question to give you all possible scope. 


Dr. Okun: I am looking for a way to over-simplify the 
answer. Let me talk of some of our major institutions. 


What I am saying may be obsolete. I can tell you much 
more about how these things functioned between 1961 
and January 20, 1969, than how they have functioned 
since then, but I do not think there have been enormous 
changes. The three agencies that were primarily entrust- 
ed with advising the president on fiscal policy were the 
ones you mentioned—the Bureau of the Budget, which is 
now the Office of Management and Budgets, the Council 
of Economic Advisors, and the Treasury. A not highly 
formalized but very definite and regular process of co- 
ordination and communication evolved between these 
three agencies, and they became affectionately known as 
the troika. Three agencies operating as one for the pro- 
tection of federal economy funds under existing 
tax laws and programs and existing appropriations, 
which could discuss whether something was called for in 
the way of change of budgetary policy, and also the 
planning of the annual budget. One thing introduced in 
this system was a quarterly review, which also led to a 
memo for the President and usually a meeting with the 
President, and such questions as: Is the budget on track? 
Should something else be done? 


I think the mere fact that there was this formalized 
process, compared to these earlier years prior to 1960 
when there was no such process, meant that nobody had 
to ring an alarm bell to raise the question of whether 
fiscal policy was on track. I understand that from the 
fifties if any economic or financial adviser wanted to 
argue for a mid-year course correction in fiscal policy 
there would be an intensive and systematic review, but 
only if someone called for it and officially, as I say, rang 
the alarm bell. Here you have it regularized once quar- 
terly. You would look at the papers, take a look at the 
budget and it is or is not on track, and something has or 
has not to be done to improve the situation. 


Over a period of time the agency pretty well agreed on 
techniques of forecasting economic activity, on a tech- 
nique for analyzing federal expenditure and revenue 
impacts. I think there was quite good coordination and 
agreement. In a sense the Council’s main function is to 
worry about the impact of the budget on the economy, 
and the function of the others is to concern themselves 
with the efficiency of government programs, but at the 
same time each one took an interest in the appropriate- 
ness of fiscal policy. I think this worked very well until 
we ran into a war on the road to full employment when I 
think insuperable political obstacles and great uncertain- 
ty about the course of the defence expenditures—or at 
least uncertainty from the point of view of the people 
making economic policy—made effective fiscal manage- 
ment an almost impossible task. 


In that process the Federal Reserve was also involved 
in a communications sense, but not involved in any sense 
of actual participation. We have great traditions about 
the independence of the Federal Reserve. They were 
always consulted and talked to about their views on the 
economic outlook, their views on appropriate targets for 
economic performance, their views on the appropriate 
mixture on fiscal and monetary stimulus or restraint, and 
in that sense I think we could make fiscal policy better 
knowing what kind of monetary policy resistances were 
likely to come forth. 
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I would say that on the executive side in a peace-time 
environment this did produce effective coordination, and 
the best advice a president could get and a real mech- 
anism for him to act on that advice. The biggest problem 
that arose was the war. The next biggest problem that 
arose was in a difficulty which is much more serious in 
our system than a parliamentary one—the gap between 
the executive and legislature. Good communications with 
any organized body on Capitol Hill were never devel- 
oped. I think our best line of communication was through 
the Joint Economic Committee. You will hear from Mr. 
Knowles later today on this activity. The Joint Economic 
Committee is sharply limited in the fact that it does not 
have a legislative function. While it is a wonderful way 
of getting views across, and providing a forum for dia- 
logue, it really does not have the central role, say, that 
the Ways and Means committee has in respect of opera- 
tional responsibility over taxes and expenditures. Those 
committees never did have the kind of economic orienta- 
tion that permitted a real co-ordination in respect of 
changing views. I would say as we operated the process 
and evaluated it that it looked pretty good on the execu- 
tive side, but the real difficulty was in executive 
co-ordination. 


Senator Nichol: You spoke of the independence of the 
Federal Reserve Bank. I have two questions about ‘that. 
One is: How much responsibility does the Federal 
Reserve Bank have for rates on government debts? I do 
not really mean how much influence does it have; it 
obviously has a great deal. How much responsibility does 
it have for that? Secondly, how real is this independence 
of the Federal Reserve Bank? 


Dr. Okun: I think the concern about interest rates paid 
by the Treasury did not loom large in the determination 
of monetary policy in the United States in the 1960s. In 
fact, I think that its influence is often over-stated in 
discussions about it. I think interest rates on government 
securities are viewed largely as a housekeeping matter, 
and not as a matter of top priority in national policy. I do 
not think the Federal Reserve was ever terribly con- 
strained by being given a responsibility to make sure 
that the Treasury could sell its securities at the interest 
rate the Treasury wanted to pay. I do not mean to say 
there was no concern, but I think sometimes there is a 
view that this put the Federal Reserve in shackles. I do 
not believe that was ever the case. 


There are problems of Federal Reserve operations. The 
Federal Reserve does not want to effect a major change 
in monetary policy during which the treasury is selling a 
large number of monetary securities. That is understand- 
able. In a period of very large Treasury issues there will 
not be a major change in the tone of those markets. That 
is essentially a way of saying we are not going to confuse 
the issue but rather that we are going to manage. 


An hon. Senator: His policies, of course, do not appear 
to be acceptable. 


Dr. Okun: There has been, until recently, some indica- 
tion that the Administration would like to see a more 
actively stimulative monetary policy whereas the Federal 
Reserve has given some indication—at least individual 
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governors have—that they might welcome a more active 
fiscal policy. 


An hon, Senator: I was thinking of income and price 
control. 


Dr. Okun: That is a very interesting point. I think 
every governor of the Federal Reserve goes on record as 
favoring an incomes policy. Speaking out on matters 
which are so indirectly related to monetary policy, you 
know it is sometimes said that the first law of bureaucra- 
cy is where you stand depends on where you sit. This is 
illustrated by some of this. It is not at all hard to 
understand, from the point of view of the Federal 
Reserve, that it-would be nicer for fiscal policy and 
incomes policy~“to do the job, while from the point of 
view of the people responsible for fiscal policy, or who 
would be responsible for managing a wage-price policy, 
it would be nicer for monetary policy to do most of the 
job. “Let George do it”, is a great longstanding tradition. 


I think the question you are touching on, and which 
Senator Nichol raised of the real meaning of Federal 
Reserve independence, is very hard to evaluate. It cer- 
tainly has meant that the Federal Reserve has shown 
policies that were not completely consistent with what 
any Administration wanted during the years. Usually 
there have been debates about matters of degree and 
timing. The biggest single confrontation, of course, in the 
past 20 years between the Federal Reserve and the 
Administration came in December, 1960 when the Feder- 
al Reserve raised the discount rate at a time when the 
President was very strongly opposed to such a clear 
indication of a tightening of monetary policy. We were 
disturbed about the Federal Reserve’s action, too, as 
advisers to the President, and it was more because we 
felt this impaired the chance of getting fiscal restraint 
than because we felt that no restraint was appropriate. It 
was our view that perhaps one could sell a tax increase 
to the Congress as an alternative to monetary restraints, 
and once the federal Government showed it was on a 
course of monetary restraint, it would be hard to accom- 
plish that. 


In retrospect, I do not think that was realistic on our 
part. I do not think we could get a tax increase in 1966 
if the Federal Reserve governor, as well as ourselves, 
stood on our heads on Capitol Hill. It showed a lack of 
communication on both sides which we worked hard to 
remedy. I think the misunderstanding of December, 1965 
led to many joint luncheons and meetings with Federal 
Reserve officials, and both sides extremely regretted what 
was really a misunderstanding of basic objectives and 
intentions, rather than a concerted difference of opinion 
on the basic thrust of policy. 


During 1966 the federal Government was very tight 
and we thought that it was quite appropriate for it to be 
very tight, and there was a tremendous political pressure 
against tight money. At that point I really changed my 
mind about the desirability of a federal fail-safe measure. 
Here was a time when fiscal policy was paralyzed and 
monetary policy was free to do what seemed to be right, 
even though politically painful to do so. If the monetary 
policy be within the political process, and the President 
had to approve the actions of the Federal Reserve of 
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Congress, I do not think the Federal Reserve carried out 
the necessary step of evening off, as opposed to the 
alternative of just letting it boom through the roof. On 
the other hand, I think that some of the issues you 
mentioned called for a re-appraisal of some of the dan- 
gers of this independence. 


I think this year is the fist time we have had a situa- 
tion where, at least for a period, both the Administration 
and the Federal Reserve seem to agree that stabilization 
policy ought to be more stimulative, but when it comes to 
deciding who is going to provide that extra stimulus, 
what you might call passing the buck takes place. Pre- 
sumably, that could not happen if you had a co-ordinated 
or non-independent monetary policy of which the 
Administration was in charge. Then it could not say, ‘Let 
George do it,” because there would only be one George to 
do it. There is this risk, which has emerged this year, 
that the independence of decision-making can lead to a 
passing of the buck. That is a danger which has recently 
emerged, really for the first time in the 25 years of the 
postwar period. On policy, I would say the system can be 
made to work with this kind of co-ordination, but not 
dictation, of monetary policy by the Administration. 


Senator Nichol: Ho do you think the relationship of 
the Federal Reserve to the Government of the United 
States compares to the relationship of the United King- 
dom Government to the Bank of England, or that of the 
Government of West Germany to the Bundesbank? Are 
those relationships similar? 


Dr. Okun: I am familiar with the British system, espe- 
cially insofar as the Chancellor of the Exchequer is con- 
cerned. He has the legal authority to veto actions by the 
central bank. There is no such veto power in the United 
States. 


Senator Manning: You have indicated that guidelines, 
or some form of wage and price control, have a meaning- 
ful role in attaining price stability. Would you enlarge on 
your assessment of whether purely voluntary guidelines 
can be successful, or must they automatically be manda- 
tory to be successful? 


Dr. Okun: My ‘proposal is a system which has as its 
only sanction the force of public opinion, the glare of the 
spotlight. That is largely the educational task of trying to 
put the force of public opinion on the side of greater 
wage and price restraint. It involves public education, to 
try to convince one’s employer friend that, even though 
others are giving a 9 per cent increase, it might be 
patriotic to give only 5 per cent. Essentially, the employ- 
er then has to try to communicate to his workers that he 
is not being a Scrooge but, rather, that he is being a 
far-sighted industrial statesman when refusing to give a 
larger wage increase. 


It is my view that many of our wage and price pro- 
cesses have a subtle character. Things that tilt the scales 
are very hard to measure, and many things go into the 
balance in arriving at any price or wage decision. When I 
was in government, businessmen used to come to me and 
say, “There was a bitter battle raging within our firm as 
to whether or not we should raise prices.” The sales 
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managers and production managers all wanted to go for 
big volume and low margins, and the finance people 
wanted to go for high margins and high prices. ‘““We”’— 
meaning the sales and production people—“won the fight 
because we had the American flag on our side. We were 
on the patriotic side.” 


I do not know how often that has happened, but I do 
think that public interest, public relations and public 
appeal exert great pressure, and that both business and 
labour are tremendously conscious of their impact. That 
is why we see centrefold spreads by companies such as 
IBM which say nothing about what they have to sell to 
the American consumer, but which point out at length 
what they are doing for the country. I think we can take 
advantage of that with respect to big business and big 
labour blocs. Bit labour is always concerned about the 
legislative process, about their image in the Congress, 
and the feeling that if they are painted as the villain of 
the piece there will be legislation narrowing the scope of 
collective bargaining and weakening the power of the 
union. It is a combination of carrots and sticks, in the 
broader sense of incentives and disincentives in conform- 
ing to a concept of public interest. 


All I am talking about is the present tendency to 
preach sermons. There is a lot of sermonizing involved. I 
think it ought to be conducted through a broader consul- 
tative process than we had in the Kennedy and Johnson 
years. Until we ran into the excess demand problem of 
1966, our wage and price guideposts were having a sig- 
nificant effect in containing the tendency for wages to 
out-run productivity and for price increases to out-run 
unit costs. During the period between the big steel con- 
frontation in April, 1962 and the aluminum confrontation 
in 1965, there were no unpleasant battles or name calling 
between the Government and labour. Such a tranquil 
period did have the kind of effect we were looking for, 
and I do not know how that kind of situation can be 
restored. I think one weakness of the situation was that it 
was persuasion without representation. We did not have 
wide enough participation in the setting of the guide- 
posts. I would favour something which I believe Con- 
gressman Henry Reuss was the first to advance, and 
which has since received widespread support, namely, 
the creation of a three-man prices and wages board in 
the executive office of the President, but having a semi- 
autonomous role, including the making public of its 
reports without necessarily having them blessed by the 
President or his chief advisers. The staff would consist, 
not of college professors but of those who really had 
some hard experience in the price-wage determination 
process and who would be selected by business and 
labour groups. They would manage a dialogue of what 
equitable standards might be, and would also become 
involved in other issues, such as whether help could be 
gained from special productivity incentives, and as to the 
role living standards should play. Those are the bones of 
the kind of system I would like to see being given a good 
and enthusiastic try. Certainly, before encouraging the 
possibility of a much more formalized system, I must say 
that I see all kinds of nightmare problems in legislative 
mandatory controls, and I think the voluntary system 
should be given a serious and enthusiastic try before 
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anyone even raises the question of whether we need to 
do more than that. 


Senator Manning: To pursue that further, a situation 
rarely remains static. There is initial opposition to those 
guidelines by both management and labour, and for those 
guidelines to succeed greater public support must be 
obtained. Perhaps the outstanding example of this 
involved the rigid controls proposed during the war, 
which had the patriotism of the people behind them. 
Alternatively, if you do not get that kind of response, the 
longer voluntary guidelines remain which are not being 
adhered to and which, to an increasing degree, are being 
ignored, then you have a deteriorating situation and ulti- 
mately get to the point where the guidelines are useless. 
Then you have to make the harder decision, as to wheth- 
er you scrap the whole thing or impose mandatory 
provisions. 

In Canada for over a year we have had voluntary 
guidelines which, from the very outset, were completely 
rejected by organized labour. Management, with consid- 
erable reluctance, agreed to conform for at least a year, 
but over that period of time more and more holes have 
been punched in those guidelines, until today they are 
practically meaningless. 

What concerns us, in committee here, is whether we 
should make a recommendation in that respect to the 
Government, as to whether, in view of this apparent 
failure of voluntary guidelines, we should scrap the 
whole thing, or make mandatory provisions, or adopt 
some other course? Would you care to enlarge on any of 
that? 


Dr. Okun: I think that is a perceptive view of what the 
prices and incomes policy can be. On the one hand, what 
one hopes for is the establishing of a program which, if 
broadly accepted, the Government never has to take a 
very active hand in. On the other hand, it can fall apart 
and you are then faced with the issue of doing without it 
or else toughening it up into something that approaches 
more of a statutory, direct controls program. The record 
generally shows that when countries are faced with the 
latter course, it is usually incomes policies that go into 
operation for a while, rather than turning to formal 
controls. The Dutch have had several experiences where 
incomes policies seemed to work and where something— 
social frictions or excess demand—led to their ineffec- 
tiveness and their falling apart. Then the country operat- 
ed without an incomes policy for a while, and later tried 
again. I am always reminded of a P.T. Barnum story 
about when the great showman was asked how he 
managed to keep a lion and a lamb in the same cage. He 
said, “It’s very easy. All you need is a large reserve 
supply of lambs.” Sometimes incomes policies are like 
lambs. You had better have a large reserve supply of 
new devices in order to put something else in the lion’s 
cage. I think that is the dilemma, and I would be going 
way beyond my scope in trying to recommend which 
route Canada might travel in the near future. 


Senator Manning: I have one further question on the 
general concept. If a decision was made on the part of a 
country to move into mandatory controls, can you envis- 
age a practical course that would permit such controls to 
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be confined to certain key areas, such as wages or prices; 
or is there always a grey border area which, of necessity, 
forces you to expand controls in the other area or 
abandon the ones you have? 


Dr, Okun: That, again, is a well put question which 
really is very hard to answer in principle. Selective, 
formal controls are very hard to administer because of 
this grey area problem. There is no obvious breaking 
point of industries which are critical and those which are 
trivial. There are industries which are in between. There 
are firms big enough to have a lot of market power, and 
others small enough to have virtually no market power, 
but there are firms in between which have some market 
power, and there are unions that fall into that grey area 
also. This does (make me very concerned about travelling 
down the path: of mandatory controls because I think a 
selective, mandatory, formal system is very hard to 
maintain and to operate. As I see it, the difference 
between the voluntary, informal system and the formal 
system is that between trying to define the ideal apple 
and pick the rotten apple out of 'the barrel. An informal 
system’s very arbitrariness is both its strength and weak- 
ness. You are not forced to deal with every issue. You 
are not forced to lash out at a 6.2 per cent wage settle- 
ment if your standard for the year is 6 per cent. You 
really can put the focus and can try to exert the pres- 
sures on the rotten apples in the barrel, the ones that are 
really outstanding and the ones that pose serious danger 
to the national interest. In a formal system you are 
asked to approve or disapprove everything. As I put it, 
you are asked to define the ideal apple. It is very difficult 
to introduce the kind of flexibility that a voluntary 
system has. There are things in between, like voluntary 
systems which involve pre-notification and some public- 
hearings process on key policies. Perhaps these give us 
some options as to how formalized the system should be, 
without invoking a “You can go to jail if you do this” 
principle for violations of the wage or price rule. 


Dr. James Gilles, Study Director: I wish to ask you a 
couple of questions on your views on tax policy. First of 
all, am I correct in assuming that it is your position that 
once the economy has slowed down, so that you have 
perhaps 5 or 6 per cent unemployment, there is then very 
little to be gained, in terms of stopping inflation, by 
further increasing the unemployment rate? 


Dr. Okun: I believe that is the case, and, indeed, I go 
further in saying that there is very little to be gained by 
prolonging a period in which the unemployment rate is 
clearly above what you consider to be acceptable or 
tolerable for the long run. 


Dr. Gillies: The other side of the question is, if you are 
at an unemployment rate of 54 or 6 per cent, other things 
being equal, would you favour a policy that would rein- 
flate the economy and bring it back to full employment 
and not worry about this being an inflationary issue? 


Dr. Okun: I would certainly favour beginning to move 
in the direction of full employment, and perhaps put 
most of the emphasis on not wanting to fix too rigidly an 
ultimate destination for the trip. I think the time to 
worry about things is when the unemployment rate gets 
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down into what has been a dangerous zone in the past, 
and in the experience of the United States it looks as 
though the danger zone begins when the unemployment 
rate is 43 per cent or lower. That is not perfect and 
history can change, but it seems that in the mid-fifties 
and sixties we began to get into some difficulties. I would 
hope that if we reinforced our policies with the proper 
structural and incomes policies we could do better than 
that. It seems to me that is the time to be very alert as to 
how fast the economy is going. When the unemployment 
rate is 64 per cent, as it is in the United States today, then 
I think it is time to get moving. It so happens that we in 
the United States have scheduled for the next year and 
the year following two decreases in personal income 
taxes ,taking the form of increasing the exemption in the 
so-called standard deduction. Each of these decreases 
amounts to $2 billion. If we made them fully effective 
now, without compromising one dollar from our long-run 
potential, we could put $44 billion annually into con- 
sumer purchasing power at the present time. 


I cannot believe that there is an inflationary danger in 
this, nor is there any danger of putting fiscal policy in 
the position where it is going to be overly stimulative in 
the long run because we are going to have these tax cuts 
in any case. They were legislated in 1969 and, wisely or 
unwisely, they are there and nobody is going to change 
them. We might as well have them when they are going 
to do the most good,and that is now. I think this is very 
different from the kinds of proposals which were politi- 
cally popular, to take the public works group to job 
stimulation, our experience in public works programs is 
that the lags in implementing them and getting them 
going is just enormous. They have just been so slow 
acting that they usually had their biggest effect on the 
economy at the wrong time. 


We made a very serious effort in 1962 to see whether 
we could get techniques of small types of public works 
that were supposed to be implementable very rapidly— 
things like building park benches, rather than building 
dams. Congress enacted an accelerated public works pro- 
gram in October, 1962 which had $850 million worth of 
expenditures authorized. We spent less than half the 
money in the next 21 months. We spent more in fiscal 
1966 on that program, when the economy was booming, 
than we spent in fiscal 1963 when the economy needed 
that stimulus. It is for those reasons that I would 
emphasize the tax route as the most dependable 
and the most reliable way of getting the purchasing 
power into the system when it will do the most good and 
turning it off when that becomes appropriate. I think the 
expenditure flexibility is really very limited in our 
experience. 


Dr. Gillies: A direct cut in personal income tax is the 
route? 


Dr. Okun: The route I find to be most dependable and 
most confirmed in historical evidence and most broadly 
based in its impact upon the economy is the personal tax. 
It happens that in the present circumstances in the 
United States that plant and equipment spending has 
held up remarkably well when faced with an enormous 
excess capacity and in the face of very weak profits. I 
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find very little grounds for wanting to apply a direct. 


stimulus there. I believe American businessmen need 
stronger markets, and not more incentives for plant and 
equipment at the moment. To have these foreign markets 
it could most easily come from acceleration of these tax 
cuts. Plant and equipment spending will take care of 
itself. 


Dr. D. L. McQueen, Study Consultant: It has been 
suggested by some witnesses that have appeared before 
this committee that we may have reached a stage in the 
industrialized countries where when you use a tax 
increase as a means of cooling off a booming economy, 
that people are starting to treat these tax increases more 
as costs and to shape, for example, their wage behavior 
and other price behavior to them. Have you any com- 
ment on this view? 


Dr. Okun: I have heard this expressed. I have yet to 
see the evidence that this is the case. I think the evidence 
is to the contrary in the United States; that direct tax 
increases have not been passed on in the form of either 
wages or higher profit margins. Obviously, excise taxes 
will have that effect. If you increase indirect taxes and 
impose a value added tax as a means of restraint, you 
must expect that to have a cost raising effect which will 
be shifted forward to the consumer. It still might, on 
balance, be helpful, but it will be presumably less helpful 
than a similar rise in direct taxes. I think the evidence of 
shifting of taxes is pretty decisive in indicating that on 
balance, direct taxes do not get shifted forward and 
indirect taxes do. 


The Chairman: Could we improve the control of our 
economy by a greater emphasis on excise and sales 
taxes? 


Dr. Okun: Not that I can see. Indeed, the disadvantages 
strike me more immediately than the advantages. For 
one thing, they have less responsiveness to changes in the 
cyclical situation. I mean the progresivity and graduation 
of income taxes means that you get more than propor- 
tional automatic changes in these receipts when the 
economy speeds up or slows down. It is not the case for 
most excise taxes unless they happen to be on the items 
in the luxury, high income, sensitivity categories. It has 
been a long time since any nation like Canada or the 
United States has wanted to push upward on costs or 
prices. We always want to keep them down and any 
imposition of excise taxes does have a cost raising effect. 
It is greater by far than that of similar revenue raised by 
direct taxes. Quite apart from equity issues there are 
stabilization advantages that urge the emphasis on direct 
taxation. The only case for indirect taxation that is ever 
made, is the balance of payments issue, the rebating of 
value added taxes and the like. I do not find this a very 
decisive factor, either in terms of balance of payment or 
the general economic stabilization. 


Hon. Mr. Leonard: Mr. Chairman, I appreciate very 
much your courtesy and that of the committee in giving 
me the privilege of being a guest and asking questions. I 
have also appreciated greatly the statements of Dr. Okun 
and the very interesting questions and informative 
answers. I find that any questions that arise in my own 
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mind are being answered. While I appreciate the privi- 
lege, I should like to continue to listen to the questions of 
the members of the committee and the answers. So, I 
defer to the members of the committee. 


Senator Cameron: Mr. Chairman, I am sitting beside 
Senator Manning and there has been no collusion 
between us, but he raised one of the main questions I 
have had in mind. However, I am concerned with the 
implications of Dr. Okun’s statement. I would like to 
preface my question by saying how refreshing it is to 
have an economist make a presentation without resorting 
to economic jargon, which too many do. What I am 
concerned about is this: he said the undiluted laissez- 
faire or free market economy does not work; in effect, it 
is not free. There are too many things that interfere with 
it, such as Government policy and so on. The implication 
of that reflection on the free market economy as the 
main tool implies that you have two major choices. You 
can have mandatory state controls, which Senator Man- 
ning raised, and I understand that Dr. Okun says that 
he would prefer an achievement of control by vountary 
action. That rules out state control. 


Then if we go to the voluntary control, he suggests 
that voluntary control can be achieved through educa- 
tion. This is, I think, a desirable process but it is also a 
very slow one. I suspect that we are entering what might 
be called the age of consumerism and you are going to 
hear a great deal more about this. In the next few years 
it is going to play a much more important role than it 
has ever played before. In the United States you have 
Nader’s Raiders and their related activities, and we have 
in Canada what some people are referring to as Basford’s 
“bastards” doing the same type of thing. I am concerned 
about the slowness of any educational program, regard- 
less of how desirable it may be. What machinery do you 
think could be used in an education program designed 
to gain acceptance of controls. How would it work? Do 
you not think that behind it there would have to be the 
big stick of legislative action within a given time? 


Dr. Okun: I suppose I would begin by saying that 
people seem able to learn the wrong things very rapidly. 
It is just amazing how pervasive is the attitude towards 
inflation, towards large wage increases and towards toler- 
ance of price increases that has crept into our system 
over a period of just five years. If they can learn the 
wrong things that rapidly, perhaps one should be 
encouraged that if they are taught properly they may 
also learn the right things very rapidly. I do not want to 
claim too much, but it seems to me, to take the case that 
is clearest in the United States situation at the present 
time—the big steel negotiations—that the people engaged 
in that collective bargaining process really have almost 
nothing to look at except what has been going on recent- 
ly in other wage agreements. If in some sense one could 
get into the inputs that go into that decision a public 
interest component, I think one could help to bring down 
the ultimate settlement; not necessarily keep it where the 
guidepost will put it, but at least help to produce some 
counter-force on the down side. To that extent, I think 
education can work in a very subtle way and people may 
walk out of there not even knowing that they have been 


influenced, and yet the fact that there was a wage 
standard could make a difference. 


I think the plain fact that is most conducive to the 
success of a voluntary informal control system is that the 
“big stick” of legislation, as you put it, is really always 
there in the background. Every assistant attorney general 
in charge of anti-trust in the past 25 years has said to his 
boss that he wants to break up General Motors; General 
Motors knows this. No one has acted on this, on the 
general feeling, whether the courts would or would not 
uphold such action, that as long as General Motors per- 
forms in a reasonably publicly acceptable way, and the 
kind of crusade is quick solving, is not an appropriate 
public policy to test just how many big business firms 
you can knock off with an anti-trust law. So every assist- 
ant attorney general is told to put his “big stick” back 
into his desk. But it stays there, and it is there. General 
Motors knows that it survives or, at least, avoids a bitter 
court contest as to its legality, by performing in a way 
that suggests that perhaps we cannot do better by break- 
ing it up. I use that only as an example; it is very 
pervasive. 


Labour unions today are terribly concerned about their 
attitude. I have heard that the British labour movement 
was very disturbed; they felt that they may have lost a 
great deal in the long run by their posture in the elec- 
tricity strike. Every British housewife seemed to blame 
labour and seemed to be on the side of the Government 
in that dispute. The lessons have not been completely 
learned by any means, but I think if we operate in a 
pluralistic society on the basis of groups wanting their 
own interests recognized, but also recognizing that they 
maintain power and viability by behaving with some 
self-restraint and some enlightened respect for the public 
interest, then this is really what gives us the handle, and 
the hope that we may not need to use the “big stick” of 
legislation. 


Senator Cameron: You are more optimistic with 
respect to the speed with which the educational program 
can operate than I am, but relating to that I am wonder- 
ing about the role of management. I think some things 
have happened in the last few months that have really 
shocked people. First of all, in Canada we had the Dosco 
fiasco. The British absentee landlords said that they could 
not make any money out of Dominion Steel and Coal 
Corporation in Nova Scotia, so they sold out. The Gov- 
ernment had to step in and rescue the operation. Every- 
body was predicting that this would be another seephole 
for money, and it has made $23 million in the last two 
years. Rolls-Royce was a shocking illustration of what 
could happen. Its implications are still lying the back- 
ground. Now we have the Clyde shipbuilding situation 
with 400 shipbuilders hammering on Downing Street this 
morning. Then we have the Lockheed situation in the 
United States. These tremendous private operations have 
great implications, not only for their own industry but 
for the whole economy, and it seems to me that there is 
a new role for management here. 


Superficially, it looks as if they have had no manage- 
ment at all in Rolls-Royce or in Dosco, but to make the 
educational program work it would seem to be that you 
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must have a different approach to management. That is 
where you start your educational program. How can you 
get this new orientation, if you like, or this new sense of 
responsibility in there? 


Dr. Okun: I think the fact that the United States 
government feels obliged to move in the Lockheed case is 
clearly related to the weak over-all economic situation in 
the United States. If we had a full employment economy 
I do not think there would be a chance that the Secretary 
of the Treasury would be up pleading for a measure to 
bail out Lockheed. It is the hard reality that there are no 
alternative jobs for Lockheed workers. Sure there are 
transition problems and adjustment problems when any 
one firm pulls out or when anybody goes bankrupt. Look- 
ing down the road in the United States, with respect to 
pollution problems it is clear that measures for pollution 
control will lead to the shut-down of some firms in 
certain cities which are important in the overall employ- 
ment market. I think within the framework of a well 
functioning economy we could handle those things a lot 
better through adjustment assistance and through better 
manpower measures. I want to draw the moral that the 
particular pain of these bankruptcies and closures is so 
much exacerbated by the weakness in the overall econo- 
my, that perhaps the best thing we could do to help 
assure that these do not continue to be repeated in a way 
that forces the government to keep bailing out the 
individual firms, is to get the economy moving again and 
assure that there are alternative jobs for labour. 


That does not solve this problem. It does seem to me 
that you have to interpret this recent trend within the 
context of a labour market that does not offer alternative 
employment opportunities and alternative uses for capi- 
tal. In a well functioning economy we can cope with 
bankruptcies and shifts in demand and we can withstand 
closures of particular firms without anywhere near the 
kind of total concern that has been displayed. 


Senator Isnor: Mr. Chairman, the ground has been 
pretty well covered. We have been very fortunate in 
having a witness that has given us such intelligent 
replies to the questions asked by the various senators. 


I was interested in two problems around which the 
committee is working, namely, inflation and unemploy- 
ment. I am going to ask a question in that connection, but 
before doing so, I would like to make a comment in 
respect to what the doctor has stated as to why there 
have been no price declines. I do not see how price 
declines can take place unless the productivity lessens 
the cost to the person who is going to dispose of the 
goods. I want to make that point in fairness to the 
businessmen who have been obliged to keep up their 
prices because of wage demands and lack of increased 
productivity. I throw that out in reply to what I thought 
was your comment on price declines. The doctor is the 
author of a book, The Battle Against Unemployment. We 
are dealing with inflation and unemployment. My ques- 
tion is: what do you consider is the biggest factor needed 
to overcome unemployment? 


Dr. Okun: Let me begin by commenting on your 
remark about price declines. First of all, I really want to 
focus attention on the fact that neither wages nor prices 


have behaved in a way that might lead to declines. Let 
me also say, in case there is any doubt, I am not suggest- 
ing that a rollback of the price level would be a desirable 
wage policy, but merely that the paradox of recent price, 
cost and wage behavior in the United States has been 
that not only would one have expected a slowdown, but 
on a pure text book analysis of how markets are sup- 
posed to be operate, one would have expected actual 
declines, and they certainly have not come about. I am 
just calling to your attention the paradox, and not really 
pointing to the blame for either wages or prices in the 
recent context. 


To turn to your question about what is number one on 
the priority list for reducing unemployment, I would say, 
using United States figures and experience with which I 
am familiar, with, that what could get us from 61/4 
percent unemployment safely down to below 5 percent 
unemployment is a more stimulative fiscal policy—more 
action to improve consumer purchasing power, to provide 
job opportunities. It would create somewhat more confi- 
dence on the part of the consumer if the economy is 
going up, and make him more willing to spend. One of 
the basic weaknesses in the U.S. economic recovery thus 
far this year has been that consumers who have not been 
hit by unemployment in any way have been saving an 
inordinate fraction of their income. They are still worried 
about the job market. When you are worried about the 
job market, that is not the time to go dipping into your 
savings account or make commitments for instalment 


payments. It is the anxiety about job security, that is the 


key factor that is keeping the savings rate high. A little 
more government display of determination to provide 
some consumer purchasing power and to improve the 
consumer market is the beginning of the path to getting 
unemployment down. I put that in terms of getting rid of 
a percentage point or more of the unemployment rate. 


I think beyond that the big contributing factor is the 
development of some of these structural policies, and 
then an effective incomes policy that will provide better 
insurance that we can move to lower unemployment 
rates without getting a reignition of inflationary fires. 


Senator Isnor: Would you say that the Government 
should encourage optimism all of the time instead of 
depression? 


Dr. Okun: I think the most important thing in the 
United States at the moment is to restore the credibility 
of government. The important lesson in that is perhaps to 
call things more like they are, instead of what we would 
wish them to be. There is a great temptation within the 
bureaucratic process to look at things in a rosy light and 
to stress optimism. It may be that it is good for the 
economy in the sort therm, but it is bad for democracy in 
the long term. 


Senator Isnor: In your book I do not think you brought 
out the main factor causing unemployment and the cure 
for it. Could you enlarge upon that? 


Dr. Okun: I would say purely fiscal and monetary tools 
are the way to keep unemployment from getting to the 
kind of inordinately high level we have today. When 
unemployment is at 64 per cent it tells you that there 
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has been some mistakes in the budget and in the credit 
policy. The brakes were kept on too long and too hard in 
1969—we got into a recession—and the shift to the accel- 
erator has come too slow. The question over the longer 
run of whether we could do much better than 5 per cent 
unemployment rates without inflation, I think, turns on a 
whole set of other issues I have raised about what you 
can do on wage-price behavior, and what you may do to 
end the inflationary bias created by government 
programs. 

As I see it, the big issue against unemployment is a two 
step process: in the short term, it is to get the economy 
moving again at a good clip; and, in the long term, it is 
to create the kind of atmosphere where an economy that 
is prosperous, but not straining at the leash of capacity, 
need not generate inflationary price increase. 


Senator McGrand: On page 2 of your brief I read 
“Avoid tight money”. I take it that you believe that 
a reduction in taxes would stimulate the economy and 
employment. We have more than one witness who 
has said that more money in circulation would give only 
temporary relief, and would result in greater inflation 
and greater unemployment two or three years down the 
road; that pumping money into the economy is not the 
answer. It is evident to tighten or not to tighten money 
must be a question of timing and each plays its part. 
How do you recognize and determine the lags that occur, 
and when you have to move to overcome them? 


Dr. Okun: You are certainly correct that the difficult 
problems are ones of timing—timing the performance of 
the economy and timing the impact of any fiscal and 
monetary measures that we might take. I have no recipe, 
other than saying that there are a fair number of 
people in the United States and Canada who have spent 
their lives trying to diagnose and forecast business activi- 
ty. They do not do a perfect job, but I think they do a 
better one in their efforts of diagnosing and prediction 
than we can get by assuming that things are just going to 
be the way they are now, by assuming that nature will 
take care of all our problems, or by making any other 
simple assumption about the world. I think that we have 
to face up to these issues and diagnose where the econo- 
my is likely to be going. In the context of the United 
States all the indicators that I know of suggest that we 
are continuing to be faced with a very modest recovery 
at a pace that is not sufficient to bring down the unem- 
ployment rate, or to create major new incentives for 
expansion. It is against that background of evidence that 
I am prepared to say that we ought to do something 
carefully to provide some additional fiscal and monetary 
stimulus today, and we have to watch and see how the 
speedometer registers when we do it, and be sure that we 
slow down before we run into an inflationary situation. 


All of this requires some hard judgments all along the 
way. There is no escape from these judgments. We are 
not going to be right all the time. We will make mistakes. 
I think we will come out better by trying to use our 
judgment rather than finding any kinds of rules and 
simple recipes in order to avoid making those judgments. 


The Chairman: Dr. Okun, in your answer to Senator 
McGrand and Dr. Gillies you said that we should attack 
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the present unemployment situation, If we do, will we 
not run into the problem that you deal with on page 4, 
“The sources of stop-go”? I will read that to you: 


No government can concede this unsatisfactory com- 
promise and so unattainable goals are pursued. 
Nations tend to ignore the reality of the trade-off, 
and aim for a satisfactory price performance or an 
acceptable full-employment performance. When 
inflation becomes public enemy No i, the brakes are 
applied to achieve a satisfactory price performance, 
Then-unemployment becomes public No. 1 one and 
the accelerator is used to achieve a satisfactory low 
unemployment rate. And so we witness the alternat- 
ing stop-go character of stabilization policies in so 
many nations. 


I am wondering if your suggestion does not in fact 
mean the stop and go process being repeated all over 
again. 


Dr. Okun: We have had a stop, and I think the time is 
to go. The time to worry about the purpetuation of the 
cycle is down the road a bit. As I see it, the inflationary 
danger does not arise from getting an unemployment 
figure down from 64 per cent to 52 per cent, or even 
down to 4? per cent. It arises because when we get 
to 42 per cent we are going to feel just dandy and 
everything will look fine. People are going to be happy 
with rising living standards, rising profits and job oppor- 
tunities, and great job security. The inflationary warning 
signals often come pretty late, and are sometimes mixed. 
Sometimes we find all kinds of excuses for ignoring them 
when they do arise. We love that kind of situation so 
much that we tend to overdo it. The danger comes later, 
in an expansion in a recovery period, when you are 
beginning to approach a situation where there is a genu- 
ine inflationary threat on the horizon. I think that is an 
argument for not wanting to fix and a hard and fast 
ultimate unemployment target at the present time, when 
we have had such mixed evidence of where we are 
trying to go. It is an argument for trying to do things 
that are temporary in their basic character, that they 
start quickly and stop quickly, so that we are not build- 
ing in a stimulus to policy and not going to get the 
accelerator stuck to the floor, as it were. We will be able 
to go for the brakes when we need to. I think when we 
do this properly and then get to a cruising speed, it will 
level off at that cruising speed without continuing to 
accelerate. 


It seems to me if we are all agreed, as everyone in the 
United States is, that the economy is proceeding at a 
pace that is below its desirable course today, it is time to 
start giving it some gas—not overdoing it, not commiting 
ourselves for the long run, not getting stuck on what may 
be unattainable targets but getting moving. Then we have 
to be alert and cautious as to when we need to level off 
at a cruising speed so that we do not have to jam on the 
brakes again. 


The Chairman: I do not know whether there is a real 
difference of opinion, but Professor Freidman, and our 
witness of last week, Dr. Sprinkel, indicate that by 
attacking the problem of unemployment vigorously, cer- 
tainly with the money supply, you could create a poten- 
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tial for inflation by virtue of the vigorous attack itself. In 
fact, I think Professor Friedman is saying that unless 
the Federal Reserve Board reduces the growth of the 
money supply by 2 per cent immediately, they will have 
created an inflation potential. It may show up anywhere 
from 6 months to 2 years from now. Is there not a basic 
difference, not as between your methods of approach on 
fiscal and monetary policy, but as between the concept of 
the speed and the vigour with which you attack the 
problem? You are suggesting a very vigorous attack, 
keeping your eye on the indicators, and, when you get to 
a certain point, reducing the strength of that attack. 
They are suggesting the very vigour at this point will 
create a situation that you cannot do anything about, and 
it will put you back into the problems that you have 
described so well in paragraph 3 on page 4, “The sources 
of stop-go.” 


Dr. Okun: I think that you have characterized the 
difference very well. One element in that difference is 
that Professor Friedman and disciple, Dr. Sprinkel put a 
great deal of emphasis on the growth of the money 
supply as an indicator for telling the course of the econo- 
my. The growth of the money supply has been very rapid 
in recent months. My own interpretation is that part of 
that growth of the money supply represents a desire to 
hold money rather than to accumulate money to spend. 
What we are seeing is an exercise of a preference for 
liquidity in a rather uncertain economic and financial 
situation that makes some people rather reluctant to 
make long term portfolio decisions, and hence to hold on 
to cash and see what happens. 


I do not see on the horizon the enormous potential for 
boom in the recent couple of months of rapid money 
supply growth. Everything elese I know about the econo- 
my tells me that there is not a great deal of life in 
private demand, and I cannot believe that businessmen 
who are most recently cutting back their capital budgets 
and still trimming their personnel are simultaneously 
creating pools of cash to create a new spending boom. 
They are creating pools of cash, in part because they did 
not have much cash last year and they are catching up 
because monetary conditions have eased, and in part 
because of uncertainty about the world. 


There is a basic difference in the reading of the histori- 
eal evidence on policy. As I see it, the problem and the 
source of the errors in policy has been not in a propensi- 
ty to over-react, but rather in a propensity to under- 
react, by the policy-makers who do too little too late and 
then keep doing it after it is no longer appropriate. By 
reacting very late to periods of economic slack we have 
done things which had their main effects when the dis- 
ease was over and, indeed, when the opposite disease 
had already begun. By taking more timely measures, and 
measures which are self-limiting in their duration, we 
could have policies which were more appropriate to the 
current situation. The recommendation that I would 
make is not for the policy-makers to sit on their hands, 
but rather to be much more alert to changes in both the 
upside and downside of economic activity. 


The Chairman: It seems to me that you feel that fine 
tuning... 


Dr. Okun: I call it sensible steering. 


Senator Laird: In that same connection, you have made 
a most interesting but rather brief reference to the possi- 
bility of protecting people on fixed incomes. I do not 
mean the people who are on social welfare payments; I 
mean the people who have been thrifty and saved their 
money and are living on a fixed income. You contemplat- 
ed some sort of security that was flexible in nature. You 
even mentioned the word bonds. Would this, be of a 
contractual nature? The interest rate would fluctuate 
with the rate of inflation? 


Dr. Okun: There have been such instruments in conti- 
nental European countries where the rate of interest on 
the bond is made to fluctuate with the rise of the cost of 
living, so that the recipient of a fixed income is assured 
that he will have some inflation protection. In that way, 
it does help to reduce the distributive inequities of infia- 
tion. The difficulty in instituting that system is that it 
begins to make people wonder why the Government is 
doing this. Is it really saying that it cannot stop the 
inflation, and therefore we have to learn to live with it? 
It does have some pronounced effect of that sort. It is a 
highly attractive and, yes, at the same time, a highly 
dangerous course. 


Senator Laird: It also contemplates that the investment 
would be in this type of bond, which would not neces- 
sarily be the case. 


Dr. Okun: If inflation is what is worrying you, here is 
an opportunity to buy insurance against it. Very few 
private enterprises could credibly offer that kind of guar- 
antee. They have no guarantee that their profits or 
return on capital is going to move with the cost of living. 
The government is in a position to underwrite such a 
guarantee. This really focuses attention on the issue of 
what is the government saying when it issues this cost of 
living bond. Is it really saying that we have given up the 
battle and you had beiter buy yourself a shield? Thus is 
the danger. 


The Chairman: In your attack on the present situation, 
what role do you assign to monetary policy and what 
would you do with the money supply? 


_ Dr. Okun: I think I would put less emphasis on the 
money supply as a guide to monetary policy. It seems to 
me that what the Federal Reserve has done in the past 
year and a half may actually have contributed to some of 
the instability that we have seen in interest rates. The 
Federal Reserve has talked as a monetarist would. Its 
directives have showed a great deal of emphasis on 
money supply growth as the key target. Yet, when the 
chips were down, the Federal Reserve did not behave all 
that like a monetarist. Between September of iast year 
and January of this year, when the conomy was really 
most sluggish, partly because of the General Motors 
strike, the Federal Reserve allowed the money supply to 
grow by only 2 per cent. This is far below what would 
seem to be their basic target. Their feeling was that there 
was no reason to push money on an economy that had no 
appetite for cash. Pushing money on that economy would 
have meant pushing the short term interest rate to 
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exceedingly low levels, and possibly a two per cent rate 
on treasury bill rates would have emerged. That was a 
sensible judgment on their part. 


At the same time this created the anticipation that 

there is something going wrong with Federal Reserve 
policy. Why were they doing this? Why were they 
departing from their target? Had they changed their 
minds? They had led people to believe that there was a 
basic money supply course that they were prepared to 
travel. More recently they have found there was an 
appetite for money, and they were prepared to accommo- 
date it. They are not sure exactly where the appetite is 
coming from. The fluctuations from week to week, and 
month to month, in the money supply are enormous for 
reasons that we have never understood. 


There is no reason why you would expect the volume 
of demand deposits to show a great deal of stability 
because there is so much turnover, and so many transac- 
tions that take place between short term securities, and 
all sorts of little events in the system, such as a holiday 
that may affect the demand for cash enormously. Yet this 
thing has taken on such a great deal of emphasis as the 
indicator. The economy is going to a boom today because 
the money supply rose at a 15 per cent annual rate last 
week. You multiply a trivial weekly increase by 52, and 
you get the annual rate. I eat at an enormous annual rate 
when I am starved, and not at such an enormous rate 
when I am not eating. The whole process has just given 
undue emphasis to this as the target. 


Financial markets have seen the rapid growth of 
money supply and said: ‘‘We cannot permit this. It has 
got to tighten.” Before the federal government does any- 
thing, everybody is wanting to shelter in the bond and 
bill markets today. I would suspect that I would find it 
much more reasonable for the Federal Reserve to decide 
what the treasury bill rate has to be in terms of balance 
of payment restraints, and obviously it cannot ignore 
those restraints, and neither can it try to be competitive 
with the enormous Eurodollar interest rate. It has to try 
to run money market conditions so that the treasury bill 
rate is fairly stable for a couple of months, and see what 
happens to the economy. 

What I am basically saying is that instead of determin- 
ing the production of money, we should determine the 
price of money for a while and see how many people get 
in line to take it. Unless and until the economy begins to 
show an enormous vigor in recovery forces, let us live 
with a more stable incomes policy for a while. I think 
that kind of accommodative policy would possibly give us 
less worrisome growth in the money supply because 
people would feel more stable about the interest rate 
situation. There is an enormous feeling in the United 
States today that whatever relief we have in interest 
rates, it may be just a valley between two peaks. Every- 
body is worried about whether and when interest rates 
will return to their peaks. Every little up tick in interest 
rates unleashes a lot of people who want to get in line 
and get money now. I think if the Federal Reserve were 
prepared to underwrite a period of greater stability with 
respect to interest rates, it might find the whole thing 
functioning more effectively from everybody’s point of 
view. 
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The Chairman: It is probably like asking Nelson Eddy 
to sing Shortnin’ Bread, but since we have you here, Dr. 
Okun, we should ask you to discourse very shortly on 
Okun’s Law. 


Dr. Okun: Okun’s law is the luckiest thing I ever did. 
Ten years ago I pointed out that the history of the fifties 
seemed to suggest that one percentage point increase in 
unemployment went along with about a 3 per cent cost in 
terms of our real GNP in the United States. Basically, 
unemployment was just the tip of the iceberg in a weak 
economy, and the same type of situation that produced 
rising ic tay! Cadet also produced shorter work weeks, 
slowdowns in productivity, people leaving the labour 
force because they! could not find jobs, and hence the 
impact on real output was much greater than you might 
think—for example, instead of being one for one, in fact 
it was one for three. Consequently, there is an enormous 
cost in tolerating high unemployment. That relationship 
has worked exceedingly well in the past decade, much 
better than it has any right to, and it has now been 
dignified as Okun’s law. It is a law subject to constant 
amendment and repeal. It has even received some atten- 
tion in other countries. Years ago Bernie Drabble of the 
Bank of Canada, did some work relating Canadian out- 
put and unemployment along the lines of Okun’s Law. 
At that time he reported that it held up reasonably well. 
I am not sure whether he has updated his findings or 
whether the Drabble version of the law is still applicable 
to the Canadian economy. 


The Chairman: We will ask Mr. Rasminsky tomorrow? 
If there are no further questions, I shall tell Dr. Okun 
that we are delighted to have him here. It is very worth- 
while to hear from a man who has had a broad academic 
and philosophical background, and who also has actually 
been involved in the economic problems of a large and 
great country. 


Dr. Okun, you have been extremely helpful to the 
Committee. You have aided us in respect of the questions 
we will be asking Mr. Rasminsky, the Governor of the 
Bank of Canada, tomorrow, and the Minister of Finance 
and his Deputy on June 29. 


The committee adjourned until 2.15. 


Upon resuming at 2.15 p.m. 


The Chairman: We are honoured to have as our next 
witness Mr. James Knowles, Director of Research of the 
Joint Economic Committee of the Congress of the United 
States. Mr. Knowles has been intimately involved with 
the subject of economic hearings for a considerable part 
of his life. He was Senior Economist with the Economet- 
ric Institute from 1944 to 1950, Senior Economist with the 
Joint Economic Committee, from 1950 to 1962, and 
Executive Director of that same committee from 1963 to 
1966. He can tell us a great deal about the operation of 
the sort of hearings that we are having as seen from the 
American point of view. His paper contains some very 
interesting things about the problems of growth, employ- 
ment and price stability. I will now ask Mr. James 
Knowles to make a brief statement. 


James Wiley Knowles, Direcior of Research, Joini Eco- 
nomic Committee of the Congress of the United States: 
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Mr. Chairman and honourable senators, it is indeed a 
unique experience for me to appear before you, having 
been on the other side of this exercise and having put 
other people under the gun for some twenty-one years. 
However, I find it a pleasure to be here. Canada is one of 
my favourite countries, and this particular subject is a 
favourite of mine. 


Honourable senators, I will not go through this brief, 
copies having been made available to you, but I want to 
emphase two or three points and elaborate on a few. 

First of all, policymaking, particularly legislative 
policymaking, as distinct from executive policymaking, is 
a very patience-trying process. As members of such a 
body as this, you will apprec ate that getting agreement 
among large numbers of people is not the simplest task 
in the world. It is much easier to issue orders. Therefore, 
patience is advisable. 

As an economist I can tell you that the economy does 
not react well to sudden drastic changes in policy. It is 
like hitting a rubber ball: the harder you hit it the more 
it bounces. 


One of the principal points I wish to make is that the 
Government of the United States has been making too 
many and too violent changes, and this has caused more 
trouble than would have been the case had they followed 
a more stable and more patient policy. 


Dealing with the fiscal and monetary policy section of 
my paper, I wish to emphasize that there are limitations 
on what any government can do and still leave any room 
for individual freedom. This means that a government, 
by wise choice of fiscal and monetary tools, can create a 
climate consistent with full employment, stable prices, 
and dynamic economic growth, but it cannot compel the 
result. You have to live with the fact that in the country 
as a whole millions of people between themselves are 
go ng to be determin.ng part of the outcome. You have to 
lead, and unless you can somehow induce these people to 
voluntar.ly follow the proper behavior that is consistent 
with your policy, then to that degree your policy will 
fail. Possibly the biggest mistake that my country has 
made is that the modern fixation on unemployment sta- 
tisics—because of the human suffering they signal—has 
caused many of us to change policy often in a vain 
attempt to catch up with changing events and by some 
quick turn of the screw avoid future trouble. Instead, we 
generally create more trouble. We have to be a little 
more patient and rein ourselves in and say to ourselves, 
“These are some things we can do but there are also 
some things we are just not going to succeed in doing 
because we do not have enough knowledge. Here, again, 
humility is a great virtue. 


As far as doing anything about such policies from a 
legislative side—and this is where I have spent my life—I 
have suggested in my paper some conclusions of my own. 
However, I would emphasize that you look for a wide 
range of viewpoints in order to give you as many ways of 
seeing the problem as possible. At the same time, you 
should exercise extreme care in the choice of whom you 
listen to. You need to get a wide range of views and be 
willing to experiment in new forms of operation. We are 
all trying something that has not been done before. It is a 


new experiment wherever it is being tried. None of us 
know the final answers. We have tried some unique 
things and I would be glad to tell you about them if 
anyone is interested, but they are not the final answer as 
to how you or anyone else should do it. You are going to 
have to try again and again until you finally find the best 
process for your particular institutions. 


One last point in this brief summary: we are tempted 
by the urgency of constituencies and the human problems 
that they present to a legislative body to try to get quick 
short-run results. Assuming that we do something that 
seems right for this year, we should always ask ourselves 
whether it will leave a residual somewhere, whether it 
will create a bigger problem to solve next year. The 
failure to observe this precaution has caused more trou- 
ble in the United States than you could imagine. We have 
an optive policy, and it has often been the right thing. 
The only trouble is that if you look two or three years 
ahead you realize that it is going to produce some grave 
disturbance which will be harder to handle than what 
you started with. This long-range look at things, con- 
stantly keeping in mind what is going to happen a year, 
two years, three years or five years hence, is the hard 
part. We can see what is right under our noses, but we 
cannot easily see the prolonged effects over time. No 
economist can, no politician can. It is the hard part, but it 
is essential. 


In concluding these few remarks, I would just say that 
the views I express here in answer to questions are not 
those of my institution, but are my own, and therefore I 
can answer freely. 


Senator Laird: Might I get down to brass tacks on 
something that has been discussed here freqqently, that 
the ultimate sanction is mandatory price and wage con- 
trol. This was Sir Roy Harris’s thesis, for example. 
Would you care to comment on that? 


Mr. Knowles: Always, in any government policy area, 
whatever it may be, I suppose there is no sanction 
beyond that of just raw use of sovereign power to com- 
mand. In this sense, certainly compulsory wage and price 
controls is the end of the road. It is the ultimate. If you 
cannot get anywhere any other way with any other 
policy in regard to inflation and full employment, I sup- 
pose there is always available the alternative of com- 
mand. There may be circumstances in which this is 
indeed about the only thing you can do. I would, how- 
ever, hesitate to commend this policy to my own country, 
much less to any other. As a frequent or general practice, 
it will break down relatively quickly because of the plain 
ignorance of the price and wage controllers. They have 
no way of knowing what is a proper wage-price relation- 
ship in some little commodity area in some little town. 
There is no way to get the information from the area to 
the controller so that he can make an order which makes 
sense. If you find some circumstances where you have a 
particularly short, heavy burst of excess demand and if it 
is a real emergency and you have to shut off expectations 
of future inflation or something, you may be able to use 
this device for a few months as a brake. Or you may be 
able to use it as a transition to something else, if you 
have a wise and well-organized operation that can make 
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the transition from that initial day of controls to the day 
they are going off. You know the moment you put them 
on they are eventually going to come off. Of course, if 
you want to wipe out all private decision making for the 
future, then you automatically have compulsion. 


Senator Benidickson: Mr. Chairman, I think that Mr. 
Knowles has emphasized more than any other witness 
the perplexity and frustration encountered by both eco- 
nomic advisers and politicians in this question of long- 
term planning. I raised this point last week, and just by 
way of illustration and not in any way to be critical I 
said that obviously the President of the United States was 
getting certain advice from the highest economic authori- 
ties. I said that he was getting advice from the Joint 
Economic Committee and from the Federal Reserve 
Board. Some of that may relate to what should be done 
about the money supply—to push inflation or whether to 
be rather worried about further inflation. 


I made the point last week that the President, who of 
course operates under a little different system than ours, 
but he is a politician like we are, is faced with the 
difficulty of thinking in short terms. In other words, there 
might be an election coming up in a year or two or even 
four years. I am very glad that Dr. Knowles emphasized 
this difficulty, because my frustration and concern is not 
only about the differences of opinion between the experts 
we have been privileged to have before us, but about 
their relationship to politicians. This morning we had 
evidence about some kind of bigness, something that I 
took to involve long-run authority. Despite the value of 
the education we are getting in economics, I am con- 
cerned about how this committee is going to solve this 
problem and end up with a report. It is a problem that 
Dr. Knowles, I think, has emphasized more than others, 
ands 


The Chairman: Could you phrase this as a question for 
the witness, senator? 


Senator Benidickson: Yes. Mr. Knowles, can you sug- 
gest anything to the Government that would have pres- 
tige—something like an economic council—that would 
likely be accepted by the public and be effective? I was 
thinking of the great depression and the unity that the 
general public displayed, which prevailed upon the gov- 
ernment leaders to correct the awful evils of those days. 


The Chairman: I am having a little difficulty, perhaps 
the witness is not, just grasping what your question is. 
You have given us a preamble, senator. I wonder if you 
could give us the question? 


Senator Benidickson: Have you any idea how a com- 
plex could be set up that would have such prestige with 
the public that persons in office now would not be think- 
ing in terms of only two years hence or in terms of 
something that his successor would toss out the window 
very easily? 


The Chairman: You are asking if in Mr. Knowles’ 
judgment there is the possibility of setting up an agency 
that would be long term in outlook but would have 
tremendous force over the decision of the Government. 
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Senator Benidickson: The word “bigness” was used 
this morning, in the context, I thought, of having prestige 
with the public. 


Mr. Knowles: I think I recognize the problem. A simi- 
lar issue was raised when our Employment. Act was 
under consideration in 1945 and early 1946. At one time 
it was suggested that we have an independent economic 
commission, sort of like our Federal Reserve Board, that 
would act as an adviser to the President, to Congress, to 
the public, and, without regard to politics, say, what the 
policies would be. My’ verdict would be that I am glad 
they did not do it. It may be that I am just not in 
harmony with some of the present  generation’s 
enthusiasms for institutions, but I am a great believer 
that political systems work by having high-quality polit- 
ical leadership and not because some _ non-political 
supreme set of beings—so non-political they do not really 
understand why people are demanding a policy change— 
are making pronouncements for them. My experience with 
one such institution we created disillusioned me, and I 
lost any enthusiasm for increasing our problems by 
inventing an economic supreme court. It would seem to 
me to combine the worst features of law and economics. 
We have invented enough practices in economics without 
importing any. I do not think such institutions or man- 
agements ever get you away from the necessity of politi- 
cal leadership and political organization. 


Senator Benidickson: Subject to change over a very 
short period. 


Mr. Knowles: This does create a very monumental 
problem. 


Dr. McQueen: Mr. Chairman, could Mr. Knowles give 
us a brief capsule history of the Joint Economic Commit- 
tee, from its beginning when it had no permanent staff to 
when it became the respected, well-organized institution 
it is today. Could I also ask if, in the course of that 
capsule history, he could tell us just a little about the 
relationships of the Joint Committee, not only with the 
legislative branch of the government, but also with the 
executive branch, the White House and Council of Eco- 
nomic Advisers. 


Mr. Knowles: Two experiences started simultaneously. » 
I will capsule the two of them, and I think that will tell 
you why our experiment was successful. The Congress, in 
connection with the reorganization in 1946, passed a reor- 
ganization act reorganizing Congress. One of the things it 
did was to cut the number of committees and subcommit- 
tees, which were consolidated and realigned, and it creat- 
ed a joint committee on the budget, which still exists, on 
paper. It has not met since 1951, and I think it met four 
times in the preceding five years. It did not successfully 
carry through a budget review and gain its approval in 
the Congress at any time in its history. Finally it was 
quietly buried by a judicious dose of legislative neglect, 
about the time I came to Congress in 1950. That was the 
last time we tried that experiment. 


The Joint Economic Committee started off with a 
budget and a direction to hire a staff, which they did, 
and as soon as they had it staffed, which took about a 


7A) Meat dy 


National Finance 


June 16, 1971 


year, the committee started functioning and it started off 
with most of the experts saying that it would be a 
vermiform appendix, if you understand what I am trying 
to say by that expression, and ended up being one of the 
most powerful instruments the law had created, in many 
respects, at times, more powerful than the Council. I 
think the answer is that the leadership insisted upon 
quality of membership and on the interest of the mem- 
bers in really applying themselves. They also insisted 
upon a professional staff that, although small, was of 
high quality, and a staff with sufficient permanence to 
learn its business, which was new and a different kind of 
business from that which economists had been engaged 
in. 


Just a little over a year ago there retired from our 
staff the first economist we had hired. He had been with 
us for over 20 years. I have been there 21 1/2 years. This 
will warn you what you are up against. It takes some 
time to get to be an expert. We find it takes four or five 
years really to get to where you can understand this kind 
of operation well enough to make it really go, from the 
staff end, and do everything that ought to be done. It is 
not something that you learn overnight. It is a complex 
field. The staff must have a reasonable degree of certain- 
ty that they are not going to be dragged into the middle 
of a political operation in which their professional attri- 
butes and integrity are going to be at stake. 


In answer to the other point, as far as the Council is 
concerned, our major relationship with all executive 
branches is really that of critic. In a sense, the Joint 
Economic Committee is a review board. It has no legisla- 
tive power; it never considers legislation. It could not 
report a bill on the floor if it wanted to; it does not 
handle appropriations. It is, you might say, the most 
powerless of institutions. Therefore, it is forced to live by 
its wits, and the strength of its economic advice is what 
has made it successful when it has been successful; and 
the lack of it is what has caused it to fail when it has 
failed. It has no other instrument. 


Senator Isnor: You make recommendations to your 
equivalent of the Governor in Council? 


Mr. Knowles: We make recommendations to the Con- 
gress, to the public, to the press. We can make recom- 
mendations to anybody. We just cannot force anyone to 
listen, and that means that we really have to be persua- 
sive. We had better be persuasive; we have nothing else 
to work with. If you issue a report, you know, that is all 
there is to it. We cannot cause anybody to do anything. I 
think senators will appreciate that there is a way of 
reinforcing it, and that is that you can be careful in 
choosing the members of this committee, when it is a 
joint committee like ours, and make sure that the appro- 
priate members of the two houses of Congress are on the 
committee. So we have the appropriations side represent- 
ed and the tax-writing committee. We have the chairman 
of the Banking and Currency Committee in the House, 
the Chairman of the Banking and Currency Committee in 
the Senate, the Majority Leader of the House, and a few 
others. So, when we decide to move, there are channels 
other than our own through which to move. 


Senator Nichol: This relationship between your com- 
mittee and all of these other influential bodies on Capitol 
Hill, does it give your committee channels of communica- 
tion to them or does it mean, and I do not want to be 
uncomplimentary in saying this, that your committee 
tends to be the captive of these powerful organizations? 
What does this do to the independence of expression of 
opinion of your committee? 


Mr. Knowles: I think there have been at least two 
occasions, that I can think of in 21 years, when the 
majority opinion of that committee, as publicly 
expressed, has been different from what it would have 
been had there not been strong outside influences. After 
all, the members of the committee do not cease to be 
members of Congress and the public just because they 
get on this committee. If they had been acting in the way 
they would have liked to have done, and if the political 
atmosphere had been different, they would have acted 
differently. There are party and other political loyalties, 
that you will recognize as well as I do, and there are 
times when the majority rules. That is about the way the 
ship sails. However, I will say that in the main, over the 
years, the result has been the reverse. We have been a 
means by which the leadership could get things consid- 
ered that they could not directly respond to. You cannot 
expect the chairman of the tax-writing committee to 
sponsor a motion that may be wild. He just knows that 
someone ought to be looking at this, and he does not dare 
let it get out. After all, it might end up in a bill. We have 
no authority to write any bills. He knows that it is not 
going any place from us, so he asks us to invest'gate. It is 
perfectly all right for him. He knows it is not going any 
place unless it is all right, and we will see to it. So we 
come back and say “Forget it. This is no good.” Or we 
come back and say, “This is good. Somebody ought to 
draft something along this line.” In that case he has a 
freedom of action that he otherwise would not have. As a 
matter of fact, at times we have acted as the agent of 
some of these other sources, to investigate things that 
could not be investigated anywhere else, because it would 
not have been safe, politically. 


Senator Nichol: I would like to ask some questions on 
page 15 of your brief, where you have four concluding 
observations. I do not wish to take up too much time, 
but I would like to ask you about each of those four. 
The first reads: 


In large, complex, developed economies like the U.S., 
the extreme variability of government policies, both 
economic and non-economic, have been a major 
source of instability for the economy as a whole. 


Am I interpreting that correctly, if I read into that 
statement that what you mean is that unstable govern- 
ment policies have been the source of instability in the 
economy? 


Mr. Knowles: Correct. 


Senator Nichol: I do not quite understand what you 
mean, or it is too obvious for me—one or the other. 


Mr. Knowles: Let me give you a precis of one of these 
examples and one way of looking at it. We have had 
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alternating recessions and inflations since 1946, when the 
Employment Act was passed—in 1949, 1954, 1957, a 
whole string of them. If you go back to each one, I think 
you will find that since 1946 there has not been a single 
movement of excessive inflation or excessive unemploy- 
ment in a recession that was not the direct and immedi- 
ate consequence of an action by government. The govern- 
ment started the mess by over-indulging in a shift of 
policy without adequate precaution. This is true of 1949, 
when they took price controls off abruptly and allowed a 
speculative swing of adjustment without transitional 
instrumentality. This brought about an inventory correc- 
tion. Incidentally, the forecasting team that I was a 
member of forecast that in 1944, five years before it 
happened, so it was not an unforeseen happening. It was 
as a direct result of a plain mistake. In 1954 we got it by 
a shift in military spending, without something being 
phased with it to offset the pressing effects on inventories 
and investment of this cut-back in military spending. I do 
not know whether they should have raised the spending 
in the first place or cut it back, but they ought to have 
done something. We did not have the disjointed conse- 
quences in 1950, because in 1950, when we geared up for 
the Korean military operation, we passed three of the 
largest tax bills in the history of mankind. In fact, those 
three tax bills together, at present income levels, would 
mean somewhere between $30 billion and $40 billion of 
additional revenue if something similar were applied 
today. That is not a small action. In other words, we 
stepped in correctly. In 1954 we did not. In 1957 we did 
not. From 1957 to 1964 we maintained a surplus of 
budget such as it would be at full employment, which 
was so large that we could not get back to full employ- 
ment, no matter what we did on the monetary end. This 
was a direct mistake, a predictable, knowable mistake in 
our situation. It would not be in every situation, but in 
ours it was. In 1965-66 we started another military build- 
up, much smaller than before, and we got a much larger 
and progressive inflation and unemployment. Why? 
Because we allowed that to go into effect at the same 
time as a large number of additional civil programs, thus 
building up the expenditure. In other words, we just did 
not time things correctly in their relationship, one with 
the other. It was the government’s own fault. They start- 
ed it. The private economy kept it going, and made a real 
roaring mess out of it once it got started. Believe me, if 
you turn an economy as big as ours loose it will create a 
mess. The federal government started each one of those 
‘episodes, not somebody else. 


Senator Grosart: When you say “predictable and 
knowable,” predictable and knowable by whom? 


Mr. Knowles: Any good economist, in this case. 


Senator Grosarit: Did the economists at that time pre- 
dict and know, and make it known, that any or all good 
economists were opposed to the government’s decisions? 


Mr. Knowles: If there was any government official who 
did not know that at least the majority of economists 
‘opposed their policy in each one of these instances, I do 
not know where he was living at the time. We sure made 
it known. Let me make something very clear: economists 


do not rule nations and, frankly, as one of them, I am 
fairly sure that I am glad we do not. 


Senator Grosart: Because you do not agree in toto, I 
am sure it is fair to say that there is no such thing as a 
predictable and knowable consensus of economists at any 
time. 


Mr. Knowles: In most cases that is perfectly true, but I 
have spoken of instances where this general predeliction 
of economists was not relevant. Economists did know 
what would happen, and the economists did say so, with 
vehemence. In 1965 and 1966, personally I do not know of 
an economist, in or \out of government, who was not 
demanding the correct action, the action that was not 
taken by the government, for understandable political 
reasons, which I think the word will understand before a 
few more years or maybe months have passed. 


Senator Grosart: Are the monetarists and fiscalists in 
complete agreement as to the course government policy 
should take? 


Mr. Knowles: In that case they were. They would not 
be in the present instance. In the present instance you 
would have trouble; they would not agree. 


Senator Grosart: What should the government do then? 
If the monetarists and fiscalists were right in situation 
“A” and are divided in situation ‘“B’, what course of 
action should the government take? Flip a coin? 


Mr. Knowles: In the second instance, I am not sure 
what you would do. I suppose that ultimately you would 
just have to pick your own advisor and decide who you 
were going to bet on. 


Senator Grosart: Is that not what is always done? 
Mr. Knowles: Yes. 


Senator Grosart: Perhaps we can ask Dr. Deutsch 


when he comes. 


Senator Nichol: You have clearly expressed what you 
meant in point 1 of your concluding observations. There 
are three more. Points 2 and 3 deal with lags and the 
problems which they present. Point 4 deals with the lack 
of coordination between different policy tools. 


You paint a dark picture in these four conclusions Mr. 
Knowles: firstly, that the government policies were 
extremely variable and cause dthese problems; secondly, 
that the lags are not clearly understood; thirdly, that the 
psychological lag is too long to be functional in terms of 
doing anything; and, lastly, that there is no coordination 
of policy tools. Do I read this too darkly? 


Mr. Knowles: I would not consider it “dark”. There is 
an early passage in this paper, as I remember, in which I 
said, “Do not take my words to mean that I have become 
a despairing cynic”, or some such phrase. I think that 
experience like mine does make some people cynical. I 
hope it has not made me as much of a cynic as people 
accuse me of being. To me, all that it has done is give me 
the humility to recognize the limits of human knowledge 
and expertise, to recognize that there are characteristics 
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in the world that make policy making a tough business 
that requires a lot of patience, a lot of skill and a lot of 
making of mistakes in order to learn how to do it. It 
teaches me not to expect miracles. All that these points 
are saying is that we have had a lot of trouble because we 
have tried to do what we should not have tried, in the 
first place, because of the limitations of our skill and 
knowledge. We should not try to make quick, short-term 
shifts to little variations in economic activity—too fine 
tuning, to use the phrase of recent years—because of the 
lags and because of psychological reactions that people 
have and the speed with which they can follow suit, so to 
speak, and adjust themselves to policy, because of the 
problems of political and economic forecasting. Inc.den- 
tally, the political forecasting may be more important 
than the economic. The economist may be bad. You will 
pardon me, but politicians are often worse forecasters of 
politics than we are of economics. I lost one major policy 
battle for that reason, so I am a little senstive these days. 


What I am trying to say is that the job is not impossi- 
ble, if we only work at it the same way as we would 
work at it if, let us say, we were down here running a 
textile mill, steel plant, or something else, and used a 
little common sense in organizing it, dividing it into 
departments and adopting an administrative apparatus 
that would manage the process we were trying to handle. 
We try the push-button, snap routine because somebody 
is always breathing down our back for results. It just will 
not work that way. We are really going to get beat up a 
lot over this, but there it is. You might as well live with 
it. You are going to have to, anyway. I do not like it, by 
the way. 


Senator Nichol: You have just called for a more effi- 
cient structure of economic policy making such as, as you 
said, if we were running a textile mill. 


Senator Grosart: Some of those fail too. 


Senator Nichol: Not with the tariffs that Eastern 


Canada has! 


In answer to Senator Benidickson, you said that you 
did not feel that some sort of supra-organization of eco- 
nomic policy makers would be an effective solution. It 
would seem to me that there is a conflict between what 
you said earlier and what you are saying now. These four 
conclusions paint a picture of some confusion, do they 
not? 


Mr, Knowles: The confusion arises out of the political 
process and representative government. What I am 
Saying is that if you wish government to work, you have 
to work at it as a government and not as a business of 
finding five, nine, fifteen, or however many, saints you 
want to put up in a room to ordain from on high the way 
the human race is going to live. I do not think they exist. 
I do not trust my fellow economists that much. I would 
not put them in charge of this. There is not any amount 
of money you could name that would buy my recommen- 
dation of that. For the same reason, I would not entrust 
this to nine lawyers, doctors, accountants or anything 
else. I just do not think this is the wayhyou run the 
world. We are all in this, and we must reach agreement. 
In this case what “coordination” means is the very sim- 
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plest of things: you simply have to build up machinery so 
that the people who are working on the monetary side 
realize that the fiscal side is around in the next hallway, 
down here, and that, incidentally, the two of them are 
running the same policy, not two separate policies. There 
are not two separate policies, there is one, and they had 
better get together once in a while and, if they do 
nothing better, go downstairs and have a cup of coffee 
together in the cafeteria and find out what is going on. 
They did not do this in some cases that I could cite. I am 
not asking for super agencies or supermen, just a little 
less compartmentalizing of life, a little less faith in very 
quick “between now and breakfast” results, and a little 
more of the steady hand and inclination to recognize that 
there are limits to how much we know and can do. If we 
did this, I think you would be amazed at how much 
better the results would be. 


Senator Laird: Is it lack of communication? 


Mr. Knowles: Partly lack of communication—impa- 
tience, jealousy; a number of other rather human 
characteristics. 


Senator Molson: Is there a lack of response in time and 
a delay? 


Mr. Knowles: The lack of response in time is a very 
critical one, and I have been looking into it a little. I am 
a little disturbed by something that is going on in the 
United States. As you will well recognize, politically the 
most sensitive two numbers that any statistical agency 
can issue are the number about unemployment, on the 
one hand, and price level, on the other. Either one of 
those two numbers can upset politics faster than any- 
thing you ever dreamed about—anything short of a dec- 
laration of war. Those are the two most sensitive num- 
bers to have somebody throwing around some morning. I 
think we have to... 


Senator Grosart: There could be an awful lot of people 
at this coffee party that you are talking about. On page 
Ois,. 2 


The Chairman: I think Mr. Knowles is in the middle of 
an answer. I will come to you. 


Mr. Knowles: I think we have to recognize that these 
figures are late. They tell us what our decisions of six 
months, a year, two years, or three years ago are doing 
to us now. They tell us a little, if we are careful, about 
what will happen a year or two from now, when we 
make a different kind of decision now. They do not tell 
us anything about what we ought to be dong about the 
here-and-now because that is over with. The result of the 
political sensitivity is that we have been reacting to cure 
what was pulling us down into a state of high unemploy- 
ment after we got the unemployment which is, generally 
speaking, six months or a year late. We wait for that 
number on unemployment to tell us to do something, and 
that is the wrong number. We are looking at the wrong 
signals. I think a detailed examination of the economic 
history of the last 25 years might well prove that this 
was a major factor in what you are talking about, 
namely, that the people were looking at the wrong sig- 
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nalling device for information and, hence, they reacted 
late. There is no doubt that this did cause a lot of 
trouble. 


Senator Grosari: I would speak to what seems to be 
simplistic. You talk about getting the fiscal and monetary 
people together for coffee, whereas on page 9 you say, 
“Fiscal and monetary policies cannot carry the whole 
burden of achieving regional, national or international 
economic goals separately or in combination.” At these 
hearings I would think that we have had something like 
20 to 30 other policies mentioned. It would be a large 
coffee party every morning. 


Mr. Knowles: I would suspect it would require... 


Senator Grosart: It would be an institution. You would 
have an inter-disciplinary committee, or whatever you 
would like to call it. 


Mr. Knowles: Certainly, there are some institutional 
arrangements needed to make any system of coordination 
work, 


Dr. Gillies: Mr. Knowles, I was wondering if you 
favoured the creation of the Council of Economic 
Advisors? 


Mr. Knowles: I would have, if I had been involved in 
it. It is a valuable institution. I might say that it merely 
institutionalizes the fact that already existed: Presidents 
always have advisors, and always have had. 


Senator Nichol: Dr. Knowles, you were talking about 
the unemployment figures being the wrong signal. We had 
—I think I am right, Mr. Chairman—Dr. Tony Scott 
from British Columbia who made the specific suggestion 
that the Government should look at a 4 per cent unem- 
ployment figure. 


The Chairman: I think it was Dr. Reuber who suggest- 
ed the use of the unemployment figure as a norm. 


Senator Nichol: Yes, and I think Dr. Scott did too. I 
think he suggested that when it reached 4 per cent this 
would be the point for policy adjustment. Then we heard 
from Dr. Giersch from Germany who was very specific. I 
asked Dr. Giersch what ihe indicators were which set 
the system working in his country, and he said that 
they were Incoming orders, specifically in the invest- 
ments goods industries or the capital goods industries. 
I asked him if it was sufficiently close so that it 
really worked, and he said it was difficult to judge 
but that is what he watches. My question is: If you do 
not use the unemployment figure, would you agree with 
Dr. Giersch that that is a good indicator; or what indica- 
tor would you suggest? 


Dr. Knowles: You have asked the oldest question in 
the history of the discipline that is asked of quantitative 
economists. It has had many answers. I think I would 
have to render the verdict, as an economic historian, 
which I was at one time in my younger days, as a failure. 
To wit, we have never really developed something that is 
the best thing and that always works. To a very consid- 
erable extent, economists are in pretty much the position 


of any other science, and particularly the medical 
sciences. We are dealing with a phenomenon so complex 
and changeable, for reasons we do not yet fully under- 
stand and which involve so many disciplines and aspects, 
that no economist really ought to tell you that he has the 
indicator which is the one that always works. 


It is obvious that if you are going to pick something to 
watch you at least ought to pick something that tends, as 
a general rule a least, to give you a betting chance of 
moving before what you are worried about moves. So, if 
your problem here is to stabilize employment at a high 
level, you had better find something that moves before 
employment does, because by the time employment 
moves it is going to be too late. In that sense incoming 
orders, or new orders, as we call them in the United 
States, are a good indicator. Construction contracts, new 
orders for capital equipment, new orders for consumer 
products—all of these are important; but in the United 
States one of the most important of that series we had 
the foresight to create is right inside the government 
itself. The federal government in the United States is the 
largest single creator of new orders. We issue more new 
orders in a year than anybody else, so we have to keep 
track of ourselves, at the very least. Incidentally, until 
recent years we could not do that, and the system is still 
not very good. But when you get right down to it, you 
have to look at a whole battery of things. 


It is also possible for the so-called econometricians to 
develop indexes of pressures developing in the economy 
between different things. A simple form of this is the 
rate of use of capacity, and if you see the rate of use of 
capacity falling then, obviously you are investing at a 
greater rate than you are increasing the consumption and 
you realize that trouble is ahead somewhere. You do not 
know exactly when, where, or how, but you know that 
something is happening, because you are getting idle 
capacity around, and that is the first signal of trouble of 
a certain kind or a battery of troubles. It can be any of 
several, but at least you know it is in the offing, out 
there. That is the sort of situation in which you have to 
develop a battery of devices rather than one. It is really 
the reason for institutionalizing such bodies as our Joint 
Economic Committee, or the Council of Economic Advis- 
ers, or your own Economic Council here in Canada, or 
other such devices; it is to find somebody to put together 
a battery of these things. 


Senator Grosart: To come back to the problem of the 
political decision-maker—and I suppose that is what our 
hearings are all about—I suggest to you that the essential 
contradiction between, say, short- and long-term econom- 
ic policies is indicated by two statements which are quite 
far apart. On page 11 you say, ‘“‘This means that as long 
as attempts are made to achieve quick, short-run cures of 
unemployment and/or inflation, failures in economic 
policymaking are inevitable.” And at the bottom of page 
3 you say, “When policymakers ignore the psychological 
and moral aspects of policymaking, they automatically 
invite failure.” 


So here are two ways of inviting inevitable failure; 
one is to have short-run policies; and the other is to 
ignore the very things that are going to force you into 
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a short-run policy, that is, from the psychological and 
moral aspects. How do you reconcile these? 


Dr. Knowles: I suppose that the greatest and most 
severe criterion that you can apply to leadership in this 
world, whether in politics, business or university, or any- 
where else, is whether or not the leader is able to bridge 
the gap between the impatience of humanity for immedi- 
ate results and the necessity for taking enough time to 
get there. 


Let me give you a simple reason why it really does pay 
to try to make that leadership effort—and it is a big and 
complex effort. Suppose the United States had advanced 
at a steady pace from 1909, let us say, to 1969, which is a 
period of 60 years, instead of fluctuating its way there, as 
it did, as a result of this very human quality of impa- 
tience, our per capita Gross National Product would 
today be between 50 and 100 per cent higher than it is 
right now. That is what we have paid. We paid between 
one-third and one-half of our possible growth for the 
privilege of having short-range tiddlywinks policies. The 
truth is that it takes a lot of leadership, personality, 
courage, determination, wisdom and foresight to do 
better, as witness the fact that more business firms fail 
than succeed. 


In a lecture I once gave I said that the capitalist 
system, contrary to Marxism, is a system of exploitation 
of the capitalists. It is the only system that causes the 
businessman to fail instead of the worker. Perhaps what 
it takes is enough patience to exploit the long-run and be 
the one who succeeds and survives. 


That is the test of leadership, and somebody has got to 
bridge this psychological gap regarding the impatience I 
have—and I am sure that everybody in your country and 
mine has—for results. The fact is that real results take a 
whale of a long time to occur. It has been done: they 
really did build those pyramids; they are still sitting 
there; and that was a rather long-term project. It indi- 
cates that we succeeded in taking a long-term view. If we 
can build a tomb and take 20 or 30 years to do it, what is 
wrong with building prosperity over a longer period? 


Senator Grosari: Perhaps your analogy is the answer, 
because they worked a lot of people to death to build 
those pyramids. It is probably the crux of this whole 
question. Are you not saying that we have to have high 
unemployment, that people have to be out of work, that 
suffering has to go on, that we have to have inflation, and 
that we have to ignore the pensioners and people on 
fixed incomes, in order to carry out a long-term plan? 
What do we do? These are the moral and psychological 
factors that you seem to stress so much on page 3 of 
your brief. 


Dr. Knowles: A long-term policy based on mass suffer- 
ing would not work in the long run. That is precisely 
what the economy will not tolerate. Your problem really 
is to have full employment without inflation, and to stay 
there. 


Senator Grosart: We all agree with that. 


Dr. Knowles: And if you do not get there and stay 
there, there will not be any long-term; and there will not 
be any long-term if you do not get both. 


This is one case that is almost a parallel to a popular 
song of two or three years ago. What was it—‘‘Love and 
Marriage’? They go together. Well, in this case inflation 
and unemployment go together. If you want to get rid of 
one of them, you have io get rid of both of them. I have 
no idea what it is going to take to get people to realize 
this. 


Senator Grosart: The song goes on to say, “You can’t 
have one without the other.” 


Senator McNamara: That is the mythology. 
Senator Grosari: No, that is the next line of the song. 


Dr. Knowles: I must admit that there is no simple way 
to get the co-ordination that is required to have a consis- 
tent policy. It is true, however, that by one means or the 
other we have to be inventive enough and imaginative 
enough to create procedures, processes, and habits of 
thought, if you will, that get the end result, and what I 
am telling you is that there is a lot we do not know. I am 
being quite humble in telling you that there is a lot we 
do not know—not yet. However, if we can break an 
atom, in a couple of years, I imagine, we could crack this 
one. 


Dr. Gillies: I understand that at your hearings, Dr. 
Knowles, you usually invite two, three or four economists 
to appear at the same t-me. Do you find this to be a more 
effective way of eliciting good advice than to have them 
come one at a time? How does that work out? 


Dr. Knowles: In some circumstances it works very 
well. There are two reasons for this. The first is that it 
enables the members of the committee to ensure a clash 
of ideas. They have three or four people with different 
opinions and who would approach something from differ- 
ent viewpoints. If you want to know what the argument 
is about in a hurry, the easiest way is to get one repre- 
senting each of these points of view before you and 
throw a question at them aimed in such a way as to get 
them fighting about it. This will produce the answers, 
and will also be a considerable saving of time. Secondly, 
and this is the part which really attracted us, because we 
have to get in a surprising amount of work in 12 months 
and our members serve on other committees, this being 
an added assignment to their normal work load. So, as an 
economic measure, we have the testimony prepared in 
advance, as you did here, so that we can review it. We 
often publish it in bound volumes and circulate it, and 
then we have three or four witnesses at a time in front 
of the panel so that members may question them all at 
once and let them disagree with each other, much less 
the members disagree with the witnesses. You have more 
targets to fire at, and if you do not get the right response 
out of one maybe you can get it out of another. It is just 
enough to stir up some light out there, because very few 
professionals in any profession have all the light that is 
to be shed. If you get three or four up there, they will get 
it down to some point, or at least to where you will find 
out whether or not there is any area of agreement at all. 
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And if you get four economists to agree, I assure you 
there must be something to the opinion. 


Senator Isnor: How do you arrive at any decision along 
those lines, Dr. Knowles? 


Dr. Knowles: You mean as to how many to invite, or 
who to invite? 


Senator Isnor: No. If you invite four or more and just 
try to create an atmosphere of discontent, how do you 
arrive at any worth while decision? 


Dr. Knowles: Well, after you have handled this once or 
twice you become a little expert—most of our members 
do—at feeding and question to the panel in such a way 
as to find out what you are really fishing for. Where you 
have several witnesses before you, you first want to find 
out how much of an area of agreement there is. If the 
question, for example, is whether or not to stimulate the 
economy, and you find that each of the witnesses, from 
conservative to liberal to middle-of-the-road, says, “Yes, 
you should stimulate the economy,” and, moreover, 
everyone of them says that you cannot do it with any 
more stimulus of monetary policy than you already have, 
and certainly all of them agree you cannot use a fiscal 
measure, then you had better start worrying about fiscal 
policy, because it is unlikely that four good economists 
are going to be in that much of agreement unless there is 
a very strong case; that is, if you were careful to have 
the staff select four people who normally would not 
agree. If they then agree, you know you have a good 
strong case, and you are safe in assuming that that is as 
good economic advice as you are going to get. It may still 
be wrong, but at least it is as good as you can get. 


Senator Molson: Mr. Chairman, I would like to ask Dr. 
Knowles, in reviewing the problem of unemployment and 
inflation which we have, whether he thinks there is 
anything in the relationship of the major power centres— 
big business, big labour, big government—that is out of 
kilter sufficiently to be a strong factor in creating this 
type of problem in the present day? 


Dr. Knowles: I am not sure about other countries. This 
requires a knowledge of what economists call “micro” or 
little bits-and-pieces of the economy, and an economist in 
that kind of field should be very careful with respect to 
what he says about an economy other than his own. The 
United States, in general... 


Senator Molson: I think the United States and Canada 
are pretty much alike. 


Dr. Knowles: I would assume, from my knowledge of 
the two countries—and my knowledge of the Canadian 
economy is modest but I know something about it—that 
my judgment about the American economy might be 
typical here too. The structural characteristics of these 
power centres, in general, in such an inflation and unem- 
ployment s_tuation as we have now, have only one conse- 
quence, and that is that they change the timing of the 
way in which the economy behaves. When you have a 
sudden first burst, let us say, of excessive demand—for 
example, the Government puts in a great new military 
program, or does some other things that start inflation— 
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these large power centres are generally so organized that 
they cannot make, and do not customarily make, quick 
responses to much of anything. They are very slow 
moving. It will be industries and occupations marked by 
a great deal of very small units, such as a raw material 
producers, and so on, who will move first, and they will 
create a disequilibrium, and gradually the others will 
pick and go with it and they will start chasing each other 
in a sort of rolling adjustment process. This means that 
the process takes longer. If you are going to get a 20 per 
cent rise in the price level because of a policy that was 
adopted, you will still\get the 20 per cent in either case, 
within whatever limitations of accuracy economists can 
estimate such things. In the case of the purely classical 
economy, where all the units and firms are small, you get 
very fast results. You could almost literaily get the 
classical case and the extreme case of instantaneous 
response. 


What all these things do is slow the whole process up 
and you would take five years to do it. I do not think it 
has any other real consequence except one, and we are in 
this position in the United States right now. If the big 
units get out of step with each other—not with the 
others, but with each other—then you get another policy 
going, because then, in order to stop the cycle, one of the 
big ones has to suffer a disadvantage relative to the other 
large organized units. In other words, the steelworkers 
have to get less than the automobile workers, or the 
automobile workers have to get less than the steelwork- 
ers, on the next round of increases, or some other such 
thing has to happen. I do not think there will be any 
volunteers as to who is going to be the one to get his 
head chopped off politically or economically. I think 
volunteers for being this victim are singularly lacking. 


Senator Molson: In effect, somebody really has to back 
down. 


Dr. Knowles: Or you have to give him a reason why he 
should be the victim. In fact, the most interesting case 
that can be made for the use of compulsory wage and 
price controls, under any circumstances you can imagine, 
is not an economic one at all. The economic.case for it is 
avery poor one. Itisa political case. It is just to face up to 
the fact that each of these leaders in industry, labour and 
agriculture cannot be the man first to be hit. You have 
to reach out there and put something that is arbitrary 
and impersonal over everybody, and everybody recognizes 
that it is arbitrary and impersonal, and you have to so 
time it so that no one can say you aimed at a particular 
one. They can then say, ‘Well, I cannot do anything 
about it; it is the law.” He knew he would have to stop 
anyway at some point, so this gives him an excuse to do 
it at a time other than he would otherwise have chosen. 


The Chairman: Honourable seanators, we have another 
witness coming before us, so I am afraid we will have to 
bring this hearing to a close. I do have a question from 
Senator Nichol and a question from Senator Beaubien. 
Senator Nichol? 


Senator Nichol: We have been dealing with the appar- 
ently contradictory situation where we have a combina- 
tion of inflation and unemployment, and we have been 
discussing this at length. Dr. Okun dealt with this this 
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morning, and he talked about the biases, and so on, 
within the system. In discussing this with Dr. Gillies last 
night, he brought up another fascinating paradox which I 
would like you to ocmment on. It is the situation where 
you have monetary expansion and a rise in the interest 
rates at the same time. This is what we have right now. 
There are various arguments as to why this happens. 
What do you think? Theoretically, it should not happen. 


Dr. Knowles: Oh yes, it should. The theory I learned, 
when I was a youngster just starting in this business, 
predicated that this is exactly what would happen. There 
are two reasons for this. First of all, if you raise the 
money supply at a liberal rate and—by this I take it you 
mean that you are increasing it much faster than the rate 
of increase in real output and employment, so that you 
have an access of money, so to speak—interest rates 
should rise. The essential reason for this is that it is 
inflationary. It is going to raise the price level, and for 
the lender to get back in real terms what he is lending 
and stay even with the board, according to classical 
economic theory that goes back at least to the Middle 
Ages, if not to Aristotle—I think I traced it last year back 
as far as some monk back in middle Europe, some place 
in the Middle Ages—in these circumstances the interest 
rate is going to rise by most, if not all, of the rate of 
increase in prices that they expect. 


If you have had a period of inflation and you slow 
down the rate of increase in the money supply and then 
suddenly raise it again in a short interval, then, the 
people will remember the inflation that they are already 
in and the consequences of the last burst of monetary 
expansion. They have not been away from it long enough 
to forget, and the result is that you are going to get an 
instantaneous rise in the interest rate. If there had been a 
long interval in there it might have taken six months or 
a year to get the rise in interest rates, but it would have 
come. In this case, since the interval is short, you have an 
immediate rise in the interest rates. As Friedman would 
put it, “You got what you deserved.” 


Senator McNamara: In other words, the theory which 
we have heard so much about in this country over the 
last few years, that we must increase the money supply in 
order to reduce interest rates and expand the economy, is 
rubbish? 


Dr. Knowles: No. You see, economics, like a lot of 
other things, is an exercise in what Aristotle called the 
golden mean. My professor used to say I would make a 
good economist because I was an Aristotelian in philoso- 
phy. You see, what causes interest rates ultimately to fall 
to as low as they are going to fall, in view of the supply 
and demand of capital, is that you get the supply of 
monetary medium in line with the long-term full employ- 
ment demand for it. At that point the natural interest- 
making forces can function and as a result, you get infla- 
tion. If by any chance you allow the market to be flooded 
with monetary medium, you get a rise in interest rates. If 
you have a shortage of money, you get a rise in interest 
rates. When teaching a class I once called this the 
“economist’s bathtub”. You go up the side in either direc- 
tion. The optimum point is down at the bottom. That is 
where the lowest interest rate is, it is with the money 
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supply correctly balanced to the requirements of the 
economy. It is hard to find what this is, because it is a 
broad fiat trough, but as you go away from this you get 
higher interest rates on either side. 


Senator McNamara: That is a very good point. 


Senator Beaubien: Dr. Knowles, you have kept your 
finger on the pulse pretty carefully. Would you say the 
recovery in your country is rolling or not? 


Dr. Knowles: Yes. There is a difficult technical point 
here, because this has been a very shallow operation and 
measurements of economic variables are none too perfect. 
I think a case could be made that the turn occurred 
somewhere between December, 1969 and anywhere up to 
November, 1970, according to what your preference is as 
to where to place the low—the low was in there some 
place—and it has been going up ever since, with the only 
interruption being a strike last fall. I see no reason to 
assume the recovery is not underway, and I see no reason 
to assume it is going to be a slow one. 


The Chairman: Honourable senators, I am sure that we 
all regret the shortness of this meeting, but we are under 
a certain amount of time pressure. I hope you will under- 
stand, Dr. Knowles. On behalf of honourable senators, I 
would like to thank you very much for your brief, which 
will be useful to us, and for your verbal testimony. You 
have introduced, perhaps more so than most of our wit- 
nesses, the political quality that we always face in trying 
to solve the problem that we have set ourselves, and you 
have brought to mind that, no matter what we do, we 
cannot ignore that very real political quality. I also want 
to thank you for the emphasis you placed on the fact that 
whatever we do, we must do it in the sense that we are 
trying to preserve a free economy and a high degree of 
individual freedom in society. Thank you very much, Dr. 
Knowles. 


Honourable senators, we will adjourn until 4 o’clock 
when Dr. Deutsch will be our witness. 


The committee adjourned until 4.00 p.m. 


Upon resuming at 4.00 p.m. 


The Chairman: Honourable senators, our witness is Dr. 
John Deutsch, Principal and Vice-Chancellor of Queen’s 
University. He has probably had one of the most out- 
standing and wide-ranging careers in Canada. He has 
been with the Bank of Canada, the Rowell-Sirois Com- 
mission, the Under-Secretary of State for External 
Affairs, the Winnipeg Free Press, and the Department of 
Finance. He has been Secretary of the Treasury Board, 
head of the Department of the Treasury Board, head of 
the Department of Economics and Political Science, 
U.B.C., and Professor of Economics at Queen’s Universi- 
ty. He has been a member of numerous royal commis- 
sions. He was the original Chairman of the Economic 
Council of Canada. He holds honorary Doctorates of law 
from virtually every university in Canada. In short, he is 
a man singularly equipped to give advice to this commit- 
tee, just as he has to the nation over many years. 


It is a great honour to welcome Dr. Deutsch and to ask 
him if he has a verbalstatement to make. 
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~Dr. John Deutsch, Principal and Vice-Chancellor, 
Queen’s University: Mr. Chairhan and honourable sena- 
tors, it is indeed a pleasure for me once again to be 
before you in this role, one which is not unfamiliar to me 
because of my previous responsibilities, and I look for- 
‘ward to our discussion. 


I am not going to take much time in my introduction. 
Any general comments I have to make I think I have 
included in my brief notes which have been distributed. I 
do not want to go over ground that you have covered 
many times already, so I am not going to discuss the 
Many issues that have been constantly raised before you. 

In my notes I did attempt to address myself to how we 
might be able to approach the task of obtaining a better 
performance in achieving our economic and social goals 
‘than we have in fact been able to—or, at least, to some 
of the basc issues that are involved in an improved 
-performance. 


I should say at the outset, as I think has been empha- 
sized many times before you, that we now have accepted 
for ourselves some rather difficult goals and objectives, 
and these have become the responsibilities of government 
in many ways. These have always been objectives of 
society, but since the second world war governments 
have undertaken explicitly to achieve these goals and 
objectives at all t'mes. 

In Canada, you will recall that in 1945 our Government 
issued a famous White Paper on employment and stabili- 
‘ty, and in that White Paper the Government more or less 
‘committed .tself to achieving high levels of employment 
at all times and other social results such as improved 
welfare. 


Sm lar things were done in other countries. In the 
United States there has been the Employment Act of 
1946. In Britain there have been similar commitments by 
the government. 


It has turned out that the achievement of these goals 
and objectives has proved to be mich more difficult than 
was thought at the time. We have found that while we 
are able at times to achieve one or two of these goals, we 
rarely can achieve all those that we think important. The 
one you are particularly concerned with is employment 
and inflation. How do we achieve both high levels of 
employment, or full employment, and reasonable stability 
of prices and, at the same time, look after our external 
requirements, keep the balance of payments viable, and 
achieve equitable distribution of ris‘ng incomes? All 
these are things which we now accept as objectives 
which the Government is asked to accomplish. 


The demands of Government policy arising out of these 
are extremely great, as are the demands on the machin- 
ery of Government in the carrying out of these policies. 
‘These demands are so great that, in fact, in no country 
have they succeeded in realizing these fully and 
consistently. 


I touch upon three or four basic questions which are 
involved in the achievement of these goals, why they are 
so difficult to achieve, and what kind of considerations 
arise in setting better results. 


The first, which I want to emphasize, has to do with 
information. If we are going to have any chance at all of 
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carrying out policies necessary to achieve these goals, our 
information system is woefully inadequate and is not 
sufficiently up-to-date. Most of our information is out of 
date when it is needed for this kind of purpose. Secondly, 
the degree of analysis of this information is also inade- 
quate. This, in itself, is a major problem, as to how to 
organize the gathering of this information and its anal- 
ysis. It requires, particularly on the analysis side, a high 
degree of independencerand objectivity, which is difficult 
to guarantee. Nevertheless we must try to do these things 
if we are going to be, or at least have a chance of being, 
more successful. ; 


The other point is our general approach to the policies 
needed to reach these objectives. As many people have 
already told you, there is no way in which we can 
approach this except on a long-range basis. Short-run 
adjustments and short-run interventions in policy in the 
economy to get long-run, good achievement are impossi- 
bile, partly because of the lack of information and partly 
because of the leads and lags involved in the operation of 
policy of any kind. 

This was not appreciated in the early stages of the 
post-war period. I think it came in the wake of the 
Keynesian economics, when there had developed a belief 
that government could manipulate several things, like 
monetary policy, fiscal policy and tax policy. It was felt 
that it could manipulate these fairly quickly and that 
they would get certain kinds of results. I think, this 
heritage of Keynesian economics has proven to be a 
fallacy, and it has played far too great a part in our 
operations in these post-war years. 


The importance of longer-range analysis, longer-range 
projections and ionger-range use of policy, with longer- 
range objectives, is, to my mind, absolutely fundamental 
if we are going to get a better performance. However, 
this runs into very serious political problems, as some of 
you have often pointed out. The decsions are finally 
made by political representatives, which they must be, 
and political representat.ves are, in the very nature of 
their task, highly influenced by short-run considerations. 
This is a fundamental problem which bedevils us in 
getting better performance of the kind we are looking 
for. 


What the answer to that is, I do not know. One can 
make some suggest ons to reduce this gap, but I do not 
know whether it can ever be bridged completely in our 
kind of society. That depends on the intelligence of the 
public in general and the general understanding of the 
public that affects politicians. I am afraid that ultimately 
it depends a great deal on that kind of cons deration, but 
there is a basic clash between the requirement of longer- 
range policy and longer-range programs and the forces 
that affect those who have to make the decis ons which 
tend to be of a short-run nature, if for no other reason 
than that elections and other political events have a 
fairly short-term effect. Time and again long-run consid- 
erations have to take second place to the immediate 
demands of political necessity. This is the fundamental 
difficulty. 


Another area that is very important is what I call the 
general role of expectations. If the public, because of 
events, believe that certain things are inevitable or will 
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be very powerful in their effect, that belief does not 
change quickly. Such beliefs take a long time to become 
established and when they are established they do not 
change easily. 

The task of overcoming the effects of those expecta- 
tions is something that requires time. I refer to what Mr. 
Knowles calls patience. I agreed very much with what he 
said earlier, that once expectations run strongly in a 
certain direction—for example, we are living in a period 
of persistent inflation—and become firmly established, 
they affect virtually all your decision-making processes, 
including the decision-making processes of other ele- 
ments of society, whether labour union leaders, farmers, 
investors, or others. They gauge their own programs and 
their own policies on the basis of that expectation, and it 
becomes very difficult to turn around very quickly. 
Therefore, the idea that we can manipulate certain levers 
of policy to get quick changes is again a fallacy. 

Finally and most importantly, if we are going to have 
better performance in reaching our goal of full employ- 
ment, reasonable stability of prices, reasonable and equit- 
able distribution of rising incomes, and all those things 
that we consider important, it will require very careful 
co-ordination of your main policies, such as monetary 
policy, fiscal policy, tax policy, economic development 
policy, and welfare policy. All these are main elements in 
influencing society in its operation. These have to add up, 
in a sense, both in terms of their relationship to each 
other and the general demands that they make on the 
total available resources. 


In practice we have rarely been able to achieve that 
kind of consistency. We have a tax policy, an industrial 
relations policy, an agricultural policy, a welfare policy. 
We have all these different policies, but they almost 
never fit together consistently, and apparently there is 
very little effective machinery which will fit them togeth- 
er consistently. 


In Government and in our society, we are organized, 
largely on the basis of interest groups who are concerned 
with particular parts of the economy obviously, their 
own parts. Governments are organized in much the same 
way. We have interest-type organizations. One part of 
the Government is concerned with monetary policy, 
another with tax policy, another with agriculture, anoth- 
er with industry and trade, and other parts with other 
aspects. 


To a large extent all these pursue what are really their 
own goals, or are concerned with their own particular 
occupations. It is most difficult to get these things related 
to each other in a consistent manner, and they make a 
tolerable demand on the available resources of the econo- 
my and in their distribution according to the objectives 
which they have set for themselves. 


How to get this balancing and consistency in our way 
of governing ourselves is one of the really great 
questions. 


Formally, we have the cabinet, the Government, which 
stands at the head of the whole process of policy 
administration; but this process by itself does not appear 
to be able to carry out the kind of co-ordination or 
achieve the consistency which seems to be necessary. 
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The reasons why that is so are not too difficult to see. 
Generally what happens is that a whole series of compro- 
mises and influences of the most important concerns of 
the day tend to have a particular influence in any par- 
ticular situation. 

How to get consistency here and proper balancing of 
all these concerns in relation to the objectives that we 
have in mind is the fundamental problem, if we are to 
have better performance. 

I suspect that we have to institute some reforms in our 
machinery. We have to introduce into the machinery 
some devices which will maintain an over-view of the 
whole situation. Technically, the cabinet is in that posi- 
tion, but, firstly, it must address itself more explicitly 
to this task than it has done in the past, particularly on 
economic and social questions, and, secondly, it has to be 
assisted by advisory and information services adequate 
for this purpose. 

What these advisory services should be is something 
that one can debate. I feel that in our cabinet, we should 
be equipped with more effective devices of a general 
nature, concerned with the precise task of obtaining con- 
sistency and balancing of all considerations in the 
making of policy, and with less dependence on advice 
coming from different sectors inside the Government, 
which seems to be the case at present. 

This may require the type of machinery that exists in 
the United States, the Council of Economic Advisers, or 
something along those lines. However, it may not be 
organized in quite the same way. It would have to consist 
of very competent persons who would not be based in 
any particular sector of the Government, but who would 
be concerned with the totality of policy and its consisten- 
cy. They would have to be people of great competence 
and with a high degree of independence from any par- 
ticular interest. 

Many different models are appropriate in this regard. 
However, this kind of service is badly needed if we are 
to achieve better co-ordination than we have at the 
present time. 

Finally, we are in a federal country and in recent 
years—and it seems probably that the tendency will con- 
tinue,—the task of policymaking has become increasingly 
decentralized. The role of the provinces and regions is 
increasing. The development of the enormous metropoli- 
tan cities which now dominate our society, the very rapid 
urbanization, will be another factor in decentralizing the 
places where decisions should be made. This very greatly 
complicates the task of co-ordinating and balancing. 
Again, we must develop machinery and processes by 
which at least we can improve the possibilities of proper 
co-ordination. 

I see no way of avoiding increasing decentralization 
in this country. This is due to both reasons I have given: 
firstly, the pressure from the various regions for more 
determination of their own affairs; and secondly, the one 
that arises inevitably from the growing importance of the 
great metropolitan cities, which will inevitably bring 
about decentralization in the decision-making processes. 
This means that we have to pay very close attention to 
consultation mechanisms between the central government 
and the provinces and, ultimately, in some form with the 
great metropolitan aggregations. 
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So, far we have had a great deal of discussion and 
consultation. However, in the field of economics and in 
social matters it has been rather hit and miss. We must 
develop much more regular and orderly means of consul- 
tation between these various levels of government. 


Mr. Chairman, I have perhaps said enough to at least 
start the discussion. I realize that I have only touched on 
some of the basic issues. There are a great many details 
and other factors involved in this, which I hope will 
come out in the questioning. 


The Chairman: There is one point on page 10 of your 
brief that flows out of the logic of the consultation. 


Dr. Deutsch: Yes, these . processes must, of course, 
involve the elected representatives and the instruments 
of government such as Parliament. We need much more 
regular discussions in our Parliament and its various 
committees with regard to our overall economic and 
social goals and how we are performing. This should be a 
regular process, the sort of work that you are carrying on 
in your committee. 


There has been in Canada, less so than in the United 
States, a relative lack of discussion of these matters. We 
often see reference to the fact that not much dialogue 
goes on between governments and private groups in our 
society and between the academics, experts and profes- 
sionals. This is very important and we need much more. 
There will be much disagreement, but out of this multi- 
plicity of advice and views will come a much better basis 
for making decisions, despite the multitude of voices. 


We have had far too little of this in Canada. I would 
like to see the kind of thing that this committee is 
attempting to do made a regular feature of the whole 
process of decision making in this country. This kind of 
discussion should involve not only the federal authorities, 
_ but the others which I mentioned, provincial and munici- 
pal. Such an interchange, in a public forum, is vitally 
necessary if we are to arrive at an adequate basis in 
public opinion. Ultimately these decisions will be made 
by political processes, and no decisions can be made that 
are not viable from a political point of view, no matter 
what the experts say. The impact of the expert on policy 
making can only be effective if it convinces those who 
have to make decisions. They will only act if they feel 
they have adequate public support. The more complex 
these issues become, the more necessary it is to achieve 
at least a modicum of understanding among the public, 
which ultimately affects the decisions of the politicians. 
Therefore, we must put a very high priority on this 
aspect if we are to achieve any iiprovement. 


Senator Isnor: We have been very fortunate in select- 
ing witnesses from all over the country and, indeed, from 
all over the world. We have had witnesses from England, 
Germany, Japan and the United States. However, I 
think today we have one who is familiar with our own 
problems from coast to coast and we are very fortunate 
to have him appear. 


He referred to a greater source or distribution of infor- 
mation. I wonder if he had in mind greater use of Infor- 
mation Canada? It is a new organization and does not go 
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back to our early days. Would you care to make a 
comment? 


Mr. Deutsch: Senator, I am not very familiar with 
Information Canada. I realize that it is a relatively new 
organization. If it is concerned with distributing informa- 
tion to the public in an objective way, I am all for it. 


It seems to me that in the past the public has not had 
readily available to it the kind of information which it 
really needs to understand the issues. However, how to 
do this is a difficult question, and I do not know whether 
Information Canada has*the necessary skills. 


Senator Isnor: Mr. Chairman, I asked that for your 
benefit as well, you might wish to inquire further into 
the possibilities of making use of Information Canada to 
a greater extent than at present. 


The Chairman: As a matter of fact, we have a 
representative of Information Canada attending these 
meetings, and I will introduce you to her after the 
session. 


Senator Isnor: That will be very nice. 
The Chairman: It will be a pleasure. 


Senator Isnor: Dr. Deutsch, knowing how familiar you 
are with the various sections of the country, perhaps 
more than any other witness we have had before us, I 
wish to deal with balanced regional development, as 
mentioned on page 1 of your brief. You know which 
sections of the country I am particularly interested in. 
Have you a solution for us as to how we can further 
develop those sections? As the committee will no doubt 
know by now, I particularly had in mind, the Maritimes. 


Dr. Deuisch: Yes, I suspected that, senator. In our coun- 
try it is essential that we have as one of our national 
objectives a reasonably balanced development in all our 
major regions. This is inherent in mainiaining the coun- 
try. In whatever main policies we pursue, whether they 
be policies for development, taxes, tariffs or trade, one of 
the considerations that should play an important part in 
deciding those policies is their role in bringing about 
balanced regional development. This is something that 
should pervade all our policies. 


There is no single formula or some magic that, if 
applied, will make sure that the Maritimes will have an 
equal standard of living to Ontario, just by some single 
little device of some kind. When policies that affect the 
development of this country are applied, which are con- 
cerned with promoting this development, they must take 
into account this need for balanced regional development. 
Account must be taken of how they affect the Maritimes, 
the Prairies, the central region. Whatever goes into those 
polices should be the kind of thing that will bring about 
the best kind of overall development for all these regions. 
This is the way this has to be approached. 


There must also be taken into account some of the 
basic forces that are operating here. One of the great 
things operating today is the tendency towards tremen- 
dous urbanization in our society. This urbanization is 
resulting in the very rapid growth of the main population 
centres. This is a very powerful force that is operating. 
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In the outlying regions of the country this kind of devel- 
opment creates many new problems, and when deciding 
on tax policies and regional development policies we 
must have in mind that these forces are operating. To get 
balanced regional development there must be incentives 
in the policies to make it possible for the outlying regions 
to participate in the economic growth. That is saying a 
whole lot in a very general way. 


Senator Isnor: Those last few words are very encourag- 
ing, the reference to incentives. 


Dr. Deutsch: That is right. In trying to keep this as a 
viable natiin, where there are separate political entities 
that are sovereign in their own right in their own areas, 
a policy that results simply in the transfer of all the 
resources to some central places in the country is not a 
viable one. Therefore, if this is taking place there must 
be developed processes and incentives to enable those 
regions to take part in the economic development process 
in the country, and not simply allow a system to work 
that brings all the resources to a few relatively small 
parts of the area. This is just not a viable policy when 
trying to run a federal nation such as ours. 


Senator Isnor: The committee will be making a report 
later. Would you suggest that they would be justified in 
saying in their report that greater incentives should be 
given to the Atlantic provinces and other areas that are 
less fortunate than the central provinces? 


Dr. Deutsch: I do not think I could be specific here. I 
am not writing the report. 


Senator Nichol: You might be! 


Dr. Deutsch: I make this general statement. One hears 
a lot of d scussion about how there might be an equitable 
and efficient kind of system of, let us say, taxation, and it 
is said that everything is neutral in this kind of thing. I 
just take this as an example. These kinds of policies that 
are so pervasive in their effect cannot be neutral in their 
effects on what is required in the various parts of the 
country. 


Senator Isnor: Taking the country as a whole? 


Dr. Deutsch: Yes, taking the country as a whole. They 
never have been and never will be. 


Senator Isnor: Thank you, Mr. Chairman, I have made 
my point. I merely ask you to bear it in mind when you 
are making your report. 


The Chairman: We will certainly be reading the pro- 
ceedings and I am sure we will come across that point 
again. 


Senator Nichol: Dr. Deutsch, I am interested in devel- 
oping a little further what you were saying about several 
things. One is our knowledge, which leads directly to the 
amount of money we spend on economic research com- 
pared with scientific research, and its bearng on the 
question of lags, perhaps, and their identification in dif- 
ferent fields. 


Making what I admit is a very broad assumption, that 
it was possible to define goals, we are then always faced 
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with three problems, as I see it: What do we do? When 
do we do it? What machinery do we have to do it with? 
Those three questions are interlocked. 

What would be your idea of a practical structure, with 
all your knowledge of our Government and the inter- 
operation of the Department of Finance, the Bank of 
Canada, the Economic Council of Canada, the Pr:ces and 
Incomes Commission and, all the rest of it? Putting aside 
for the moment all the federal-provincial problems— 
which I guess is pretty daring—what would be your idea, 
in reasonably hard terms, of the sort of structure we 
should have to get at this thing? 


Dr. Deutsch: First of all, our gathering of both econom- 
ic and social information is important today. We are still 
lacking in very important areas in the information avail- 
able to us and the speed with which we get it. That in 
itself is not necessarily very difficult. It is just a question 
of organizing ourselves to gather it. We have a fairly 
good basic structure in the Dominion Bureau of Statis- 
t.cs, and so on. We need to spend more on it. We need to 
do a lot more research on just how to collect the infor- 
mation most effectively. That brings me to the next 
point. 

Generally, we have not devoted anything like adequate 
resources to research in economic and social matters. We 
have had a tendency to do it in large chunks. Much of the 
work has been done by royal commissions and such like. 
We mount a sudden program on a particular problem, 
spend a lot of money on it, and then drop it and move on 
to the next item. Then we have another royal commis- 
sion, with more reports prepared, on one subject. We 
bring the people together; they disperse; someone puts 
the documents away, and no one knows where they are. 


Senator Nichol: This solves the unemployment problem 
to some extent. 


Dr. Deutsch: Among the scarce experts. You drive up 
the price and I have to pay higher salaries to the econo- 
mists in the university. We have very much of a ad hoc 
system; it is not well co-ordinated or organized. I am 
making a plea that the collection and analysis of our 
economic information should be on a much more sys- 
tematic and regular basis. This can be done by machin- 
ery. We have some good basic machinery in the Domin- 
ion Bureau of Statistics, and the provincial governments 
are developing some of their own. This can be built upon. 

Secondly, we should be prepared to devote more funds 
to economic and social research, and generally to such 
issues, on a regular basis, not on the ad hoc splurge kind 
of basis on which we have been doing it. Whether the 
Canada Council, the present body that is used for this 
purpose, is adequate or not, I am open to other 
suggestions. 


The Chairman: You mean the Economic Council. 


Dr. Deutsch: No, the Economic Council is another 
matter. The Canada Council is the body which, at the 
moment, is the source of funds for research in the social 
sciences. It may be that this ought to be part of our 
science policy. When we come to evolve our science 
policy, I hope there will be a section of it that will have 
to do with the social sciences and the support of the 
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social sciences in a regular way, consistently and sys- 
tematically. We have not had that in this country. The 
regular sources have been very limited. They are minor, 
in most cases. The major sources have been very much 
on an ad hoc basis, and in a very unorganized way. This 
could be greatly improved. Without this you are using 
more resources overall, which could be better used in a 
systematic way. I hope that this will be part of our 
science policy, whenever it is formulated. 


Senator Cameron: It will. 


Dr. Deutsch: I would make a plea in this connection. 

Thirdly, we need some more independent analysis of 
ongoing developments in our economy. We do not have 
any kind of private analysis and forecasting institution in 
this country, which most other countries have. We do not 
have any that I know of, except perhaps a few small ones 
beginning in some of the universities. 

There is room for an institution which is truly 
independent, not tied to government or to any particular 
interest, staffed with high quality people, to carry on a 
continuous analysis of the operation of the economy and 
attempt to forecast what is likely to happen, as a basis of 
essential information for governments, private industries 
and everyone who has to make decisions. This is lacking 
here. We have bits and pieces of it in some government 
departments and in some private industries, but there is 
nothing of an overall nature which has creditability and 
is completely organized and staffed to do this kind of 
thing. 

I realize that one of the difficulties is to get support for 
this, but I would hope there could be some way in which, 
by a combination of some government funds and some 
private funds, one could get established a body that is 
independent and competent and that does this on a regu- 
lar basis. This is a body which I would like very much to 
see established, in this area of information. 


Senator Carter: Are you thinking about an institution 
that will gather those statistics, or one that would depend 
on DBS statistics? 


Dr. Deutsch: It will use existing information. Some of 
it will have to ‘be improved, and as this body gets to 
work it will make many suggestions as to how it could be 
improved. It will work mainly from information available 
to it. Basically, it would be an analytical organization, to 
take the information, analyze it, put it into a form which 
is useful for decision-makers of the country, on a running 
basis. It would issue periodic reports, quarterly reports or 
something like that, on the operations of the economy 
and its trend, its direction of operation—reports which 
would be considered to be creditable, objective and relia- 
ble. We need this very much. It will take some effort to 
get it organized, because it needs support. I would not 
like to see it as a government bureau. I think this would 
not get the creditability or objectivity which would be 
required. 


Senator Molson: Is there such an institution in other 
countries? 

Dr. Deutsch: Yes, in Europe you find it quite frequently. 
You find several of this kind—for instance, in Germany, 
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Sweden, and the United Kingdom. These bodies play an 
important part in the information system of those 
countries. 


Senator Grosart: Was that not the role intended for the 
Economic Council of Canada? 


Dr. Deutsch: Not precisely this. That is a body which is 
a representative body, not a body of experts. I am think- 
ing here of an expert body. This is not a question of 
politics; it is a straight analytical problem. This should 
be staffed by competent experts in the compilation and 
analysis of information. It would not be concerned with 
policy recommendations or anything of this kind. This is 
quite different from the Council, which is very much a 
policy body, although it does analysis for its own pur- 
poses. 

You asked me what kind of machinery we need. This 
would equip us better with the information required, in 
addition to what government does for itself. 


As far as the problem of getting co-ordination inside of 
government itself, I have come to the conclusion, after 
observing this for a long time, than in our present organ- 
ization we have continued to be weak and ineffective at 
that level. The cabinet does not operate at the present 
time, and has not in my experience operated, very effec- 
tively in this task of co-ordination of policy to achieve 
consistently our economic and social goals. It just has not. 
Whether this can be overcome at all, I do not know. I 
wonder whether it would be worth trying equipping the 
cabinet with advisory machinery of some kind which 
would report directly to it, the people in this council of 
advisers, or some advisory machinery, being charged 
with the task of an overview of policy as a whole, across 
the whole spectrum of government. It would constantly 
monitor this development policy and advise the cabinet 
regarding the main elements of a properly co-ordinated 
system of policy in relation to achievement of our goals. 
It should not consist of people who have line responsibili- 
ties of any kind. They should not be people who are 
delegated from, for example, the Department of Finance, 
the Department of Agriculture, the Department of 
Labour and so on. They should be people charged specifi- 
cally with the over-view task and the co-ordinating task. 
They should be people who have no line responsibilities 
or responsibilities to carry out particular functions of any 
kind. 


The Chairman: Would there be any public aspect to 
their work? 


Dr. Deutsch: There are two possibilities here. One is 
that they should make regular reports which are made 
public. That is, of course, the situation with the Council 
of Economic Advisers in the United States. That is one 
part of their function. Another possibility would simply 
be that they would be advisers to the cabinet with no 
public reports. Those are two possibilities. 


I myself have a bias here in that I think there should 
be some public aspect to their work. That is my own 
view. It would not necessarily be exclusive. There would 
also be an advisory part to their work as is the case with 
the Council of Economic Advisers in the United States, 
who are advisers to the President. 
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In my view it would be useful to have a public aspect 
to their work in the form of a public report of some kind, 
or in the sense of reporting to, for example, dominion- 
provincial conferences and the like. In that sense it 
would be public. 

I have in mind here the wider debate that would have 
to take place in Parliament and in society as a whole. Of 
course, that has attendant difficulties, because in a demo- 
cratic government the role of the expert as against the 
political respresentative always leads to difficulties. 
Whether we are sufficiently mature to live with this 
remains to be seen, but it is being tried in a number of 
countries now. Ultimately, we will have to make this 
kind of thing work if we are seriously interested in 
getting better performance. Naturally, if we are satisfied 
to carry on the way we are, that is easy to do, but if we 
do want better performance, we must be able to adapt 
our ways of doing things to make this kind of thing 
possible. 


The Chairman; Would these two bodies correlate all 
the research? 


Dr. Deutsch: You mean the private one I mentioned 
earlier? 


The Chairman: Yes. 


Dr. Deutsch: No, that is quite a separate thing. I should 
like to see that as a private organization entirely. It is 
simply an institute for the analysis of economic develop- 
ments and the issuance of periodic reports and forecasts 
of what is happening. It would be for the general use of 
all decision-makers in society. This other body to which I 
referred would be part of the governmental machinery. 


The Chairman: And that would have available to it all 
the research that is in government from all departments. 
It would have the broad ability to go and get the 
research from, say, the Bank of Canada or the Depart- 
ment of Finance. 


Dr. Deutsch: Exactly. 


Dr. D. L. McQueen, Study Consultant: Dr. Deutsch, as 
you know, we have seen a great expansion of the Privy 
Council office and the Prime Minister’s office in the Gov- 
ernment in recent years. There are many more competent 
and skilled people in those offices than there were before, 
and yet one has not seen the emergence of this kind of 
dist:nct advisory body with overview responsibilities on 
all of our economic policy. We have not seen that 
emerge, which seems to suggest that there are very 
strong pressures causing people to get caught up in the 
run of day-to-day business so that they cannot take this 
broader view. 


Dr. Deutsch: One of the essential conditions I laid 
down, you will remember, was that they would have no 
line responsibilities whatever. 


Dr. McQueen: Yes. I just wanted to ask you if you say 
any other way of ensuring that these people were distinct 
to some degree, independent, and yet in touch with the 
action. I also wanted to ask you how their functions 


would relate to those of the Treasury Board, an organiza- 
tion on which you served. They, too, are supposed to have 
some general over-view of the government operations to 
see policies as a whole. How do we fit these two groups 
together? 


Dr. Deutsch: Well, the Treasury Board has an over- 
view of the whole program of government expenditures, 
but its role is primarily to see to it that the resources 
used are consistent with the decisions the Government 
has taken to carry out certain policies and to see that the 
resource used to do that is as efficient as possible. It does 
not make the decisions about what the total purpose 
ought to be of ail these policies. It does not do that. It 
never did in my time and so far as I can make out it does 
not do that now. 


The Chairman: As a matter of fact, we had the Trea- 
sury Board here a few days ago and asked them just that 
question—would they be capable, in their judgment, of 
exercising any function of over-view. 


Dr. Deutsch: Over-view function in this sense. 


The Chairman: And they said that they would have to 
refer to the Department of Finance. That was the only 
agency that they knew of that was capable of exercising 
this function. Of course there you have a line 
responsibility. 


Dr. Deutsch: There you have many line responsibilities. 
Their input again would be one of particular kind. That 
is the trouble with all our organizations here. 


Again, the Department of Finance, where I served for 
many years, in many ways, because of its responsibilities, 
has more of an overall function than most departments 
have. But there, too, the primary preoccupation has to do 
with the raising of the resources needed by the Govern- 
ment. That is a very large preoccupation of that depart- 
ment, quite naturally. That, again, is only one aspect of 
this problem. The proper co-ordination of our policy does 
not consist simply in dealing with the problems of the 
resource raising business. That is only one aspect. It often 
gets substituted for the overall co-ordination, but it is not 
true at all, actually. 


The problem with our total organization is of this 
nature, and the trouble, therefore, is that what seems to 
dominate at any one time is whatever particular problem 
seems at any particular time to be in the most critical 
condition, or condition of crisis. The problem in the most 
critical condition is the one that takes precedence. If at a 
given time a problem of raising funds or resources seems 
to be the most worrisome matter, then it gets all the 
attention. When something else becomes more critical, 
then the first problem is forgotten as we go on to the 
next problem. Perhaps the next time it is a problem 
involving trade, and the time after that it is a problem 
involving agriculture. There is a tendency, therefore, to 
focus on the things that have the greatest immediate 
trouble-making possibilities. But that is quite natural in 
the political process. By the time you get through dealing 
with all these issues there is no time left for anything 
else, usually, and there is no process in the present set-up 
by which there is an over-view of the total operations of 
all these processes. Are they consistent? Are they consis- 
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tent with what our goals are? Furthermore, are they, 
particularly, consistent with the total resources that are 
available in the economy to do the various things we are 
trying to do? 


One of the thing that preceded the present difficulties, 
our present inflationary problems, was the extraordinary 
increase in government programs which took place after 
1965. We had suddenly a tremendous growth in govern- 
ment expenditures. In the five-year period between 1965 
and 1970 we doubled expenditures of this kind in 
Canada. 
now of all 


Senator Grosart: You are 


governments? 


speaking 


Dr. Deutsch: All governments, yes. 


Senator Grosari: Not just the federal Government by 
itself? 


Dr. Deutsch: I am not talking about the federal Gov- 
ernment, although it played a good part in this. 


Senator Grosart: But much less than the others? 


Dr. Deutsch: Much less than the others. Quite clearly 
the rate at which those programs were growing was 
going to cause trouble. There was no way in which that 
rate of growth of expenditures could be carried without 
causing great difficulty and without producing great pres- 
sure on the economy and, in fact, overloading the econo- 
my. Yet, program after program was adopted and piled 
on top of others while this process was going on during 
that period. There was no overview. 


Senator Carter: Should we limit our elections to just 
two a year? 


Dr. Deutsch: You are quite rightly reminding me that 
political events, and I said this at the beginning, would 
have required this to be done, perhaps, even if people 
had understood that this process was going on. But even 
if this were so, public opinion might learn if we had a 
process for presenting this properly, and ipresenting it 
properly to those who make decisions at all levels. If you 
have an economy which you are overloading at various 
periods like this, you are bound to get the kind of results 
which we have had. And if you do it often enough, you 
create expectations and developments which become very 
deep-seated, like these persistent expectations of persist- 
ent inflation we are into at the moment. This makes it all 
the more difficult to deal with the things you want to do 
when you are being dominated public expectations which 
are counter to that which you are trying to accomplish. 
And that is the situation we are in at the moment. I do 
not know whether the machinery which is responsible for 
providing a continuing overview of this kind, as a basis 
of advice for policymaking, particularly inside the gov- 
ernment machinery, will be sufficiently effective to make 
it worthwhile. This is a question which is ultimately 
political. If political forces are going to dominate regard- 
less of these things, then they take that much longer than 
we thought to get any results. I would be inclined to 
think this is a scheme worth trying anyway. 
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Senator Isnor: You are speaking now only of federal 
action? 


Dr. Deutsch : Yes. 


The Chairman: Would this council be organized along 
Treasury Board lines? 


Dr. Deutsch: I would/look upon this as an advisory 
body based on highly competent experts, not political 
people or even necessarily officials. Preferably they 
would be people who were independent and who would 
not necessarily stay in the government indefinitely but 
would move in and out between government and society. 
I think we could benefit in this country from a greater 
degree of movement in and out between government and 
the academic world and the business world outside. This 
would be one place and this would be one level where I 
should like to see that kind of movement take place. This 
body would consist of a very small group of people, 
perhaps two, three, four or five, who would be highly 
competent independent experts, and who would have a 
reputation in their own right, either because of their 
work in business, government or the academic world, 
who would come in for a period of years to take part in 
this advisory work to the government. As I say, such 
persons would be asked to come because of their obvious 
competence to do so. Further, as I have said, they should 
be people who would move in and out and not stay in the 
government service necessarily. 


This is quite different from the development of the 
Privy Council set-up which is now taking place. This is 
quite a different idea. 


Senator Grosart: I wonder if it is. 
Dr. Deutsch: I want it to be. 


Senator Nichol: I suspect a good deal of time is taken 
up in Cabinet and in the resolution of what you might 
call “fiscal combat” between ministers and between 
senior public servants for an ever-increasing share of the 
money available, because they feel a natural concern 
about their own responsibilities, and this sort of constant 
combat between the various organizations of government 
for money means that any organization such as you 
describe would have to be very powerful or very close to 
the centre of power, which is the Prime Minister. This 
would be necessary in order to fend off the attacks which 
would be made on it by the existing organization. So for 
this reason it would have to be almost in the Privy 
Council office or directly responsible to the Prime 
Minister. 


Dr. Deutsch: It could be made responsible directly to 
the Prime Minister or to Cabinet as a whole. 


Senator Nichol: That is a different thing, and that is 
why I am asking the question. 


Dr. Deutsch: I would prefer to make it responsible to 
the cabinet as a whole. Of course, it would have to report 
to some one minister, and that should be the Prime 
Minister. But, as I say, it would be a body reporting to 
the cabinet as a whole. It would not simply report to one 
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man in the cabinet, not even the Prime Minister himself. 
The Prime Mnister would only be a channel. 


The Chairman: It would also have a public role? 
Dr. Deutsch: It would also have a public role. 


Senator Nichol: Since it had no mechanical authority 
then, it would not be too suspect by the existing 
departments. 


Dr. Deutsch: No, but it could possibly cause difficulty 
because the various advisers which the government now 
has have come from the various particular interest areas 
in the government and have direct access. This is a 
problem. While they might have direct access, their 
advice should not be the only advice. This is a point I 
would make. 


Senator Nichol: It would have to be strong enough that 
there would not be too many subterranean channels 
developing around the side of it and underneath it. 


Dr. Deutsch: Well, there is no harm in some of this 
advice getting in, but that should not be the only advice 
that goes up to cabinet. There was something like this in 
operation during the war years when the government 
had, of course, a huge task of policymaking to carry out. 


Senator Isnor: Dollar-a-year men. 


Dr. Deutsch: Well, I think that was part of the element, 
but there did develop during that period a very effective 
co-ordinating machinery which had this kind of relation- 
ship to the cabinet. In that case it was manned by people 
who to a considerable extent had been brought into the 
Government for the war period from outside, although it 
was chaired at the time by the Deputy Minister of 
Finance. 

The membership consisted to a considerable extent of 
people who had recently been brought into the Govern- 
ment for war service from outside, businessmen, academ- 
ics and experts. It was a very effective body and did a 
magnificent job of co-ordination during the war. 


This is a model which I have seen operate. I was very 
young. In fact, for a period I was one of the secretaries of 
it. It had an overview of the whole of economic and fiscal 
‘policy during the war period. It made constant reports to 
the cabinet on the whole posture of economic and social 
policy at the time. Any major issues that came forward 
from various departments went through a sieve from the 
point of view of its overall impact on the total program. 
Cabinet did not act on any of these matters without 
reports from this body. It did not always accept those 
reports, but that was its privilege. This body was 
dropped after the war. 


Senator Nichol: What was the name of that body? 


Dr. Deutsch: I forget. The name did not seem to matter 
very much. 


Senator Nichol: We might want to look it up to see 
how it worked. 


Dr. Deutsch: There was not much publicity about it. It 
had a name such as the Economic Committee, or some- 


thing like that. It was dropped after the war. I am not too 
clear as to why it was dropped, but it was dropped 
because there was a feeling that it represented too great 
a power on the part of the technocrats. 


This is the problem here. That is one reason why I 
would not like to see this manned by permanent public 
servants. Also, this kind of apparatus should have fed 
into it from time to time new experience and competence 
and it should not become a permanent long-run thing. 
There should be a flow back and forth, in both the 
outside world and the Government, of highly competent 
people who would be willing to play this role for a time. 


I am primarily concerned with this very important 
problem of getting adequate consistency and co-ordina- 
tion in what governments try to do. Of course, if political 
events, such as elections, still dominated, then that would 
be another matter; but it would be hoped that at least 
the worst features of this kind of short-run decision-mak- 
ing, based on political considerations, could be modified, 
and perhaps a higher level of understanding, both in the 
decision-making and public areas, could begin to develop 
it we are to get better performance. 


Senator Cameron: May I preface my question by 
saying that I am glad to have Dr. Deutsch confirm the 
pitch that I was making in the Science Policy Committee 
when I was speaking about the need for an updated and 
more adequate system of information. How do you see 
this Council of Economic Advisers relate to a beefed-up 
research council in the humanities and social sciences? I 
am thinking of an independent council in this field which 
would include all the things we have been talking about. 
What would be the relationship? 


Dr. Deutsch: The relationship would simply be that one 
might be a source of information and analysis for the 
other. The social science research council would be a 
research body and it would not necessarily be policy-ori- 
ented. This other body would be highly policy-oriented 
and it would use whatever information it could get from 
any source, either inside or outside the Government, for 
the basis of its own decision-making or recommendations. 


Senator Cameron: Would you not think that the neces- 
sity for this very powerful social sciences research coun- 
cil would be the continuing— 


Dr. Deutsch: There could be expressions of concern for 
areas that need investigation, analysis or research. No 
doubt there would be an influence from people who have 
to be given advice as to the kind of information they 
need, where areas are lacking information, where there is 
lack of analysis and lack of research. That could be fed 
back. 


Senator Cameron: Could not this council of economic 
advisers ask an effective social sciences research council 
to do specific jobs for it? 


Dr. Deutsch: That could be done, although, I think 
there would again have to be independence. The Council 
of Economic Advisers in the United States has a very 
small staff, and I would envisage the same thing here. It 
is directed essentially to the function of policy-making 
and it is not in itself a research organization, although it 
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would have some staff. The information gathering, the 
analysis of basic research, and so on, would be done 
outside by other bodies which would be financed by the 
council of economic advisers. It would not be a research 
council or body in itself. It would have a relatively small 
staff. It would use the work and information of others. It 
is modelled very closely on the Council of Economic 
Advisers in the United States. 


Senator Carter: My first question follows along the 
lines of Senator Cameron’s question. Would your body 
envisage the need of a Prices and Incomes Commission 
functioning as well, or could these duties be taken over 
by the new body? 


Dr. Deutsch: It depends on what the Prices and 
Incomes Commission was supposed to do. 


Senator Carter: Research. 


Dr. Deutsch: If it will merely do research, I would hope 
that we would have a more generalized research system 
than that, that we would develop and include social 
sciences in our science policy and we would have provi- 
sion for promoting research in all aspects of economic 
questions. At some time you might want to have a special 
thing done on prices and incomes. This comes back to the 
ad hoc thrusts that we go into. Presumably they are 
going to do a lot of research into prices and incomes. 
When that is over, they will all go home again and that 
is an episode gone. I want to get away from this kind of 
episodic situation. These are problems which are with us 
all the time, and we should have a much more contin- 
uous way of getting the work done that is necessary for 
policy-making purposes. 


Senator Carter: You have laid great stress on the scar- 
city of information and the slowness in getting that 
information. When you were Chairman of the Economic 
Council, did you suffer from that handicap? 


Dr. Deuisch: Yes, very much so. 


Senator Carter: Has there been any improvement since 
then? 


Dr. Deutsch: We were keenly aware in the Economic 
Council of this inadequacy of our information. In many 
of our reports you will find that we drew attention to 
this and suggested areas where improvement was badly 
needed. There has been some improvement in recent 
years, but we are still a long way from doing what is 
needed. 


Senator Carter: I notice in neither your brief nor your 
opening remarks this afternoon any reference to produc- 
tivity. Is that an oversight, or do you think it does not 
have a place here? 


Dr. Deutsch: No, I was not addressing myself to that. 
Of course, we are interested in improving our productivi- 
ty in Canada. We are now interested in many more 
matters. The whole question of the use we make of our 
product, the effect on the quality of life and the environ- 
ment are all matters that are becoming increasingly 
important and have an increasing social aspect. 
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I include the social aspects of our co-ordination of 
policy, which has to relate itself as much to social as 
economic goals. I am no longer exclusively concerned 
with productivity. 


Senator Carter: But is productivity not the end prod- 
uct? If we do not increase productivity, what is the use 
of the rest? 


Dr. Deutsch: Increasing productivity is one of our con- 
tinuing goals, naturally. We should do whatever is neces- 
sary as efficiently as possible. However, in doing this we 
are no longer solely concerned with productivity but with 
its by-products and effects. This is becoming increasingly 
part of our concern, In other words, we do not just 
increase productivity at the expense of destroying our 
environment or creating social problems in our cities. 
These must now be inter-related. This brings us back to 
the problem of co-ordination between our various goals 
and objectives. 


Senator Carter: Are you then in another trade-off 


relationship? 


Dr. Deutsch: Quite right, and they are becoming 
increasingly of a social nature. This is another task of 
government. With regard to the whole question of co- 
ordination, we must reconcile economic and social goals 
to an increasing extent, not only purely economic goals 
and trade-offs. 


Senator Casgrain: You mentioned the apparatus that is 
necessary and that it is operating in Sweden, Great Brit- 
ain and the United States. Does that mean that they 
communicate with the public and give the information? 


Dr. Deutsch: I was thinking of the institutes they have 
for reviewing the economy on a regular basis and making 
forecasts and analyses of its operation. That type of 
institute is quite common in some of the European coun- 
tries and the United States. The Bureau of Economic 
Research in New York is one; the Brookings Institute 
another. Through such organizations the information is 
usually publicly available. 


Senator Lang: I rather took it from your remarks 
earlier, Dr. Deutsch, that you largely attribute the rather 
severe inflation we have experienced during the last few 
years to the rapid increase in Government expenditures 
post-1965. 


Would you also attribute the high degree of unemploy- 
ment we are now experiencing to the same cause, as an 
after effect? 


Dr. Deutsch: I do not attribute the whole of the present 
inflationary problem to that. Some of it is due to the 
influence of the world around us, which we could not 
wholly escape. This type of inflationary development of 
the late ’sixties is worldwide, certainly in the Western 
world. Its presence in the United States in itself has a 
considerable influence on what happens here. 


However, in so far as our domestic developments are 
concerned, I would say that the very rapid growth of 
Government expenditures in the late sixties had a great 
effect on this inflationary development. A combination 
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of external influences and domestic developments was 
the major factor. The present unemployment is the result 
of an attempt to cope with the results of that inflation. 
By attempting to slow down the economy it was hoped to 
reduce the degree of inflationary pressure. Indeed, it has 
been successful to a considerable degree, but it has 
resulted in quite a heavy volume of unemployment. The 
best thing, of course, is to avoid in the first place the 
need to take such steps. 


_ Senator Lang: One would appear to flow from the 
other though, would it not? 


Dr. Deutsch: It is extremely difficult to cope with a 
rate of inflation with which we are not prepared to live 
without creating unnecessary and undesirable levels of 
unemployment, yes. That is why we should always avoid 
getting into that difficulty. It is necessary to keep an 
overview of events at all times in order to ensure that we 
pursue our objectives consistently. This cannot be done if 
the economy is overloaded in a manner with which it is 
unable to cope without inflationary results. This is cer- 
tainly the manner in which Government expenditures 
developed in the late sixties, which was a major factor in 
subsequent events. 


Senator Burchill: I believe you stated that you would 
not wish the councils we have been discussing to be bu- 
reaux of the Government. 


Dr. Deutsch: No, I said the body which I mentioned for 
collection and analysis of the on-going portions of the 
economy should be completely independent and not a 
bureau of the Government. 


Senator Burchill: But they would have to be estab- 
lished by the Government, would they not? 


Dr. Deutsch: Not necessarily; it could be done by pri- 
vate initiative. It has been done elsewhere. 


The Chairman: Would it make much difference if they 
were established by private initiative? 


Dr. Deutsch: I think in this country we would have to 
have a combination of support from the private sector 
and the Government. However, if there were sufficient 
private support, I would prefer it to be operated under 
private auspices rather than those of the Government. 


Senator Burchill: How are such organizations support- 
ed in the United States? 


Dr. Deutsch: The Bureau of Economic Research is a 
completely private body, supported by foundations and 
private industry. It receives some government support 
through research contracts. The Brookings Institute is a 
similar bcdy, supported to some extent by regular sub- 
scriptions from private customers and governments. 
Sometimes they get foundation support and things of that 
kind. This is the type of thing I have in mind. I do not 
think a thing like this can operate properly as a bureau 
of the government. 


Senator Molson: Dr. Deutsch has in part answered my 
question. I would like to ask him now if he could enlarge 


on what he believes are our prospects or our ability to 
arrange our affairs as we would like to see them, in 
isolation, considering our international position vis-a-vis 
both the United States and further afield. What do you 
think our prospects are of arranging these matters? 


Dr. Deutsch: We cannot arrange our affairs in isolation 
from the world around us, and certainly not in isolation 
from the United States, with which we have such enor- 
mous relationships. I think the volume of goods flowing 
back and forth across the border is something like $20 
billion a year, and the financial and other inter-relation- 
ships are equally massive. We are therefore bound to be 
heavily influenced by what goes on in that country and 
in what goes on in the world around us, although more 
so by what goes on in the United States. 


It is very hard for us to do a great deal better than 
they do in the United States. We can perhaps do a litile 
better, but we can also do a great deal worse. The latter 
is easy to do. Indeed there are many periods when we 
have done worse. Sometimes we have done better. We 
can, I think, do a little better with good policy. We must 
certainly always try to avoid doing a great deal worse. I 
am talking now particularly about price developments 
and things like that. This does not necessarily apply to 
other things. 


Many aspects of social policy are matters in which we 
can do a great deal ourselves. We can have different 
kinds of policy and different kinds of approach. When 
you are talking about general effects such as levels of 
prices and whether export markets are strong or weak, 
they are bound to be strongly influenced by what hap- 
pens in the United States and we cannot isolate ourselves 
from those. 


There are possibilities of achieving a somewhat better 
performance in our economy if we have good policies. 
We must certainly always be on guard about doing a 
whole lot worse, which we can easily do. There are many 
areas of public policy in which we can do our own thing, 
so to speak, particularly in regard to social policies and 
things of that kind, and the priorities we have, having 
our own priorities, where there is scope for doing things 
the way we want to do them here. There is much room 
for specific Canadian action. When you talk about gener- 
al things like price levels and conditions of the export 
market and so on, these are things where we are heavily 
dependent on them. 


Senator Molson: In employment we are surely very 
dependent on them. 


Dr. Deutsch: As far as employment is affected by 
exports and price developments abroad. 


Senator Molson: Automobile agreements or non-agree- 
ments, and a few other things. 


Dr. Deuisch: That is right. We cannot isolate ourselves 
from those effects, but if we are confronted with effects 
over which we have no control we still have to deal with 
the problem of how they affect us here. There are vari- 
ous alternatives available and we have to adjust to devel- 
opments abroad. We still have to make decisions about 
these things, how to moderate and make these effects as 
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favourable as possible for our own purposes. That is 
another question. That does not mean we can isolate 
ourselves, but we can still do things which will make 
these effects as favourable to us as possible in all circum- 
stances. This still requires policy and decisions. If there is 
one decision that is required it is exchange rate policy. 


Senator Burchill: Right. 


Dr. Deutsch: I have long had the view that in Canada a 
flexible exchange rate policy is a sensible policy, for 
reasons such as these. 


Senator Laird: Dr. Deutsch, you pointed out the dif- 
ficulty of arriving at a satisfactory long-term policy 
under the democratic process. Can you point to any 
totalitarian state that has really done any better than we 
have? 


Dr. Deutsch: No, I would not suggest for one minute 
that because of the difficulties that exist in a democratic 
system, the problem of political decision-making, these 
decisions are made better in a totalitarian system. My 
own experience—and I have travelled in these coun- 
tries—is that we have a far better performance here, in 
spite of the fact that they presumably have always full 
employment and all this kind of thing. When they make 
mistakes they make really big ones—and they make 
plenty of mistakes, even in economic matters. 


Senator Laird: Would this also perhaps be related to 
the matter raised by Senator Molson of the inevitable 
influence of international matters? 


Dr. Deutsch: They shield themselves more completely 
than we do. These totalitarian countries generally tend to 
shield themselves a little more strongly. At least, the big 
ones do. The smaller ones perhaps not. But they make 
enormous mistakes, you know, and and when they do 
occur the upheavals are very great. Take, for example, 
what happened in Poland last winter. You saw what 
happened. A whole series of economic mistakes were 
made in their planning process. There is no way to 
guarantee completely wise decisions, even under the most 
highly centralized methods. Surely, experience does not 
show that you necessarily get it. We have a different way 
of covering up. Nothing I have ever seen in these coun- 
tries gives me any confidence that by sheer totalitarian 
methods, and by complete centralization of decision-mak- 
ing, you can avoid making bad mistakes. There is no way 
that I have seen. 


What you can say about democracy is that it is much 
more flexible. If it does make mistakes they tend to be 
much shorter run. We hear about them much sooner, and 
there is much more reaction. There is more constant 
assessment of what is being done. The whole system is 
much more flexible. Even though it may be pursuing 
short run aims and so on, and be influenced by short run 
considerations, it is nevertheless a flexible system and a 
responsive system in a way, even though we may be 
badgered by the problem of how to get long range 
approaches. 


Ultimately what we have got to do is to get a better 
understanding on the part of those who influence the 


decision-makers. The decision-makers themselves, if they 
happen to be political people, must provide leadership. 
You will only succeed to the extent that these leaders are 
given good advice, have good information, and are then 
prepared to try to convince those on whom they depend 
for support. I see no other process. All I am saying is that 
perhaps we can improve! this process a bit—and there is 
certainly room for some improvement. That is the only 
point I am making. 


Senator Bourque: I am very much in favour of your 
suggestion for an independent committee. I was just won- 
dering if the recommendations of this committee would 
have any effect on the provinces and the federal govern- 
ment in, say, a conference such as they are now having. 


Dr. Deutsch: There may be some aspects of this that 
would be relevant here, namely the question of carrying 
out economic and social policy in this country if certain 
things are done. Of course, this committee would not be a 
body dealing with constitutional matters; that is another 
question. 


Senator Bourque: You said a while ago that many of 
these commissions and similar bodies, after their recom- 
mendations are made, are put in a pigeon-hole and fin- 
ished with. Would the committee you have in mind sit 
regularly? 


Dr. Deutsch: Yes, this would be a constant part of the 
machinery of the cabinet. 


Senator Bourque: When they made a recommendation, 
it would be a non-political recommendation? 


Dr. Deutsch: I would hope so, yes. 


Senator Bourque: And it would be studies as to the 
effect of the provinces, on their economic policy? 


Dr. Deutsch: This would have to be one of the consid- 
erations involved. 


Senator Bourque: Thank you. 


The Chairman: Dr. Deutsch, in looking at your sugges- 
tion of a system for improvements in management of our 
economy, I wonder if you feel that there should be any 
change in the operation or objectives of the Economic 
Council. 


Dr. Deutsch: The council has played a different sort of 
role. It is not part of the direct decision-making process 
of the government. It is an advisory body which is out- 
side the Government, a completely independent body, 
concerned with long range economic and social policy. 


The Chairman: But it might tie in, in some way. 


Dr. Deutsch: It would hope that its work would be a 
very important input into the decision-making process. If 
this council of advisers, which I have suggested, is set up 
inside the cabinet machinery, I would hope the council’s 
work would be a direct input into their considerations. 
The council was charged particularly with long-range 
analysis. One of the regrets I have had is that the results 
of that work have not got into the decision-making 
processes. 
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I think of what they should do. The reasons are many. 
There is quite a number of them here, on the kind of 
long-range analysis which the council is dealing with, 
quite basic, social and economic trends and development 
in other countries and what basic goals would be 
entailled in this work. It should have a very important 
influence on the decision making process if it is well 
done. Unfortunately, this has had much less influence 
than it should have. It has had influence, obviously in a 
number of areas, in a number of fields, but not to the 
extent that it should have. That is partly due to the fact 
that the machinery we now have is not capable of using 
it very well. 


When you have a series of people concerned with 
particular functions and particular concerns, they tend to 
take up those pieces that fit their particular concerns and 
they will of course accomplish a good deal of success 
in that. Where there is focus on a particular concern, they 
can often pick ip up and run with it. When it comes to 
an overall overview co-ordination aspect, very little has 
resulted. The machinery does not seem to be capable of 
utilizing it. 

This illustrates the incapacity of the system to look at 
this from a long-range point of view and from a co- 
ordinating point of view. That is where the weakness has 
been. On a particular recommendation about particular 
things, they have generally picked up; but not in the 
overall overview and co-ordinated aspects; in the long- 
range planning aspects, they have been little used. 


The Chairman: You feel your council might be an 
agency by which this could be improved? 


Dr. Deutsch: That is right. The council itself could not 
do this work; it would be a relatively small body with a 
small staff. It would take as input everything relative to 
its work, including, of course, if the Economic Council 
continues its work of analysis and long-range analysis. 
This would be a very important input into this body, as 
well as inputs from everywhere else. 


The Chairman: Dr. Giersch, when he was _ here, 
explained that the German Economic Council tables its 
report in the German Parliament, and within so many 
days the government must indicate its reaction to the 
report and what it proposes to do about the recommenda- 
tions therein. Do you think that would be a useful depar- 
ture in Canadian policy? 


Dr. Deutsch: In the case of the council itself, we did 
have a recommendation about earlier reports. We recom- 
mended a process by which there would be regular par- 
liamentary hearings once a year, say in the fall, on the 
state of the economy, prior to the time governments start 
making their budgets. We also recommended committees 
of parliament, I think a joint committee of the Senate 
and the House of Commons, and that one of the things to 
come before that committee every year would be the 
Economie Council report. It would go through it and 
make recommendations. This has never been done. The 
report would be highlighted and brought to the attention 
of legislators, the government and the public. Other 
things could come before these committees, from other 
sources. This would be one of the committees. To an 
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extent we copied this from Dr. Knowles’ practice in 
Washington. This sort of thing would be very desirable. 


I am coming back to my last point in my own little 
brief, that we need more of this kind of activity. 


The Chairman: He goes even further, that the govern- 
ment has to react. 


Dr. Deutsch: That is an interesting idea. I notice Dr. 
Knowles says their government does not have to react. 


Dr. Knowles: The committee does not have to. The 
government must file a report by a certain date, and our 
committee must react to that. 


Dr. Deutsch: He was arguing that the government has 
to react. I have not thought of this before, but if you set 
up this internal advisory body attached to the cabinet, it 
might be that if it makes public reports, the government 
should react to those. This might be a good device. 


Senator Isnor: Would it not have the same effect as the 
White Paper? 


The Chairman: I think we will leave that question just 
for the moment, senator. 


Dr. Deutsch: I am putting this out on what I consider 
to be a grave deficiency in the present Senate. If we are 
serious about getting better results in employment and 
prices, and so on, I do not have any faith in formulas and 
gimmicks. These things are not going to be solved by 
some device like compulsory price and wage controls, 
guideline policy or formula. These are just gimmicks and 
they do not deal with the basic problems. They are often 
presented as a solution to the problems. There are not 
such solutions through gimmicks of this kind. They do 
not deal with the fundamental issues or processes 
involved. Price and wage control is a rigid device and, in 
the first place, it is highly improbable that it can be 
operated administratively. Secondly, it would produce a 
rigidity upon the whole society which no democratic 
society would tolerate. Im this sense, it is a gimmick 
which evades the issues. 


Having said that, however, there are many policies 
that could make the economy work better. There is no 
question about that. There are policies that could be used 
to reduce its rigidities, to make the market system work 
more smoothly, to avoid the various kinds of imperfec- 
tions in the system. There are many things that could 
improve that. I assume we should be working on these all 
the time. I was merely addressing myself to these basic 
policies that affect the operation of the system as a 
whole. Whether we can achieve full employment, have 
reasonable price stability and a sound balance of pay- 
ments and so on are the large, basic policies about which 
we still have to make decisions. We have to operate them 
in relation to society and an economy which can remain 
flexible and can react to the wishes of our society and 
can support a free system. 


If you want to do that, then stay away from gimmicks 
like price and wage controls, which will create an entire- 
ly different kind of society, if we really impose it as the 
chief method by which we solve our problems. 


—— = 
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Senator Nichol: Dr. Deutsch, the question of wage and 
price controls has been given much publicity on televi- 
sion and radio and in the press as the solution to all our 
problems. Apparently we can have full employment, low 
interest rates, price and wage controls and no inflation, 
all at once. 


Dr. Deutsch: You would live in a prison, if you did 
that. 


Senator Nichol: Another wide-ranging debate we have 
had here is whether or not you can have a tolerable level 
of inflation. If by policy you opt for a certain level of 
inflation, pre-announced as acceptable by the Govern- 
ment, will this automatically escalate and become a run- 
away inflation? John Young was most emphatic in his 
words about that danger, but we have had other equally 
eminent economists say that we should not fuss too much 
about it. Can you comment on that? 


Dr. Deutsch: A moderate rate of inflation does not 
necessarily result in run-away inflation. This has been 
shown by the experience of the last twenty years. There 
have been long periods in countries like Sweden and 
Japan where the rates of price increases have been run- 
ning at 4 and 5 per cent a year, year after year on the 
average. This has not resulted in the kind of run-away 
inflation you are referring to. 


If you ask me whether it is desirable to have this 4 or 
5 per cent increase, then that is another matter. The 
reasonable stability of prices is the most desirable goal, 
because if you have continuously rising prices at a rate 
of 4, 5 or 6 per cent per year, you create many inequities 
in our society. These are undesirable. Whether those 
inequities are worse than you would have if the alterna- 
tive were 10 per cent unemployment, for example, is 
something I would have some views about. I might say 
that I would sooner have the inequities that flow from a 
4 or 5 per cent increase than the inequities that flow 
from 10 per cent unemployment, but I would have to 
make the choice. It is not a completely black-and-white 
proposition. It depends on the price you have to pay to 
get the rate of inflation you are going to live with. 


Personally, I would hope that we could do better than 
a rate of inflation which creates those kinds of inequities 
and also at the same time could have reasonably full 
employment. That at least ought to be our goal. We 
should try to get as close to that goal as we can. In the 
process we might have to accept various trade-offs 
because we have no alternatives. In the first place, if the 
rest of the world outside is inflating at 4 or 5 per cent a 
year, particularly in the United States, then we are going 
to have a very hard time doing much better than that. 
We might be able to do a little better, by keeping a 
flexible exchange rate and letting our exchange rate 
appreciate. But that creates other problems. 


Surely, if the United States has a 4 or 5 per cent 
inflation, and the world around us has the same, we are 
going to have a very hard time avoiding the effects of 
that. We may have to live with it, and, presumably, we 
would then try to off-set some of the inequitable effects 
by other things, such as adjusting our welfare payments 
and that sort of thing. If by that method we were able to 


achieve a better level of employment, then we might find 
that as the best trade-off we could get. 

On the other hand, if the rate of inflation is very high, 
then we might decide that we have to try to modify it by 
reducing our rate of growth somewhat, and we would 
have to accept that as a good trade-off. 

It seems to me that there is not any absolute number of 
relationships. It depends upon the circumstances you find 
yourself in—what trade-off you find most reasonable in 
the circumstances. There is no hard-and-fast formula. 

I do not think the 3, 4 or 5 per cent increase in prices, 
if that is the kind of world we live in, will necessarily 
result in a run-away situation. It would bring certain 
inequities where other social policies would have to be 
followed in order to correct. If it enables you to get 
reasonably full employment and that is the only way that 
you are so enabled, then you might well pick that as 
being a tolerable set of objectives. 


The Chairman: But you would introduce your expecta- 
tion problem then, would you not? 


Dr. Deutsch: Yes, you have your expectation problem. 
You just have to live with it. 


The Chairman: You just live with it? 


Dr. Deutsch: As best you can. You would have to. This 
is not the ideal situation. I would prefer to get a more 
moderate rate of increased inflation and have full 
employment too. I say that if the world around me is 
engaged in a price development of that other nature 
which influences me very strongly, then if I try to offset 
that I might have to do so at a rate of unemployment 
that I am not too willing to buy. 


Senator Nichol: Dr. Deutsch, when Dr. Young was here 
we had quite a discussion about the broad field of 
incomes policy, ranging all the way from job owning 
down to a firm price-wage control system. He spoke with 
some interest about a policy that lies partway through 
that spectrum, by which the Government applies muscle 
to various groups within society that are out of line in 
performance, in terms of inflation. He suggested, for 
instance, that the Government might go to a corporation 
that was going to raise its prices and say, “Look, if you 
raise your prices we are going to lift the tariff on your 
product.” This type of muscle is what he was referring 
to. How do you feel about that kind of thing? 


Dr. Deutsch: Tariff is a matter of government policy. 
That was not set down by the Medes and the Persians. 
This is a government policy. If the policy is wrong, it can 
be changed. There is nothing sacred about it. The Gov- 
ernment may have to do a number of things to make the 
economy or the price system work better. There may be 
rigidities in the system. There may be a tax or there may 
be a tariff or there may be some other policy of Govern- 
ment that contributes to price raising. Sure, the Govern- 
ment can change that. I think if it was sensible it would 
do this wherever it was necessary to make the price 
system work better. I see nothing wrong with that. The 
tariff in the first place is a government policy. It is not a 
sacred thing, you know. 
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Senator Nichol: It is not sacred to me as a British 
Columbian. 


Dr. Deutsch: If it produces the wrong effect or if it is 
inconsistent with some other policy, then it should be 
adjusted. That is not a strong-arm method at all. That is 
simply seeing that government policy is producing the 
effects you are seeking to produce. That is all. If the 
policy is not achieving those objectives, you should 
change it, including tariffs, as they are simply another 
aspect of government policy. 


Senator Carter: Dealing with the very important aspect 
of psychological factors and the importance of attitudes, I 
think in reply to Senator Lang you said that we could 
not isolate ourselves from what is happening in the out- 
side world. But you get this psychological attitude when 
you start to decide which is the lesser of two evils; 
whether unemployment is the lesser or whether inflation 
is the lesser. Which one you choose depends upon cir- 
cumstances. But out of this comes the sort of psychologi- 
cal thinking where people will say that inflation is not 
bad because everybody has inflation, so our marketing 
position is not going to deteriorate by virtue of inflation 
so let us have more and more inflation. I would like to 
get your opinion on that kind of thinking. 


Dr. Deutsch: The last part of your question bothers me 
where you say, “Let us have more and more inflation.” I 
have not said that. 


Senator Carter: No, I am not saying you said it, but in 
working out wages and in working out your trade-off, 
you get this type of thinking. The brake on inflation is 
the ultimate argument. It is said that if we have too 
much inflation we price ourselves out of the market but 
at the same time people are prepared to neutralize that 
by saying that other countries have inflation as well. So 
because of that we can ignore it to some extent. Now, to 
what extent should we ignore that? 


Dr. Deutsch: I do not think we should proceed on a 
policy which counts on a high rate of inflation in the rest 
of the world and float ourselves off. I think that would be 
a foolish attitude. The most I have said is that we will be 
influenced by what goes on around us, and we may not be 
able to offset completely what goes on around us. If the 
United States and other countries are having 3 per cent 
or 4 per cent or 5 per cent inflation, we may not be able 
to offset the effects of that on us without a very large 
degree of unemployment, a higher rate than we are 
willing to accept, and then we have to decide which is 
the lesser of the evils here. We live with what we cannot 
offset, and get a better level of employment than by 
trying to offset it and then having to accept a higher 
level of unemployment. 


That is the kind of choice we have to make very often. 
That is why we may have to accept the influences of 
outside inflation rather than accept the very high rates of 
unemployment we would have to have to offset them. 
This is the kind of choice you have to make sometimes. 
That is quite different from saying, “Let us deliberately 
inflate because the other fellows are going to inflate as 
well.” 
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Senator Carter: But you would deliberately choose 
inflation rather than unemployment, because you figure 
the inflation in other countries will offset the bad effect? 


Dr. Deutsch: No, I started the other way around. I say 
that the other countries are inflating and we did not start 
the process. But we are influenced by what is going on 
around us and we have to decide whether we want to 
accept the degree of unemployment involved in trying to 
offset those effects. We may decide that certain levels of 
unemployment are not acceptable, in considering the 
relative evils as between 3 per cent, or 4 per cent or 5 
per cent increase in prices and the higher level of unem- 
ployment. We have to see if the lesser evil is in favour 
of unemployment. This is the kind of decision we may 
have to make. Insofar as it is possible for us to moderate 
these influences with a flexible exchange rate and things 
of that kind, of course I would make those effects as 
slight as possible. But I do not think it would be wise to 
say come hell or high water if there is 3 per cent or 4 per 
cent or 5 per cent inflation in the United States, we in 
Canada are going to have zero, and if it takes 10 per cent 
unemployment to do that, then we will accept 10 per cent 
unemployment. I do not think that is a good policy. 


Senator Carier: I agree with you. But I was just won- 
dering whether you would say, “Well, take that 10 per 
cent inflation in our market because by the time we take 
it here, they will have another point inflation somewhere 
else.” 


Dr. Deutsch: You mean you are guessing that they will 
have? 


Senator Cartier: No, but this is one of the psychological 
factors. It enters into the choice where you want to 
choose to come down on the side of inflation as the lesser 
of two evils. 


Dr. Deutsch: You have to be sensible here. You do not 
go on a basis that will make your problem worse. You 
are reacting to a situation over which you do not have 
enough control, and so you yourself contribute to it. This 
does not make too much sense to me. 


Senator Carter: It does not to me either. 


Senator Isnor: I notice the hour is rather late and Dr. 
Deutsch has answered every question put to him. The 
one I want to ask him, I do not think he can answer. 


Dr. Deutsch: There are many questions I cannot 
answer. 


Senator Isnor: How long have we to wait for the 
economy to adjust itself? 


Dr. Deutsch: This present situation, you mean? 
Senator Isnor: Yes. 


Dr. Deutsch: I think the single most important develop- 
ment would be the course of the economy in the United 
States. Also I think the combination of fiscal and mone- 
tary policy which will now be put into effect and pursued 
is important. An important event will happen in a day or 
two from now. Of course, it will take anywhere from a 
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year to 18 months to get the economy back to levels 
which we consider reasonably satisfactory, at least, and 
that will be good going. Whether we will have the level 
of unemployment at the end of that time that will be 
acceptable is a problem, and even then we will have 
difficulty because our labour force is growing very rapid- 
ly. I think it will be longer than that before we can 
get the level of unemployment down to what we would 
consider to be satisfactory. 


Senator Burchill: Dr. Deutsch, do you think that we 
would have to live for a long time as exporters with a 
high dollar value in our foreign exchange? As you know, 
that is one factor which contributes greatly to unemploy- 
ment in our part of the country and, indeed, all over the 
country. 


Dr. Deutsch: Yes. The high value of the dollar has a 
very big effect on certain important export industries. 
Again, if the dollar were to decline in value, the condi- 
tion of those industries would improve and this would 
help the employment problem that we are talking about. 
I have no idea what the dollar will do. It is influenced by 
many things happening around the world, which I do not 
think anybody can foresee. 


The Chairman: You talk about the fallacy of the short- 
run and fine tuning approach. You say that the levers of 
Government policy must be used with a much longer 
range perspective than has been the case in the past. Are 
there areas where we should be using short-range stabili- 
zation policies, or do you believe that it should all be left 
to the long-range approach? 


Dr. Deutsch: There will be fluctuations in the whole 
field of stabilization and long-range approach. 


The Chairman: There may be some that you will not 
tolerate. 


Dr. Deutsch: Yes. There may be certain things that 
may affect our financial arrangements with the United 
States, the flow of funds with which you have to deal 
from day to day. With the long-range approach, you do 
not worry about some of the short-run fluctuations. 


The Chairman: Suppose the trade-off gets bad on the 
short-range basis? 


Dr. Deutsch: There may be emergency situations with 
what we have to deal as special situations; but generally 
speaking you do not worry too much about short-run 
movements if you have a long-range approach and a 
long-range policy. You have to let the short-range fluc- 
tuations go on. You start to get into trouble when you 
start interfering with those, because most of the time you 
do not know where you are, anyway. 


The Chairman: 
monetarist? 


Would you classify yourself as a 


Dr. Deutsch: Not in the extreme sense. However, I do 
believe that money is important in inflation, because, 
after all, in the end result inflation is a monetary phe- 
nomenon. It cannot be anything else. What else can it be? 
It has to do with money in relation to goods. Therefore, 
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the quantity of money and the rate at which it grows has 
obviously an important bearing on the subject. But I am 
not one who says that all policies can be solved by fixing 
a rate of expansion of money. supply. It is much more 
complex than that. There has to be proper relationship to 
the fiscal policy. 


The Chairman: Would you vary the rate of expansion 
of the money supply? 


Dr. Deuisch: No. If you look at our money supply you 
see very wide fluctuations. This kind of thing is not what 
I mean by long-range policy. The money supply should 
be related to the supply of money appropriate to the 
growth rate of the economy over a longer period. That 
should be the basic decision. That does not mean to say 
that you fix a formula and every morning you crank out 
this thing according to that formula. There are market 
movements from day to day which have to be taken into 
consideration; but as you move along you keep your eye 
on your longer range needs for money supply. 


The Chairman: If your longer range planning got out 
of whack and started involving you in short-range dif- 
ficulties, what would you do? 


Dr. Deutsch: I would tend to live with them to a much 
greater extent than has been done. It is precisely because 
you try to counter them that you get into difficulties. I 
would live with them to a much greater extent than 
seems to be the case. I would stick to my longer range 
perspective much more fully. We have been expending 
money supplies 10, 15 per cent. Keep that up a little 
longer and I can tell you what will happen in 1973 or 
1974. There is no great secret about what will happen if 
we keep this up. This is what I mean, the idea that the 
money supply can be expanded to keep the interest 
down. I am very interested in Dr. Knowles’ remarks. He 
gave a perfect answer and a splendid analysis of what 
happens. 


Senator Nichol: The bathtub analysis. 
Dr. Deutsch: That is right. 
Senator Molson: The big bathtub. 


Dr. Deutsch: We have been caught in this short-run 
business by attempting to control the interest rates on 
the short term. We have flooded the system with credit 
and finally discovered we have really raised the interest 
rates every time. This is what I mean by these short-run 
thrusts that take place in an attempt to achieve short-run 
goals, which either are irrelevant or cannot be achieved. 
We will have to live with larger short-run fluctuations 
and keep our eyes on the longer range goals. 


Senator Nichol: Over the past few years we have seen, 
Dr. Deutsch, recurring international financial crises of 
various sizes. During that period the American gold 
supply has been dropping and is down now I believe to 
$8 billion. There is now a very expansionary monetary 
policy in the United States. They still have the Vietnam 
war and other countries around the world are backing off 
the Bretton Woods Agreement. How do you think this 
will resolve itself? Some consider it to be a very ominous 
cloud on the horizon. Do you see it that way? 
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Dr, Deutsch: Yes, I think it is a serious concern. We 
have now vast sums of Eurodollars which can move in a 
massive way from one market to another, depending 
upon differences in interest rates, attitudes of people, 
expectations and so on. This will be an unsettling influ- 
ence in the kind of world we will be living in. 


How we can ultimately deal with this, I do not know. 
One step we have taken is to move to the flexible 
exchange rate, which helps a little. The Germans and 
Dutch are now using it. It may be that we will have to 
move to a more flexible system of exchange, maybe not a 
completely floating rate, but a more flexible system. 


Another step that would help would be for the United 
States to achieve a better position for its balance of 
payments. This constantly adds to the supply of Eurodol- 
lars, which is now very large and moves easily from one 
place to the next on the basis of interest rate differences. 
You can see what would happen in the event of serious 
differences in the state of the economy between, for 
instance, Western Europe and the United States, with one 
trying to follow high interest rates and the other low. 
This stuff moves around in great quantity. This adds a 
source of instability to the international world in which 
we live. 


Senator Nichol: This affects us as a trading nation. 


Dr. Deutsch: Yes. Some of the things we have to watch 
very carefully are our own exchange policy and our 
interest-rate policy in relation to the rest of the world. 
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We can easily get flooded one way or the other with this 
great supply of liquid funds that are now in the system. 
This is a source of instability, and we must keep very 
flexible in this regard. How we are going to solve that 
problem is not a happy prospect. 


The Chairman: Honourable senators, we are very close 
to the end of these hearings. Dr. Deutsch, who was 
purposely put in this slot, winds up the input. Tomorrow 
we hear from Dr. Rasminsky, and then on June 29 we 
hear Mr. Benson and Mr. Reisman on their reaction to 
some of the things we have heard. 

Dr. Deutsch, we thank you very much for taking the 
time from what we know to be an extremely busy 
schedule to give us the benefit of your very valued 
advise. We are especially thankful to you for dealing 
with the queston of the machinery needed to accomplish 
what we want to accomplish. 

As honourable senators know, Dr. Deutsch was the 
economic adviser to the Special Senate Committee on 
Manpower and Employment. That was, I believe, one of 
the better reports that the Senate put out. In fact, I 
understand that it was an outstanding report, which Dr. 
Deutsch was largely instrumental in writing. I only hope 
that in writing out report we can in some way live up to 
the standard you have set, Dr. Deutsch. Thank you very 
much. 


Dr. Deutsch: Thank you, sir. 
The committee adjourned. 
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Orders of Reference 


Extract from the Minutes of Proceedings of Wednes- on Wednesday afternoons at four o’clock for the 
day, March 17th, 1971: balance of the present session and that Rule 76(4) be 
PME leaveror ihe Senate suspended in relation thereto. 


The Honourable Senator McDonald moved, second- The question being put on the motion, it was— 
ed by the Honourable Senator Langlois: Resolved in the affirmative.” 

That the Standing Senate Committee on National , 
Finance be empowered to engage the services of such Robert Fortier, 
counsel and technical, clerical and other personnel as Clerk of the Senate, 


may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 
ters as may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Wednes- 
day, April 28th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 

Notwithstanding Rule 83A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates laid before Parlia- 
ment for the fiscal year ending 3lst March, 1972, be 
applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Tuesday, 
May 4, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.: 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 
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Minutes of Proceedings 


Thursday, June 17, 1971. 
(21) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
9.30 a.m. to consider the Question of Growth, Employ- 
ment and Price Stability. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Benidickson, Desruisseaux, Flynn, Gelinas, 
Grosart, Isnor, Laird, Methot, Molson, Nichol and 
Paterson—(13). 


Also present but not of the Committee: The Honoura- 
ble Senators Burchill, Carter, Casgrain, Lafond, 
McGrand, McNamara, Rattenbury, Smith and Sullivan 
—(9). 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics; Dr. David 
McQueen, Economic Consultant; Mr. William H. Neville, 
Editorial Writer. 


Witnesses heard: 
Bank of Canada: 
Mr. Louis Rasminsky, Governor; 
Mr. J. R. Beattie, Deputy Governor; 
Mr. G. V. Bouey, Deputy Governor; 
Mr. B. J. Drabble, Adviser. 


It was agreed to print as an appendix to these proceed- 
ings the Brief received from the Bank of Canada. 


At 12.55 p.m. the Committee adjourned to Tuesday, 
June 29, 1971. 


ATTEST: 
Gérard Lemire, 
Clerk of the Committee. 
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The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Thursday, June 17, 1971 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 9.30 a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, we will resume 
our hearings on the subject of growth, employment and 
price stability. We are delighted today to have with us 
the Governor of the Bank of Canada, Mr. Louis Ras- 
minsky. On his right are Mr. J. R. Beattie, the Senior 
Deputy Governor; Mr. G. K. Bouey, Deputy Governor; 
and Mr. B. J. Drabble, Adviser to the Governor. 

You have before you the submission filed by the Bank 
of Canada. I will just comment on it briefly. As I just told 
the Governor, I think it is an excellent submission. In a 
way it surprised me because it deals with many of the 
issues that have been raised by the witnesses who have 
appeared before us in the course of these hearings. 

As honourable senators will know from reading the 
brief, it opens with a general statement of policy and 
then goes on later, under headings of the issues that have 
been raised, to give the reaction of the Bank of Canada 
to those issues. 

I believe Governor Rasminsky has an opening state- 
ment, and since there will be many questions on the brief 
I will ask him to proceed with his opening statement 
now. 


Mr. Louis Rasminsky, Governor, Bank of Canada: 
Thank you very much, Mr. Chairman and honourable 
senators. I should like to express my gratitude for what 
you have said about our brief. We have tried to make it 
responsive to the preoccupations of the committee, and of 
course we have followed very carefully the evidence that 
you have heard over these last weeks, not only because 
of the inherent interest of the evidence itself but also in 
an effort to see what we ourselves could learn from it in 
regard to our own responsibilities. 


We certainly feel in the bank that we need all the help 
that we can get from every source. We do not feel that 
we know the answers. We are pretty convinced that 
there are no easy solutions to the extremely difficult 
problems which this committee is trying to grapple with. 


If I may do so without being presumptuous, I should 
like to say how useful a task I think has been undertaken 


by this committee. I do not suppose that there is any 
issue in western industrial societies that is more chal- 
lenging or more important than the issue you have 
undertaken to study and report upon—the issue of how 
we can improve our techniques, our procedures and our 
policies in an effort to reach the two objectives of full 
potential growth and employment without inflation. No 
country in the world has yet succeeded in doing that just 
as no country in the world, unfortunately, has found a 
method of bringing a sustained period of inflation to an 
end without pain. 


It is true that we have come a long way over the past 
25 years since the end of the war in our knowledge of 
how to use economic instruments to try to regulate the 
economy and achieve maximum growth and to avoid 
serious recession. For we have in fact avoided major 
setbacks, although it is obvious that the present perform- 
ance of the economy is not satisfactory, and it involves a 
degree of unemployment which everyone would regard 
as unacceptable. And this notwithstanding the fact that 
even during this last year or two the economy has con- 
tinued to grow. It has grown at an inadequate rate, but 
nevertheless it has grown a little over 3 per cent per year 
last year and perhaps currently it is somewhat higher. It 
is a performance which compares very favourably with 
the performance in the United States. But this is below 
our potential for growth and therefore it is 
unsatisfactory. 


There is one thing I would like to stress since I have 
the opportunity of appearing before honourable senators, 
and that is that we in the Bank attach the greatest im- 
portance to the objective of attaining full potential growth, 
or attaining full employment, if you want to call it that. 
It may seem odd that I should feel it desirable or neces- 
sary to make that statement, but I am well aware that 
the Bank is sometimes thought of as having a single- 
minded dedication to the goal of price stability and 
little concern with the great human misfortune of 
unemployment. This is simply not true. We are greatly 
concerned. If there is, in fact, any difference in this 
respect between us and some others, it is a difference 
of time perspective. We take the view that this country 
is going to be here for some time, and that our chances 
of achieving sustained growth and a sustained increase 
in employment will be considerably greater if we can 
manage to achieve a reasonable degree of stability in 
the value of money at the same time. 


I do not intend to ring the changes on the dangers 
of inflation or the ways in which inflation militates 
against sustained economic growth, and we have not 
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tried to do that in the brief. I have done it in my annual 
reports and in my public speeches, and it is part of your 
own thinking which is incorporated in your terms of 
reference. Besides, it may seem odd to appear to be 
belabouring the point about the importance of reasonable 
price stability at a time when the unemployment rate is 
in excess of 6 per cent, and in the forefront of everyone’s 
preoccupation. 


I know there is some feeling too that our concern 
to moderate the rate of inflation that was worrying not 
only ourselves but everybody else a couple of years ago 
when it reached levels of 5 per cent or so—led us to 
choose the wrong trade-off in that if we had been less 
concerned about inflation at that time we would have 
had less unemployment at the present time. Now, you 
have heard a fair amount in these hearings about the 
Phillips curve which suggests there is a direct relation- 
ship between the unemployment rate and the rate of 
inflation, and this Phillips curve theory almost invites the 
viewer to reach the conclusion that you can deliberately 
choose to have a higher rate of inflation over time 
in order to have a lower rate of unemployment. I 
believe this is a completely unrealistic view because 
it is completely static and takes no account of the 
reaction of people to inflation once they are convinced 
that it is here to stay. I shall have something more 
to say about this later when I refer to one of the 
leading ideas put before your committee by several 
distinguished witnesses who advised that the way out 
of our dilemma is to concentrate on the employment 
goal, and if that leads to inflation, then to learn to live 
with inflation. 


I would like to say right now that if I thought that 
by being willing to accept a higher rate of inflation 
we could in fact obtain lower levels of unemployment 
and high growth rates on a sustained basis, I would 
be prepared to accept this and recommend that we do 
what we can to see that people were equitably protected 
against the evils of inflation. I would not allow any 
preference for price stability to stand in the way of 
my making this recommendation. But I do not think 
this is or ever has been a realistic choice, one that 
we are ever confronted with except for relatively short 
periods of time. The problem is that once an inflation 
rate gets established, as ours was getting established 
in the late 1960s, people naturally count on its continuing 
and allow for it in all their transactions. This expecta- 
tion of continued inflation gets incorporated into busi- 
ness pricing decisions, into interest rates, into age and 
salary negotiations and this inevitably has the effect 
of pushing prices up. Now unless you are prepared to 
see this go on year after year, with all the inequities, 
the distortions, the speculations and the risk of ultimate 
breakdown that this involves, you have to draw the 
line somewhere. You gain nothing in terms of increased 
employment over any appreciable period of time by not 
trying to bring inflation under control while it is still 
nioderate. 


Now, if I can go back to our brief, the first half or so 
tries to set out the role of monetary policy and fiscal 
policy as the broad levers of the economy that have an 
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influence on aggregate demand, on spending in the econo- 
my and, through its influence on spending, on the level of 
activity. I do not think it is necessary for me to try to 
summarize this part of the brief, but I will remind you 
that monetary policy exerts its influence on the total 
level of spending by the way it can affect credit condi- 
tions, that is the cost and availability of money. Fiscal 
policy, which of course can be more selective and more 
purposefully directed towards particular objectives, that 
is to sectoral objectives or other particular objectives, 
can be more pinpointed than monetary policy, but it 
exercises its broad influence on spending through 
changes in tax revenues and government expenditures 
including, of course, the important lending activities of 
the government such as CMHC. 


The two policies, that is to say fiscal policy and mone- 
tary policy, are closely interrelated, particularly through 
the fact that the government’s fiscal position determines 
how much borrowing it has to do and how much new 
public debt it has to issue from time to time. And this 
taken in conjunction with the way the public debt is 
managed, that is to say the characteristics of issues 
offered whether for short-term or long-term, has an 
important influence on the liquidity of the banking 
system which would be more inclined to take up short- 
term issues, on the money supply and on credit condi- 
tions. So, honourable senators, it is obvious from what I 
have said that it is necessary for fiscal policy and mone- 
tary policy, which are so closely related, to be closely 
co-ordinated with each other. 


If I may turn now to monetary policy, there are two 
general remarks that I should like to make about mone- 
tary policy. After I have done so, I propose to say some- 
thing about the problems, the constraints involved in 
using demand policies generally in the effort to exercise 
some degree of regulation over the economy. 


On the face of it, one would think that monetary policy 
is an extremely powerful instrument, since there is no 
technical limit to the extent to which the central bank is 
able to go in tightening credit conditions or in making 
credit conditions easier. But in actual practice, monetary 
policy is subject to a number of very important con- 
straints, and we refer to them in our submission. 


One of these constraints—an extremely important one 
in an economy like Canada, which is so open and whose 
economic activity is to such a substantial extent affected 
by its trade relationships, as well as financial and invest- 
ment relationships with the rest of the world—is the 
level of interest rates outside Canada. If interest rates 
outside Canada, particularly in the United States, are low 
in relation to Canadian rates, it will tend to make 
Canadian securities attractive for foreign investors, and 
will tend to bring capital into Canada. 


This can have one or both of two consequences. If 
capital is attracted by a relatively high level of interest 
rates in Canada, by comparison with rates outside 
Canada, it would have the effect of adding to our 
exchange reserves, if we are on a fixed exchange rate. 
This in turn has certain consequences so far as Govern- 
ment finance is concerned, since Government has to use 
cash resources, either what it has in the till or what it 
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has to borrow, to pay for additions to our reserves. If 
Government does not do that, or if we are on a floating 
rate, the attraction of foreign capital has the effect of 
bringing upward pressure to bear on the value of the 
Canadian dollar. 

This is a constraint on monetary policy. Obviously if 
our interest rates are too low in relation to external 
rates, the opposite consequences then take place. There is 
loss of reserves or downward pressure on the Canadian 
dollar, and depending on the circumstances this too can 
be a constraint on our policy. 


If the central bank is, for this reason or for other 
reasons, limited in the extent to which it can permit 
interest rates to rise or fall, it means that the central 
bank cannot exert complete control over the size of the 
banking system, or, in other words, over the money 
supply. 

If the credit demands of the community, including 
governments, are very large, this tends to push up inter- 
est rates; and if for reasons relating to the exchange 
position or to the domestic economy this seems undesira- 
ble, the only alternative that the central bank has in 
carrying out its functions is to permit the banking system 
or the money supply to expand more rapidly. 


I should like to refer now to one or two problems 
connected with the use of monetary and fiscal policies as 
regulators of the economy. Unfortunately—and you have 
heard this from other witnesses, with whom I agree— 
these policies cannot be used to fine tune the economy in 
an effort to obtain precise targets, certainly in an effort 
to obtain precise targets with regard to those things 
which we are most anxious to influence, namely the level 
of output and unemployment. 

This is an obvious source of difficulty in view of the 
increasingly ambitious and precise targets that the com- 
munity has set itself for economic performance. 


There are two major sources of difficulty in using these 
instruments for fine tuning. One is that they operate with 
lags, and the other is that policy is essentially forward 
looking. 

We are learning more and more about the lags with 
which they operate. However, they are not precisely 
known. It appears that they are not even constant, that 
the lags vary from time to time. 


While they operate with varying lags, these policies 
always have to take into account the immediate situa- 
tion—in some cases the lags are relatively short, and 
normally monetary policy would have some influence on 
interest rates, particularly short-term interest rates with- 
out a very long lag. However, since some of the lags are 
long, in trying to operate your policies you not only have 
to take into account the immediate situation, but you 
have also to form a judgment on what the situation is 
going to be during the period of the lag while these 
Policies that you initiate are taking effect. 


In other words, it is an essential part of the operation 
of these policies that you have to make some sort of 
forecast. You have to form some judgment on what the 
economic situation is going to be a year or a couple of 
years ahead. 
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We have made considerable progress in the business of 
economic forecasting, but we still have a long way to go. 
Even our information with respect to the current eco- 
nomic situation is somewhat out of date. Considerable 
improvement has been made by the Dominion Bureau of 
Statistics in the timeliness of their figures. I believe the 
bureau should be given all the support possible to 
improve that timeliness and continue as they have been 
doing to improve the quality of their information, It is 
the case, nonetheless, that a period of six weeks elapses 
before we have the first tentative fix issued by the 
bureau as to what the big measure of economic perform- 
ance, as embodied in the gross national product, has 
been. Then we know that these figures may later be 
subject to very considerable revision. 


This means in a sense that when we come to forecast- 
ing the first thing to do is backcast. A judgment must be 
formed as to the actual starting point of the forecast. 
Then we must go through the difficult exercise of pre- 
dicting the course of economic activity, not only in 
Canada, but also—a standard and necessary part of our 
forecasting here—the course of economic activity in the 
United States. A view must be formed as to what the 
reaction of consumers, producers and governments will 
be to economic developments as they unfold. This sounds 
rather discouraging, I know. However, I am _ not 
discouraged; I think that we have made considerable 
improvement in our methods of forecasting, including the 
use of econometric techniques. I am confident that we 
will see a steady improvement, both in our knowledge of 
lags and our ability to make tolerably accurate forecasts. 
In the bank we are devoting a good deal of effort to this 
and, of course, a great deal of work, which we follow 
closely, is also being done outside. 


Another problem, or constraint if you like on the use 
of demand management policies as regulators of the 
economy, is that basically these policies are designed or 
oriented towards use in a cOmpetitive market economy. 
In fact, it is one of the advantages of these policies that 
their regulation effect is general and they leave the max- 
imum possible scope for private decision-making as to 
what is produced and consumed. In the determination of 
prices they exercise their influence more generally on the 
level of activity and on the general trend of prices in a 
way that is consistent with a high degree of economic 
freedom. 


However, it is the case that our economic system is not 
as fully competitive as all that. In some respects situa- 
tions do arise from time to time in which particular 
groups in the economy are able to use market power in 
ways that seem to produce some inflation. This is so even 
when the economy is not operating under a full head of 
steam. They also help inflation to persist when steps have 
been taken to moderate the increase in demand. The 
conclusion reached from this is that it is clearly neces- 
sary to enforce competition pOlicies and other anti- 
monopoly policies vigorously. 


Apart from this, there may be room for some innova- 
tions in the field of preventing the misuse of market 
power. I should say right away, however, that this is a 
field in which I am far from being an expert. I am very 
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much aware of the difficulties in making specific 
recommendations. 


I know also that there has been much discussion before 
your committee with regard to voluntary agreements and 
guidelines. I know that most people think that the 
experience of other countries has not been encouraging 
and that our own experience with the Prices and Incomes 
Commission has not been particularly successful. 


At the same time, it seems to me and I make this 
simply as a general statement without being prepared to 
elaborate on what the technique could be, that in the 
effort to achieve full employment without inflation we 
badly need some mechanism for bringing the public 
interest to bear in the process of price and wage 
determination. 


Looking over the proceedings of your committee and, 
of course, on account of the lapse in time I have not had 
an opportunity to see all the evidence, we have picked 
out in the brief four particular matters on which to 
comment. One is the proposal made by several of your 
witnesses who were impressed, as we have been 
impressed, by the rather wide swings that have taken 
place in the money supply in Canada and, indeed, in 
other countries, from time to time under a discretionary 
monetary policy. One strand of thought that has been put 
before you is the suggestion that this country should 
follow a simple money supply rule. This would mean 
managing our affairs with the money supply increasing 
year by year at a constant rate which would be more or 
less commensurate with our potential for real growth. 
There would perhaps be a modest allowance for an 
upcreep in prices of perhaps 2 per cent per year. 


When I have commented on this I would like, if you 
will permit me, to summarize the main alternative views 
of how demand management itself should be considered. 
The first comment I would like to make with regard to 
the proposal for a money supply rule is that if I could 
convince myself that it was a good thing for Canada and 
would produce the results sought, I would be at the head 
of the queue in advocating it. It would greatly simplify 
the life of the central bank. The money machine would 
be put on automatic pilot, we would go ahead and do the 
other things that had to be done. We might even have 
more time to do things that we really wished to do than 
we now have under a discretionary system. You could be 
sure that when things went wrong the fault was not to be 
found in monetary policy; you would have to look some- 
where else for the trouble, because you were operating 
according to the rule. 


There are a number of problems connected with this 
rule. The first one is that the rule is not very precise, and 
it has not been made very precise by those who have 
advocated it. They have not really defined what they 
mean by the money supply, which should be stabilized, 
and to my way of thinking a great deal would hinge on 
this; at least, it would make quite a difference what 
money supply figure you chose to stabilize the growth of. 
We keep track of various monetary aggregates in the 
Bank of Canada. Let me mention two or three of them. 
Money supply as normally defined by the Americans 
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means currency and demands deposits; that is transaction 
balances, or, to demonstrate that I am familiar with the 
technical verbiage, M1. 


Senator Grosart: Is that what they call the money 
supply in a narrow sense? 


Mr. Rasminsky: That is right, senator, that is money 
supply in the narrow sense. That is one figure. Another 
figure is a broader definition of money supply, which 
would include not only demand deposits, but other claims 
on banks in the form of savings deposits or certificates of 
deposits. 


Let me just take these two figures, because I do not 
want to burden you with too many. If you look at these 
figures over a period of time—and here I have chosen 
two separate periods to make this point—narrowly 
defined money supply in Canada between the end of 1960 
and the end of 1965 increased at an average annual rate 
of 5.3 per cent. Currency and total privately held depos- 
its—that is M2 or broadly defined money supply— 
increased at an annual rate of 7.6 per cent. In later years 
the differences were even greater. Between December, 
1965, and December, 1970, M1 increased at 6.3 per cent, 
M2 at 9.9 per cent. Surely it would make a very consid- 
erable difference which of these magnitudes you chose to 
stabilize. 


Not only this, but the monetary aggregate analysis 
seems to me to suffer from the defect that money is not a 
very precise thing. Money is a whole spectrum of things; 
various liquid assets have degrees of moneyness that 
make them very similar to each other. You have bank 
deposits, for example; there are various kinds of bank 
deposits, which I have just been talking about in the 
distinction between M1 and M2. There are deposits with 
trust companies, which from the point of view of the 
holder are just as liquid as deposits with a bank. There 
are treasury bills. What is the difference, from the point 
of view of the inducement, the likelihood of spending of 
the individual, between a treasury bill that is about to 
mature tomorrow and a deposit in the bank today? Simi- 
larly with short term paper of other sorts. 


This is the first problem I have with this concept, the 
problem of definition. The proponents change their defi- 
nition from time to time. There is also the problem of the 
spectrum of liquidity that in modern society we have to 
hold in various forms. 


But more basically the problem that I have in this is 
that we have not been able to discover through research 
and experimentation any ascertainable constant relation- 
ship between the money supply, however defined, and 
economic activity for Canada. I know no central bank, 
that operates strictly on the basis of trying to stabilize 
the rate of growth of money supply. I think it is the case 
that the revival of monetarism in recent years—which as 
you know is quite an old theory, the quantity theory of 
money—has caused central banks around the world to 
pay more attention, and in some cases even to give some 
lip service, to a money supply rule. But, as I say, I know 
no central bank that operates on the basis of the straight 
money supply doctrine. 
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The money supply theory, of course, reflects discontent 
with the wide swings in monetary aggregates that have 
taken place under a discretionary policy, and I have 
sympathy with that. I do not like the wide swings in the 
monetary aggregates either. The alternative to wide 
swings in monetary aggregates would be wide swings in 
interest rates and, for the reasons I gave at the beginning 
of this exposition, wide swings in exchange reserves, 
with financing problems, or in the actual level of the 
exchange rate, that would occur if the central bank did 
not permit some of the impulses producing these 
increases in interest rate or interest rate differentials to 
be moderated by permitting some expansion in the bank- 
ing system to take place, and consequently some devia- 
tion in the money supply. 


Of course, many witnesses have pointed out, and I 
think they are right, that if we were to follow a money 
supply rule in Canada it would necessarily involve a 
fluctuating exchange rate. In other words, the price of the 
money supply rule here would be wider variations in 
interest rates, wider variations in the exchange rate. 


Apart from this there are some occasions on which 
there is really not much choice with regard to permitting 
the money supply to expand quite rapidly if a worse evil 
is to be avoided. Let me remind you of the situation that 
arose with regard to Atlantic Acceptance in 1965, when 
the failure of that company created a very serious threat 
to the whole credit system in Canada. Other issuers of 
short term claims on themselves came under a cloud, and 
there was a real possibility that they would not be able 
to renew their maturing obligations when they fell due. 


In other words, there was the possibility of a credit 
crisis in the country. We dealt with that by encouraging 
the banking system to come to the aid of credit-worthy 
issuers of short-term claims and not to be unduly con- 
cerned about the adequacy of their resources in order to 
do so. You will recall that this was a period when the 
banking system was quite tight, and the result of this 
was that the banking system did expand quite rapidly 
and we avoided a credit crisis. 

Another example was the revision of the Bank Act in 
1967. The removal of some of the competitive inhibitions 
that there had been on the commercial banks in compet- 
ing with other financial institutions resulted in a change 
in the growth relationship between commercial banks 
and other financial institutions such as trust companies. 
Trust companies, for example, had previously been grow- 
ing much more rapidly than had the banks. After the 
revision of the Bank Act the opposite was true; for a 
while the banks grew more rapidly. This consequent 
more rapid growth of the banks was one of the factors 
contributing to the unusual degree of expansion in the 
banking system. It was only one of the factors, admitted- 
ly, but it was an important factor giving rise to that 
unusual degree of expansion. 

Another example that I might give is the exchange 
crisis that occurred in 1968 when we were running out of 
reserves very rapidly. It was necessary to jack up the 
interest rates very high in Canada in order to make this 
an attractive country in which to leave your money or in 
which to put your money. This resulted in a period of 
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very tight monetary policy with very nominal rates of 
growth in the money supply. 

In short, it seems to me that the risks involved in 
Canada’s having a flexible monetary policy which can 
respond quickly to changes in our external position as 
well as to changes in our domestic position are much less 
than those involved in leaving the economy to adjust on 
occasion to sharp changes in financial conditions or to 
sharp changes in foreign exchange rates. 


Mr. Chairman, am I taking too much time? 


The Chairman: No, Governor, that is fine. You are 
taking more time than we thought you would, but we are 
pleased that you are since it is such a marvelous exposi- 
tion. However, honourable senators, we might recess for 
five minutes at 11.30 and then come back, because I think 
our questioning will take a little longer than we thought 
it would. 


Mr. Rasminsky: Mr. Chairman, what I should like to do 
now is refer to what, in our opinion, are three of the 
main strands of thought that have come before your 
committee on how we should look at demand manage- 
ment, There have been other strands of thought, but I am 
not going to refer to them. 


One approach that has been put before the committee, 
and I might say that it is the approach we follow in the 
Bank of Canada, is that demand management should be 
responsive to the trend of activity and the trend of 
inflation in the country and that fiscal and monetary 
policy should normally try to steer the economy towards 
sustained high levels of production and employment, but 
that, if at some stage the economy shows or threatens to 
show signs of appreciable inflation, financial policy 
should try to moderate the rate of growth of demand for 
a time to cool off the economy in order to give the prices 
and costs a chance to stabilize. The cooling out should be 
gradual. We should certainly avoid anything like a major 
recession. After the demand pressure on the economy had 
eased moderately, it would bcome appropriate to 
encourage a gradual strengthening in demand with the 
expectation that the economy would return to its full 
rate of growth and then gradually become more fully 
employed and at the same time give a better perform- 
ance of costs and prices. 


This, in fact, is the core of the strategy that we have 
been following in the last few years in Canada. Of 
course, it is the same in the United States. Obviously, the 
success of this strategy depends on how the economy 
reacts and, whether prices and costs do in fact moderate 
at only modestly lower levels of activity, and how long 
that takes. Various things have been done to encourage a 
better reaction, including public discussion. 


Well, I think one would have to say that the issue is 
still in doubt, although there are some encouraging signs. 
I said before that I thought there was need to give 
careful consideration to the means available to improve 
these reactions and to consider the possibility of limiting 
the use of special market power by particular groups. 


The great advantage of the demand management tech- 
nique is that it is flexible and that it operates through 
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market forces to get a better performance of the economy. 
This technique, of course, is difficult. It raises particular 
questions. When one is confronted with a situation where 
the economy has cooled out in the sense that there is a 
higher level of unemployment and more slack than one 
would like to see, and prices and costs continue to rise in 
that situation, then that is a really difficult question in 
connection with the use of demand management policy. 


There are some who think that the so-called cost-push 
has come to be in modern society a phenomenon that 
exists regardless of the state of demand in the economy, 
and that it is, therefore, a mistake to try to have any 
influence on this by demand management. The conse- 
quences of reaching this conclusion would be very far- 
reaching. If it were a completely independent phenome- 
non, then to deal with it would involve a degree of direct 
interference with the processes by which prices and 
incomes are determined which goes beyond anything that 
we have seen in this country in peacetime. 


For my part, I think that at a minimum it is too soon 
to reach such a pessimistic view. At the present time, for 
example, one would not be justified, in my opinion, in 
reaching the conclusion that significant reductions in the 
level of unemployment will turn out to be inconsistent 
with fairly good cost and price performance. This is the 
general strategy on which demand policies are now based 
in this country, and while it is true that there has been 
some disappointment in the performance of the economy, 
the test is by no means over. I think that we can explain 
what has happened up to now without having to have 
resort to this more pessimistic interpretation. I think that 
we can explain it in these terms, namely that the lags in 
the response to demand management policy have been 
unusually long because of the strength of the inflationary 
expectations that had been built up. 


I think that another part of the explanation is that a 
policy of gradualism has been used. I do not think there 
is much doubt that, if the central bank had no concern 
and Government had no concern with levels of unem- 
ployment, with the degree of slack in the economy, if the 
policies had been tough enough, even the cost inflation 
could have been brought to an end. But of course we do 
have that concern, we all have, and this led to a 
stretched out policy of gradualism, which has probably 
militated against quick adaptation on the cost side. 


Of course, the third factor that has worked against us 
has been the inflationary atmosphere abroad. Costs do, 
however, show some signs of responding; and I think that 
it is reasonable to expect that, as the economy moves 
forward more rapidly, we will get more rapid increases 
in productivity and that unit costs will go down, so that 
significant reductions in unemployment will go hand in 
hand with some improvement in the cost position. 


This strategy is not certain to work. A great deal 
depends upon price developments in the United States. If 
it turns out that they do not get complete control of their 
price situation, then an attempt on our part to insulate 
ourselves completely from the increases in prices and the 
increases in costs in the United States through demand 
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management policies, would certainly be too high in 
terms of lost production and unemployment. 


It used to be said that we in this country should try to 
do as well as the United States and perhaps a little bit 
better. On the price side, we have done a little bit better, 
in part through special factors such as the rise in the 
exchange rate and factors relating to food prices; but the 
underlying trend of costs in Canada has not, I think, 
behaved any more moderately than it has in the United 
States. 


If the United States does not succeed in reaching its 
objectives regarding the control of prices, then obviously 
it is going to be more difficult for us to reach ours. 


One of the other main strands of thought put before 
your committee was the recommendation that we should 
relax and enjoy it, that we should learn to live with 
inflation. Our demand management policy should be 
directed towards full employment at all times and, if it 
turned out that this produced inflation, we should accept 
that and adjust to it, by tying what incomes we could to 
the rise in prices through some process of indexing. The 
argument is that it is easier for society to adapt itself to 
inflation than to any significant short fall from full 
employment output. 


This line of reasoning is really a development of the 
Phillips curve theory on which I commented at the begin- 
ning. It assumes that we can trade off our unemployment 
against inflation over an appreciable period of time. In 
other words, it assumes that people are fools, that people 
will not know what is happening to them. I would not be 
prepared to make that assumption, that people are fools; 
as inflation proceeds it will become embodied in every- 
one’s expectations, and Government and the central bank 
will not be able to claim price stability as a goal. 


When people saw what was happening they would 
adjust their behaviour to it and make whatever arrange- 
ments they could to protect themselves against what was 
now an Officially sponsored expectation of inflation. 


This would lead—I do not see how it could fail to 
lead—to an acceleration of prices, and this without any 
benefit in terms of increased employment. Any impulse 
from inside or outside the economy that tended to raise 
prices would go ricocheting through the economic system 
and would affect all other prices. 


At some stage in this game, governments would cer- 
tainly feel that they have to bring the process to an end 
and they would have to follow restrictive policies to do 
So. 


There is one further aspect of this living with inflation 
to which we have not referred in our brief and that is 
the effect on capital markets. Of course, capital markets 
do not exist as ends in themselves, but as means of 
mobilizing savings and putting them to productive use. If 
we embrace the living with inflation theory, it would be 
very difficult for borrowers to put out long term obliga- 
tions. It certainly is noticeable that, in countries that 
have suffered serious inflation, there is virtually no long 
term capital market and borrowing is done at short term. 
This inability to fix the cost of borrowing, long term, 
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would be a very great inhibition on both private capital 
expenditures, that are so important a factor in economic 
growth, and on the financing of housing and other social 
capital. 


The third general line that has been taken by some 
witnesses before your committee is the line of price and 
incomes control, and I am just going to say a word about 
that. The view has been taken by some that the world 
has changed so much and the basic inflationary pressures 
are so great that you can no longer expect aggregate 
demand policies to control inflation, and the only thing is 
to do is to put on price and wage controls. You have 
heard from other witnesses a great deal about the prob- 
lems and difficulties in this, their effect on economic 
efficiency, their administrative problems and the prob- 
lems that arise when then controls are removed. This 
proposal relies very heavily on the ability of government 
to establish an acceptable system of price control that 
would substitute itself for market forces in determining 
prices and incomes. And even if we could devise an 
acceptable system, this would not eliminate this problem 
of demand management because if you did not regulate 
demand in a way which did not bring too much pressure 
against the controls, you would have the whole procedure 
of black markets, rationing, loss of confidence in the 
control mechanism and an ultimate breakdown of the 
control. 


Mr. Chairman, I did not realize I was going to talk this 
long. I had intended to wind up by saying something 
about current monetary policy. 


The Chairman: I think that would be very acceptable, 
Governor. Is that agreed, honourable senators? 


Hon. Senators: Agreed. 


Mr. Rasminsky: I shall be very brief on this. Since the 
first quarter of 1970 monetary policy has been directed to 
increasing the rate of growth in the economy. We had in 
the previous period of restraint and earlier periods some 
experience with the long time-lags involved. This was a 
reminder that there would also be lags when the time 
came to encourage a resumption of growth, so policy 
shifted to an easier stance before there was any really 
convincing evidence of improved price performance, and 
certainly no evidence of improved cost performance. 
Since then, as you know, price performance has 
improved materially. It is worth drawing your attention 
to the fact that this shift in our stance took place when 
the unemployment rate was about 5 per cent, although 
we realized that, with the lags involved, the rate was 
going to go higher before the easier monetary policy and 
the easier fiscal policy which was adopted about the same 
time would take hold. This change in this policy was 
based on the view that while the more expansionary 
policies would encourage an increase in output and an 
increase in employment, the change in market conditions 
brought about by the lessening of demand pressure 
would continue to exert a moderating influence on price 
and costs. Over the last 15 months or so, there has been a 
very substantial increase in the money supply, a sharp 
rise in bank liquidity, funds have been readily available 
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from the banking system and other financial institutions, 
and from the domestic bond market. There has been a 
reduction in interest rates, and a particularly marked 
reduction at the short end of the market, although long- 
term bonds rates and mortgage rates are also below the 
peak levels. One of the factors that has influenced us in 
pursuing as easy a policy as we have done has been not 
only the domestic situation itself, but the related change 
in Canada’s international position, the swing from cur- 
rent account deficit to current account surplus which, 
taken in conjunction with some continued inflow of long- 
term capital, has tended to put upward pressure On the 
exchange rate. We have been very conscious of the need 
to conduct our operations in a way which would help to 
accommodate this change in our international position 
and relieve the upward pressures on the exchange rate. 


I think I can bring it to an end there, Mr. Chairman. 


The Chairman: Thank you, Governor, for taking the 
trouble to give us such a comprehensive statement. It will 
be very helpful in relation to the questions which you 
will be asked. 


I would suggest to honourable senators that as there 
will be many questions for Governor Rasminsky and for 
the officials who have accompanied him perhaps it would 
help matters if honourable senators would restrict sup- 
plementary questions to those questions that relate 
extremely directly to the main question. We will examine 
the questions as we go along. But perhaps it would move 
things a little faster if we could restrict supplementary 
questions very narrowly to the main question. 


Senator Nichol: Mr. Rasminsky, all of our witnesses 
and visitors here including yourself have dealt in many 
different ways with the difficulties of monetary and fiscal 
management, with the problems of lags, the problems of 
the information system and with statistical difficulties, 
and there has also been a general rejection of “gimmick- 
ry” as a solution—I think that was Dr. Deutsch’s word— 
to the problems with which we are struggling. There has 
also been a considerable amount of discussion about the 
need to try to improve the accuracy and efficiency of 
existing mechanisms rather than to search for magic 
answers. In this country we have the Bank of Canada, 
the Department of Finance, the Prices and Incomes Com- 
mission, the Economic Council of Canada, and we have 
economic advisors in the Privy Council office and in the 
Treasury Board, and I am sure you can think of many 
other institutions operating in this whole field of econom- 
ic management. 


Dr. Deutsch suggested yesterday—it is not printed, but 
perhaps you saw what he said—that some sort of council 
of economic advisers to the cabinet would perhaps be a 
useful thing. It is obscure to me how decisions of timing 
are made within our present governmental institution. 
For instance, you said that a decision was made in early 
1970 to encourage economic growth, and so on, and that 
this change was made when the unemployment level was 
at 5.5 per cent, and so on. 


Mr. Rasminsky: Five per cent. 
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Senator Nichol: I realize that your position here is 
different from that of other witnesses, because you have 
specific, definite and heavy responsibilities for the 
Canadian economic scene which most of the others have 
not had. What can you tell us about how such a decision 
as that is reached within the present overall structure of 
economic management in the federal Government? 


Mr. Rasminsky: In a way, senator, Mr. Benson would 
be a better witness on this question than I, because the 
problem of co-ordination within Government is one that I 
am not able to answer. 


As you know, a great deal has been done in the last 
couple of years in the way of interdepartmental and 
interministerial committees dealing with economic prob- 
lems. However, I am not able to tell you precisely how 
they work. 


So far as the Bank of Canada is concerned, our main 
co-ordination is with the Department of Finance, which 
is the department responsible for the other broad lever, 
fiscal policy. 


Senator Nichol: 
board. 


Their deputy minister is on your 


Mr. Rasminsky: The deputy minister is ex officio on 
our board. The deputy minister is also ex officio a 
member of the executive committee of the board which 
meets much more frequently than does our board. It 
meets weekly. 


This provides the formal occasions for the discussion of 
the state of the economy, of monetary policy, and of the 
state of Government finances, in which we are involved 
not as a principal but as fiscal agent of the Government. 
We have some responsibility for the management of the 
public debt, which is very closely related to monetary 
policy. 

Apart from that, there are, of course, many informal 
contacts between myself and the Deputy Minister of 
Finance and between myself and the Minister of Finance. 
I see the Minister of Finance regularly. We discuss the 
economic and financial situation each week. In fact, the 
Bank of Canada Act prescribes that we shall do so. 


In the course of these discussions we would exchange 
views and reach a consensus—or we would normally 
reach a consensus. There might be occasions when we did 
not, but we would normally reach a consensus on which 
way the levers should be pushed. This presumably would 
then be discussed with the Prime Minister. So far as I am 
concerned, this is the technique of co-ordination and 
decision-making. 


Senator Nichol: Thank you. In effect, without putting a 
name to it, this is close to what Dr. Deutsch was talking 
about yesterday. 


Mr. Rasminsky: I am not sure of that, senator. I read 
the account of Dr. Deutsch’s evidence in the newspaper 
this morning. I had the impression that Dr. Deutsch was 
suggesting that some new body, without any departmen- 
tal or administrative responsibility, should be set up; that 
it should be something akin to the American Council of 
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Economic Advisers, and would be another source of 
advice to the Government on what it should think about 
the state of the economy. 


Senator Nichol: In examining the question of improv- 
ing the depth of our knowledge on how to use these 
existing techniques—about which you pointed out that 
we have made great progress in the past 25 years, but 
that you would like to see improvements. 


Mr. Rasminsky: We have a long way to go. 


Senator Nichol: Do you see this structural or mechani- 
cal system which I have described as a place where there 
could be some improvement? That is an awfully broad 
question. 


Mr. Rasminsky: I am sure there is always room for 
improvement. The forecasts that we make of the econom- 
ic situation do not invariably turn out to be right. How- 
ever, they also invariably do not turn out to be wrong. 
There is certainly room for improvement. 


The amount of co-ordination that is now taking place, 
at both the official and ministerial level, is a good deal 
greater than it used to be. If I may make your question 
more pointed than you yourself did, if you are asking me 
whether I have any specific recommendation to make 
that would improve the degree of co-ordination, the 
answer is that I do not have any specific recommendation 
to make. 


Senator Molson: Mr. Chairman, I would like to ask a 
question regarding the structure of Mr. Rasminsky’s area 
of responsibility. He is, I think, the first witness who has 
appeared here whose opinion is not only valuable and 
respected by us but, through his responsibility, he is held 
accountable for the views follow on through his 
executive or administrative action. 


In those responsibilities in the monetary field, owing to 
the structure of the banking and non-banking system in 
Canada, is he not perhaps endeavouring to discharge a 
very key responsibility in a vehicle that perhaps is oper- 
ating on seven instead of eight cylinders? Is his work not 
rendered extremely difficult by the fact that part of the 
banking system is in the non-banking system? 


Mr. Rasminsky: I regard your suggestion that we are 
operating on as many as seven cylinders as a great 
compliment. 


Senator Molson: I thought of five, but I chose seven. 


Mr. Rasminsky: Do not reduce it, please. We have 
devoted much thought to the question of whether there is 
in Canada an important group of financial institutions 
which, in their absence, I will refer to as the near banks. 
They do not like to be termed near banks; they prefer 
the expression non-bank financial institutions. 

The question is whether the fact that our writ, so to 
speak, extends only over those institutions which are 
incorporated under the Bank Act and which have to hold 
cash reserves with us and, taken as a group, whose size 
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therefore we are able to control, renders monetary policy 
seriously ineffective. 

My answer for deposits is that there is enough com- 
petitition between the banks and these other institutions. 
Therefore the impulse that we wish to give to the eco- 
nomic system through, for example, tightening credit, can 
in fact work. If we have a tight monetary policy, then 
interest rates generally will go up all through the eco- 
nomic system. Trust companies, Caisses Populaires and 
the other institutions will be affected, and their custom- 
ers will be affected in much the same way as the custom- 
ers of banks. 

So that while it might in some respects simplify life if 
all financial institutions were banks and subject to our 
control, I do not regard the existence of deposit-taking 
institutions which are not subject to the Bank Act as a 
very serious limiting factor in the execution of my 
responsibilities. 


Senator Molson: Supplementary to that, could I ask if 
it has any effect on the time lag? 


The Chairman: That is, does it lengthen the time lag? 


Senator Molson: Yes, lengthen it is really what I 
meant. 


Mr. Rasminsky: I do not see why it should lengthen the 
time lag. First of all, the time lag on interest rates is 
pretty short. The competition is sufficient that there is 
not a very significant difference in the time lag there. 
The time lag in the case of banks arises because they 
have a buffer of liquid assets on which they can draw to 
make loan commitments, even after we have started to 
tighten policy. In the same way, when we loosen policy 
their first reaction is to try to build up their liquid assets, 
rather than to increase their loans. 

However, I think that the competition between the 
institutions is close enough that it does not materially 
add to our problem of time lags. 


Senator Grosart: My first two questions have in effect 
been asked. 


The Chairman: That is a happy event, senator, but you 
have more. 


Senator Grosart: I have some supplementaries. First of 
all, following Senator Nichol’s question regarding the 
mechanism for co-ordination and policy decision-making, 
the brief at page 9, at the top, notes the importance of 
co-ordination but also states: 

—co-ordination does not mean that at all times the 
two policies need be moving in the same direction. 


I wonder if you would expand a little on that? It is 
frightening to think of monetary and fiscal policies 
moving in different directions and yet attempting to 
achieve co-ordination. 


Mr. Rasminsky: This is a very complicated problem of 
the mix of policies. Both policies are designed to influ- 
ence aggregate demand in the economy. Monetary policy 
does so by having an influence on credit conditions, that 
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is on the cost and availability of credit. A situation in 
which it is desired to have a certain level of interest 
rates for international reasons, for instance a relatively 
low level for reasons relating to the international posi- 
tion, may not gibe completely with what is desired with 
regard to the level of domestic demand in the economy. 


Let me give you an example, which I would like to 
take about as far away from home as I can in order to 
avoid any misunderstanding. Germany is now faced with 
a problem of inflation and an overheated economy; costs 
have been rising extremely rapidly. They want to bring 
that under control. Until recently the chosen instrument 
of the Germans in attempting to bring the situation 
under control has been monetary policy. They have had a 
rather tight monetary policy, which has meant rather 
high interest rates. The result was the attraction of a 
great deal of funds. Their interest rates were higher than 
those externally in the Eurodollar market and in the 
United States. The Bundesbank had to buy these funds 
and create D-marks against them, which increased the 
liquidity of the economy and went counter to their 
objectives. 


It was this fact that finally led the Germans, as you 
know, to decide to stop buying the funds and to allow the 
exchange rate to float. 


What the Germans seem to be in process of doing is 
changing the mix of their policies. They seem to be in 
process of relying more on a restrictive fiscal policy, 
accomplished through higher taxation and perhaps 
reduced expenditures, to control the domestic situation, 
while they may take a somewhat more relaxed attitude 
on the interest rate side in order to stop attracting funds 
from abroad. This is a situation where the overall arm of 
policy is directed towards cooling off the economy, 
towards controlling inflation, but the main emphasis on 
the domestic side is being placed on fiscal policy, whereas 
monetary policy is not moving as vigourously in that 
direction. 


Senator Grosart: Would this be a partial explanation of 
why at times we are told, by the financial press at least, 
that at budget time the Minister of Finance is under 
diverse pressures, one from, say, the industry trade and 
commerce side and one from the finance side? That is, 
the decision, say in broad terms, whether a budget will 
be restrictive or expansionary. 


Mr. Rasminsky: No, I do not think so. I think if there is 
a difference of opinion originating there between the 
Department of Industry, Trade and Commerce and the 
Minister of Finance on whether the budget should be 
expansionary or not expansionary, that would be more 
likely based on a different reading of the economic situa- 
tion, of what was called for. This mix of policy problem 
is more a question that could arise between the Bank of 
Canada and the Minister of Finance, because those are 
the policies that we are talking about mixing. Situations 
could arise in which it seemed desirable that one policy 
should be directed towards the international situation 
and the other would be directed more towards the 
domestic situation. 
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Senator Grosart: This would really then be a second- 
ary decision level. Having decided the job, this problem 
arises when you decide what tools to use to do the job. 


Mr. Rasminsky: I think that is right. 


Senator Grosart: I should like to put a supplementary 
to Senator Molson’s question. Assuming a decision to 
adopt a monetary rule policy, to what extent could the 
central bank make it effective in terms of numbers, let us 
say a 6 per cent rise per year? Could the central bank 
actually achieve that? 


Mr. Rasminsky: We could not achieve it day by day, or 
perhaps even month by month, because the linkages in 
the system are not as tight as people normally believe. I 
am sometimes quite surprised when I read the paper on a 
Friday morning, after we have published our weekly 
financial statistics, and read, “The Bank of Canada last 
week decided to add $250 million to the money supply.” 
We took no such decision. The money supply figures in 
any relatively short period would be affected by factors 
that are not within the control of the central bank. For 
example, the basic instrument that we have, as you 
know, is the cash reserves we provide and the require- 
ment that the chartered banks should maintain a certain 
ratio of central bank cash—that is deposits with us on 
our notes—to their own deposit liabilities. The chartered 
banks change their minds, they do not work to a constant 
ratio day by day or even week by week. They may be 
affected by expectations or by surprises. If we decide on 
a cash setting that we regard as being neutral—that is to 
say, a cash setting that we do not intend, on the basis of 
past experience, to cause the banks to add to their liquid 
assets, because they abhor not making any money out of 
their deposits with us—if the banks have changed their 
view as to what they regard as neutral, maybe in antici- 
pation of what we are aiming at or for some other 
reason, then we may be surprised one week to find that 
the banks have added to their liquid assets, which would 
produce an increase in the money supply, even though 
we intended the setting to be neutral. 


Another thing that would cause a change in the money 
supply over a short period of time is the behaviour of 
bank loans. Banks have very large outstanding commit- 
ments for loans; those commitments may fall in a par- 
ticular week and the bank simply has to meet it. So our 
control over the money supply in any short period of 
time is not nearly as precise as most people think. On the 
other hand, we certainly have the control over a long 
period of time, provided we are prepared to accept the 
consequences of exerting control. 


If we set out to allow the money supply on some 
definition to increase at 6 per cent a year, to take the 
figure that you used, there is no very important technical 
reason why we should not achieve that result. The conse- 
quences would be much wider fluctuations than we 
would otherwise have had under a more discretionary 
policy in interest rates, and, under a fluctuating exchange 
rate system, much wider fluctuations in the exchange 
rate 
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Senator Grosart: I was going to ask you that question, 
Mr. Rasminsky. Why is it that a constant rate of increase 
in the money supply would automatically bring about a 
wider swing in interest rates? You would think it would 
be the other way round, that if the money supply was 
constant the interest rates would tend to be constant. 


Mr. Rasminsky: I suppose the basic reason is that the 
demand for credit is not constant; that changes from 
time to time, including the demands of governments for 
credit. As you know, government cash requirements are 
quite large. As these credit demands came on the market, 
if there was no expansibility, if there was no give in the 
banking system at all, they would, I think, necessarily 
produce wide fluctuations in interest rates. 


Senator Grosart: You do not think that in the long run, 
over a period of, say, five years, this constant rate of 
increase in the money supply would tend to give a much 
higher level of constancy to expectations, business spend- 
ing intentions and so on? 


Mr. Rasminsky: If everything else remained constant; 
if you had no external shocks, for example, or if you had 
no inpulses on the domestic economy originating from 
abroad; if you did not have, say, a foreign-based resource 
boom such as we had in the 1950s which creates large 
demands for credit; if government increased its credit 
demands at a constant rate, and if private credit demands 
other than those originating abroad increased at a con- 
stant rate, this would be nice. It certainly would be nice 
if things happened this way, and it may well be that in 
that sort of situation you would have or could have a 
more stable rate of growth in the money supply without 
the wide fluctuations in interest rates that I have been 
referring to. But unfortunately I do not think that is the 
sort of world we are living in. We do have important 
relationships with the rest of the world that affect the 
level of activity here and affect the level of demand for 
credit. 


Senator Grosart: Does this all mean that, dislike it as 
we may, we might as well learn to live with stop-go 
financial, fiscal and monetary policies? 


Mr. Rasminsky: I hope not. I think we can do better 
than we have done in the past. I think we have made 
mistakes but we can learn something from them. I think 
we know more about lags than we did. I would hope that 
some of the demands for credit or some of the levels of 
expenditure would increase at a more constant rate in 
the future than they have done in the past. I think it 
would be helpful in avoiding stop-go situations if that 
were to happen, and here I include government expendi- 
tures. I think we can do better now than we have done in 
the past, but I think that while we should aim and are 
aiming at trying to get the economy onto a track which is 
even and which is moving forward at the same pace all 
the time, I do not think there is any certainty that we are 
going to achieve it. One of the problems, of course, is 
that once you get off track—and this is one of the prob- 
lems with the money supply—the question is as to how 
you get back to a tolerable position from there. 
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Senator Grosari: How do you find the track? 


Mr. Rasminsky: That is a problem too. There are 
indeed differences of opinion as to what the track is. But 
in our present position we are certainly off track and the 
present position requires a degree of expansion to reduce 
unemployment rates and to get the economy moving 
forward which involves stimulative policies both on the 
fiscal and monetary side. There is a real danger in the 
situation that at some stage, and I do not say now, these 
policies will shoot beyond the mark, and there will be a 
real problem if stop-go is to be avoided. There will be a 
real problem of timing and trying to choose the point at 
which to change the inflection of expansion to get it on 
track so as not to overshoot the mark and get back into a 
stop-go situation. This certainly is the objective of policy, 
but whether it can be achieved or not remains to be seen. 


Senator Grosart: There is a statement here which I 
don’t understand, and that is not surprising. You seem to 
have a sort of equation on page 11 which, if I may 
paraphrase it, amounts to this; that in a market economy, 
competition plus plant capacity plus manpower capacity 
equals a steady rate of growth without a rise in prices. 
You state that almost as an equation. Is it axiomatic that 
this should be so? 


Mr. Rasminsky: What that statement means is that if 
you had a perfectly competitive society, and your econo- 
my had proceeded to a point where inflation was threat- 
ened or present, and you decided through your monetary 
and fiscal policies to reduce aggregate demand in the 
economy, then the reduction in demand in the economy 
under conditions of perfect competition would result in 
the moderation in prices rather than a moderation in 
output. It is because there are elements where competi- 
tion is not perfect that prices are sticky and do not 
respond to the weakening of demand; producers feel that 
they may do better and that their return may be increas- 
ed if they maintain their prices and reduce their output. 


Senator Grosart:; You are referring then to perfect 
goods competition, not money competition? 


Mr. Rasminsky: Yes, competition in the productive 
process. 


The Chairman: Honourable senators, I propose now 
that we should adjourn for five minutes. We will meet 
again at 11.30. 

Before we adjourn, I would like to suggest that we 
print the submission of the Bank of Canada as an appen- 
dix to today’s proceedings. Is that agreed? 


Hon. Senators: Agreed. 


Senator Grosarit: Are we going to print it all 


eventually? 


The Chairman: We are trying to keep the cost down as 
much as possible. If I had my life to live over again, we 
would have printed the briefs as an appendix to each 
day’s proceedings. It was on a cost consideration that we 
did not. Perhaps we should give consideration to a sepa- 
rate Hansard-type volume for the papers. 
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Senator Grosari: The Steering Committee might take 
that up, because the interest shown in these papers would 
seem to indicate that there will be a demand for them, 
and we will not be able to supply sufficient Xerox 
copies. 


The Chairman: What you say may be true. Thank you, 
senator. We will give it consideration, 


(A short recess) 


The Chairman: Dr. Gillies? 


Dr. James Gillies, Study Director: Mr. Rasminsky, do I 
understand properly that it is your view that the way in 
which monetary policy affects aggregate levels of the 
economic activity is through its effect on interest rates? 


Mr. Rasminsky: Through its effect on interest rates and 
the availability of credit, yes. 


Dr. Gillies: Do I also understand correctly that the way 
to change interest rates is to change the supply of money, 
somehow? 


Mr. Rasminsky: There are two sides to it. The supply 
of money, or expansion of the banking system, can affect 
the interest rates in relation to the demand for credit at 
the time. Other factors which affect the level of interest 
rates include people’s expectations regarding the future 
of interest rates. 


Dr. Gillies: In your view does enhancing the supply of 
money inevitably mean that an increase in interest rates 
will follow? 


Mr. Rasminsky: No, it does not. We must know what is 
happening on the demand side and in people’s expecta- 
tions. An increase in the supply of money would nor- 
mally be expected to bring about, other things being 
equal, a reduction in short term interest rates. As portfo- 
lios are shifted and moved from short term to long term 
assets, one would normally expect some impact on longer 
term rates, other things being equal. 


Dr. Gillies: Yesterday Dr. Okun said that studies made 
at the Brookings Institute suggest that once unemploy- 
ment in the United States reaches a 6 per cent level any 
further increase will have no effect on price levels, the 
rate of inflation. 

I wonder if similar studies have been undertaken in 
the bank with regard to this question? 


Mr, Rasminsky: No, we have not made such a study. 
Dr. Gillies: Do you have a view on that? 


Mr. Rasminsky: The first consideration is that unem- 
ployment must be kept within a tolerable range, a social- 
ly acceptable range. Outside this range, there may be 
some point beyond which, from the point of view of 
influencing prices and costs, an increase in the unemploy- 
ment rate would make very little difference. 
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Dr. Gillies: I was not quite sure from your discussion 
with Senator Nichol whether the bank plays an active 
role in determining fiscal policy? 


Mr. Rasminsky: There is discussion with the Minister 
of Finance regarding the state of the economy, trends in 
output and the trend in employment and unemployment. 
We are, of course, directly involved in one aspect of it as 
an agency in the management of the public debt. 


In connection with the latter, we would play quite an 
active role in suggesting terms of new issues. However, 
ultimately the decision is that of the minister. In connec- 
tion with the broader aspects of fiscal policy, I would say 
that the bank is one of the sources of advice to the 
Minister of Finance and the Government. Of course, it is 
only one of the sources. 


Senator Grosart: Supplementary to that, would it be 
fair, Mr. Rasminsky, to ask you if there have been occa- 
sions and, if so, would you care to give an example, when 
there was an agreement that fiscal and monetary policy 
should go in different directions in Canada? 


Mr. Rasminsky: No, I know of no such case, senator. 


Dr. D. L. McQueen, Study Consultant: Mr. Rasminsky, 
you make reference in your brief and your verbal 
remarks to the imperfections and problems of economic 
forecasting. As you know, this is something of which I 
have particular reason to be aware. However, I should 
like to direct your attention rather to the process of 
backcasting and performance appraisal. 


The basic question that I would like to ask you is how 
do you tell and how do your ordinary shareholders tell 
how well the central bank is doing its job? I would 
suppose that at certain junctures you would wish to sit 
down, look over a past period and ask yourself what the 
Bank of Canada was attempting to do, to what extent it 
succeeded and what amount and kind of impact it had on 
the Canadian economic situation? 


You have rejected the simple monetary supply rule 
as the criterion of success or failure. What other ob- 
jective criteria do you set yourself? I appreciate that this 
is a much more complex question for a central bank than 
for many ordinary bus’ness enterprises. There may not 
be clear-cut answers at this time, but would you agree 
that this is an appropriate exercise for the central bank 
to set itself? Is some of your research directed to going 
through this exercise rather more satisfactorily in the 
future? Would you agree that these are appropriate ques- 
tions for the rest of us to ask with regard to the central 
bank? 


Mr. Rasminsky: Yes, I do, Dr. McQueen. A good deal of 
self-appraisal takes place in the bank in an endeavour to 
form a judgment of our past performance. 

One of the problems involved in forming a judgment is 
one that I have spoken of before and is mentioned in our 
brief. That is the limitations and constraints to which 
monetary policy is subject. 

Monetary policy really cannot be isolated from fiscal 
policy; it cannot be isolated from our international posi- 


tion. But we do, both in discussion in the bank and in a 
more systematic review appraisal, look back over past 
periods and try to form a judgment of how we did and 
what mistakes have been made. This is a difficult task, 
because account must be taken of the fact that a policy 
which, with the benefit of hindsight, may look mistaken, 
was at the time subject to certain other limitations. 


I think the question you raise of appraisal and self- 
appraisal is very relevant. The best answer I can make is 
that we are doing some of that in the bank. It may be 
that we should be devoting more of our research 
resources to this type of historical introspective analysis. 


Dr. McQueen: At the time the bank made its submis- 
sion to the Porter Commission there was a fairly full 
discussion in the bank’s own submission of how central 
bank operations were believed to affect the economy. In 
the light of your research since that time, do you feel 
that substantial progress has been made in further 
understanding how what the Bank of Canada does affects 
the economy? Have you had any sense of any change of 
views about how the process occurs, in the light of your 
research since that time? 


Mr. Rasminsky: I do not think we have had any basic 
change of views. It may be that we are now more con- 
scious than we were at the time of the great importance 
of lags in the implementation or in the effectiveness of 
monetary policy. I believe we are gradually improving 
our information of economic relationships; we are devot- 
ing a good deal of research resources to the construction 
of a very large model of the economy, which you proba- 
bly know about. They are now working on RDX2, which 
is nearly complete, and it may be we will have reason to 
make some more basic changes. 


Another thing that perhaps I should mention, of which 
we are now more conscious than we were at the time of 
the Porter Commission submission, is the importance of 
expectations in the economy—particularly after the 
period of three or four years of rising prices that resulted 
from what I suppose was the greatest peacetime economic 
expansion we have ever had in this country. Inflationary 
expectations, I think, assumed a role in the operation of 
the economy, in the decision-making process of the 
economy, which was greater than anything we had in 
mind in the submission to the Porter Commission. 


Senator Beaubien: Mr. Chairman, the Governor point- 
ed out that over the last 12 months or so Canada’s 
experience as far as prices are concerned was excellent, 
but that in that same period our costs had gone up a lot. 
It seems to me that if costs go up, either you put prices 
up or you pretty well go out of business. Therefore, I 
want to ask the Governor: is not the only thing that 
really matters in the long run control of costs? 


Mr. Rasminsky: Costs are certainly a very important 
element in the determination of prices, and in various 
public statements I have drawn attention to the difficulty 
of getting acceptable price behaviour if there is not a 
better relationship between increases in costs and 
increases in productivity, I do not think you should forget 
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about the productivity factor. If productivity is increasing 
at 3 or 4 per cent a year, then money costs can go up by 
that much without producing any increase in prices. I 
think the hope—not a certainty, but a hope—that we 
have in the present situation is that we do see some sign 
of a slowing down in the rate of increase in costs. I think 
it is reasonable to expect that productivity will increase 
as the economy moves forward more rapidly. 


Senator Beaubien: But, Governor, the biggest single 
thing, of course, in costs is salaries, and I do not think 
there has been any levelling off in the increase in salar- 
ies. I have not seen any. Therefore your costs will keep 
on rising. 


Mr. Rasminsky: There certainly has been a levelling 
off recently in the rate of increase of negotiated wage 
settlements. For example, the average annual increase in 
negotiated wage settlements over the past few quarters 
have been these: in the third quarter of 1970, 9.3 per 
cent; in the fourth quarter of 1970, 8.4 per cent; in the 
first quarter of 1971, 8.1 per cent. These figures exclude 
construction, where the settlements, of course, have been 
higher. 


Senator Beaubien: Well, where the increase in produc- 
tivity is around 3 per cent, these increases although they 
may be down from 9.3 per cent to 8.1 per cent are still 
important. 


The Chairman: The Governor is suggesting they are 
moving in the right direction. 


Mr. Rasminsky: That is right, they are moving in the 
right direction and hopefully productivity is moving in 
the right direction. 


Senator Isnor: In wage agreements for three-year peri- 
ods, the first year is always the higher rate. 


Mr. Rasminsky: That is a rather hopeful aspect of the 
present situation. As you move into the second and third 
years you will be encountering lower rates of increase 
than in the first year. 


Senator Isnor: It is all part of a three-year wage 
agreement. 


Senator Grosart: I have a supplementary question to 
ask there. When you speak of productivity increases, Mr. 
Rasminsky, are you measuring this in terms of man- 
hours or dollars? 


Mr. Rasminsky: Productivity is a very elusive concept, 
but basically it is supposed to be a measure of physical 
output per man-hour. 


Senator Grosart: Has it been related to per-dollar 
investment? 


Mr. Rasminsky: Well, various studies have been made 
of the relationship between input of capital and output 
of goods. 


Senator Grosart: Is there a consequential relationship 
between the two? 
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Mr. Rasminsky: Yes, there is. 
Senator Grosart: What is the nature of that? 


Mr. Rasminsky: I suppose the nature of it is that as 
more capital investment takes place, the average output 
per worker will be higher as a result of more efficient 
means of production. 


Senator Grosart: There is a real equation there, is 
there? 


Mr. Rasminsky: Well, there certainly is a relationship. 
I do not know that there is a constant, static equation. 


Senator Carter: Mr. Rasminsky, you spoke this morn- 
ing about the automatic pilot, and you rejected the con- 
stant increase in money supply as a satisfactory guide. 
What would you say about selecting an exchange control 
and using that and gearing our economy to that? 


Mr. Rasminsky: Well, I am not in a good position to 
answer that question because I have something to do 
with administering the exchange control during and after 
the war. I do not see what advantage one would get in 
the overall direction of the economy from an exchange 
control. You might get a certain degree of insulation 
from foreign capital movements if you did not want them 
to come in or to go out, but an exchange control to be 
effective would have to be comprehensive. 


Senator Carter: I was not thinking about exchange 
control as such, but making a certain exchange rate a 
goal. 


Senator Molson: A fixed rate? 


The Chairman: I think what the senator is referring to 
is that you would choose a goal, and it might either be a 
floating rate or a fixed rate, and your whole policy would 
revolve around achieving that goal. Would that be an 
effective measurement and means of exercising policy? I 
think that is Senator Carter’s question. 


Senator Grosart: A float, but you would control the 
water level. 


The Chairman: You might float or you might fix. But 
what Senator Carter is saying that you would, say, take a 
target of 98 cents and then you would let policy revolve 
around that. Is that feasible, Governor? 


Mr. Rasminsky: I suppose it is a feasible thing to give 
top priority to a fixed exchange rate in your policy, but I 
do not think this would eliminate the need for other 
policies that are designed to affect the total level of 
demand in the economy. The goal of not having very 
broad movements in the exchange rate is one which I 
think takes into account the great importance to Canada 
of international transactions where wide changes in 
exchange rates can be very upsetting. This is something 
which is not always taken sufficiently into account, I 
think, by those who feel that we would have a much 
greater degree of freedom of monetary policy if we were 
on a flexible exchange rate system. No doubt there is 
some greater freedom of monetary policy, but even in 
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such a system I think one would have to be concerned, in 
a country where international transactions are as impor- 
tant as they are in Canada, with the actual level of the 
exchange rate. So, you do not have complete freedom in 
such a system. The exchange rate matters; it is an impor- 
tant price; and as I indicated earlier, our recent monetary 
policy has taken this into consideration. 


Senator Carter: My second question is this; why cannot 
the Industrial Development Bank be used to develop 
some kind of regional monetary policy? I do not mean 
exactly on a par with the Bank of Canada, but something 
approaching that on a regional basis. 


Mr. Rasminsky: The task of the Industrial Develop- 
ment Bank is quite different from the task of the Bank of 
Canada. The task of the Bank of Canada is to try to 
exercise an appropriate influence over the general direc- 
tion of the economy through variations in credit 
conditions. 


Senator Carter; Perhaps I can rephrase my question a 
little better. Is it possible to use the Industrial Develop- 
ment Bank to offset the effects of monetary policy in the 
regions which are really geared to central Canada? 


Mr. Rasminsky: I do not think it is possible to use it to 
offset the effects very directly or to a major extent. We 
have been very conscious of the fact that a restrictive 
monetary policy or restrictive general economic policy is 
particularly hard on certain regions of the country which 
already have high unemployment rates and relatively 
lower standards of living. I do not think they are more 
affected by a restrictive policy, but they are less able to 
tolerate the effects of such a policy. We have been con- 
scious of that both in the operations of the Bank of 
Canada and in the operations of the Industrial Develop- 
ment Bank. 

The Industrial Development Bank is organized region- 
ally. We have five regions of the country, including one 
in the Atlantic provinces. Over 95 per cent of the flow of 
credits from the IDB, which amount to about 4,000 a 
year, are made through these regional offices or through 
branches, without any need for reference to head office, 
to the general manager’s office. 


We are most anxious in the IDB to increase our lend- 
ing in the slow growth areas of the country, and we have 
done what we could to do that. 


Apart from the large number of branches—and we 
have proportionately more branches per head of popula- 
tion in the Atlantic provinces than, for example, in 
Ontario—we have a large number of advertised visits 
soliciting loans. Also, in terms of personnel, we have 
tried in the IDB to put particularly aggressive managers 
into the slow growth areas to try to drum up business 
there. 

It is difficult to gauge the success of all this, but in the 
last 12 months, if you measure the amount of IDB lend- 
ing per person employed, the figure is as high in the 
Atlantic provinces as it is in Ontario. We would like to 
see it higher still. That is so far as the IDB is concerned. 


So far as the Bank of Canada is concerned, I think that 
all the witnesses who have appeared before this commit- 
te have really agreed that it is not possible in a country 
with a single credit system to have a different monetary 
policy for different regions. However, when credit condi- 
tions have been tight, we have tried to shield to what 
extent we could the impact of this on the slow growth 
regions by asking the banks to take a particularly tender 
view of applications for credit from the slow growth 
regions, and the banks assure me that they do so. 


Senator Carter; Thank you. Is there any fundamental 
difference between the functions of central banks in the 
Western world and their counterparts in totalitarian 
countries? For example, between the Bank of Canada 
and the Bank of Russia, or whatever they call it? 


The Chairman: Here they retire the governor, but they 
do it differently there. That is the essential difference. No 
doubt there are other differences. (Laughter) 


Mr. Rasminsky: I do not really know enough about the 
way “central banks”—I put it in inverted commas—oper- 
ate in totalitarian countries. I suppose that by definition a 
totalitarian country is one whose economic life is domi- 
nated by planning, where decisions are taken by central 
authorities as to the allocation of resources, as to what 
shall be produced, and even, perhaps, by whom. 

I do not think that they would try to regulate the 
economy through the use of demand management policies 
in the way that we do here. Therefore, without speaking 
from personal knowledge, I would think that there would 
be very considerable differences. In fact, it may be the 
case that the central bank in totalitarian countries tends 
to be a bookkeeping agent for the plan. 


The Chairman: The following is an article from the 
Christian Science Monitor in which Dr. Milton Friedman 
is quoted as saying: 

Federal Reserve officials maintain that it is difficult 
for the open-market-account managers to hit the 
money-supply targets set by the committee. 

Dr. Friedman regards this as excuse-making. “The 
natural alibi of everybody is to say, ‘There is some- 
thing funny around here. We tried our best. But we 
couldn’t do it.” 

He concludes: “That is a bunch of nonsense. They 
can do it (hit the targets) if they want to.” 


Those implementing monetary policy miss the tar- 
gets, he says, because they try to influence interest 
rates... 

Dr. Friedman was asked whether a rise in interest 
rates would dampen the economic recovery, a cur- 
rent concern on Wall Street. 


“No,” he replied. “This is a great confusion 
between a cause and a consequence. If the recovery 
is weak, interest rates will not rise very much. If the 
recovery is strong, interest rates will rise 
substantially.” 


I suppose that what he is saying essentially is that you 
should only try to influence aggregate money supply, that 
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reductions or increases in the money supply, while they 
might have a very short-term effect on interest rates, will 
have a long-term effect on raising interest rates. There- 
fore he would really be on the opposite side of the fence 
from you as far as your submission here today is 
concerned. 


Mr. Rasminsky: Yes, I think he would. I would agree to 
this extent, that if there is a low level of interest rates, if 
the economy has a lot of slack in it, and you want to 
pursue expansive policies, one possibility—and it is one 
that is followed in the United States—is to try to keep 
interest rates down, to encourage people to invest and to 
spend, and make credit easy. 

If the policy is successful, and if the economy does pick 
up, the demand for credit will pick up with it. As you 
approach a point of full employment, you will presuma- 
bly ease off on your increases in the money supply, and 
interest rates may rise. However, the increase in interest 
rates would, in the circumstances that I have just 
described, be an indication of the success of the policy, 
because you are getting closer to your goals. 

There is another circumstance in which increases in the 
money supply might affect interest rates without indicat- 
ing that you are getting closer to your goals. 

That is a circumstance where excessive rates of in- 
crease in the money supply led to a triggering or a 
rekindling of the inflationary expectations, and led inves- 
tors to demand compensation for the expected erosion in 
the value of money in the form of high interest rates, and 
that led borrowers to be willing to pay that compensation 
because their expectation was the same. 

That is not what Dr. Friedman seems to be referring to 
in the passage that you read, but that is a possibility. 


The Chairman: If aggregates were the only things that 
you had to worry about, how would you use them? You 
are saying that the constraints on the bank, especially as 
they concern interest rates, make it difficult for you to 
talk just in terms of aggregate amount of the money 
supply? 


Mr. Rasminsky: That is right. 


The Chairman: If we could assume for a moment that 
there were no constraints on the bank, that you were not 
worried about the internal or external interest rate, or 
any problems when you act as agent for federal financ- 
ing, how would you use aggregate money supplies? 


Mr. Rasminsky: 
money supplies? 


How would you affect aggregate 


The Chairman: Yes. 
Mr. Rasminsky: You would affect it through... 


The Chairman: What would your policy be in those 
circumstances? How would you make use of it? 


Mr. Rasminsky: In those circumstances I think we 
would continue to have to operate a monetary policy 
which seemed responsive to the economic circumstances 
of the time. If you were on track, if you were operating 
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at a quite high level, a satisfactorily high level of 
employment, if you did not have any external shocks or 
any unusual constraints on the side of government of the 
type that you speak of, then I would expect that, in those 
circumstances, the money supply would increase much 
more evenly and at a rate which was more closely 
related. 


The Chairman: Would you use it in the way the 
monetarists use it, that is sort of gauge it to the increase 
in production, productive demands, or would you use it 
as a tool to slow down or speed up the economy? 


Mr. Rasminsky: If the economy were not performing 
satisfactorily, either because it was overheated and there 
was inflation, or because it was underheated and there 
was too much slack in the economy, I would use it as a 
tool. I would try to use it to get the economy on to the 
path of satisfactory performance. 


The Chairman: As the fiscal agent for the Government, 
would it be possible to say that you accommodate the 
Government, in terms of its cash demands and its inter- 
est rate level, too much; and is there a case for the bank, 
in its independent policy, disagreeing openly with the 
Government? 


Mr. Rasminsky: You are not referring to any particular 
circumstances? 


The Chairman: No. I am talking purely theoretically. 
Senator Grosari: We will know tomorrow. 


Mr. Rasminsky: I think that if the bank reached the 
conclusion, to take your illustration, that Government 
demands on the economy were so heavy, so large, that 
we were confronted with a Hobson’s Choice, between 
levels of interest rates that were excessively high in 
relation to the needs of the domestic economy or in 
relation to the external position on the one hand, or an 
excessive degree of monetary expansion in order to 
accommodate the Government, on the other; and if we 
reached the conclusion that this was going to be a con- 
tinuing affair, that there would not be time to make 
adjustments before this situation exploded into something 
that was really disruptive; then I think it would be the 
duty of the bank to disagree with the Government. I 
stress that this is a hypothetical situation. 


The Chairman: I stressed that, too. 


Senator Benidickson: One of the questions I was going 
to ask the Governor is the one you have just posed to 
him, the relationship between the bank and the Govern- 
ment. In answer to Dr. Gillies he said that, yes, you, the 
bank, are just one of the advisers. The Governor knows 
that some time ago I spent seven or eight years with two 
finance ministers, as parliamentary assistant, and was 
able to observe the close relationship between the bank 
and the minister of finance. I was going to ask that 
question. Of course, in those days we did not have an 
Economic Council, we did not have the Prices and 
Incomes Commission, and so on. I was going to ask, fairly 
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pointedly, whether a point might possibly be reached 
where your counsel was not taken to the extent. What 
would one do? Resign? 


Mr. Rasminsky: Would one resign every time? 


Senator Benidickson: Not on minor differences, but 
on... 


Mr. Rasminsky: On a matter of fiscal policy? 


Senator Benidickson: You indicated to Dr. Gillies that 
one of the restraints on your monetary policy was fiscal 
policy. Supposing fiscal policy became so embarrassing 
for you, in doing what you thought was right in mone- 
tary policy, what would happen? Would the senior offi- 
cers of the bank resign? Is that the signal of disagree- 
ment? 


Mr. Rasminsky: The Bank of Canada, Senator Beni- 
dickson, does not control fiscal policy. It is one of the 
Government’s general advisers. The Bank of Canada 
cannot assume responsibility for fiscal policy. 


Senator Benidickson: No. 


Mr. Rasminsky: It is not the desire and the intention of 
the minister of finance or the Government that it should. 
The Bank of Canada does have responsibility for mone- 
tary policy. If you have a situation where the Govern- 
ment’s fiscal policy was one that to accomplish the results 
that the Government had in mind required an accom- 
modative monetary policy from the bank, and if the bank 
itself felt that such an accommodative policy was against 
the interests of the country... 


Senator Benidickson: That is my point. 


Mr. Rasminsky: If the bank itself felt that such an 
accommodative policy was against the interests of the 
country, then the bank should not be prepared to carry 
out that policy. That, then, is a situation of conflict 
between the Government and the bank regarding what 
monetary policy should be pursued. 

That situation was foreseen and is provided for in the 
Bank of Canada Act by a change made actually on my 
own proposal, dating from the time that I became the 
Governor of the bank. It is that in the event of a conflict 
the Government should have the right to direct the Bank 
of Canada as to what monetary policy should be fol- 
lowed. If the Governor in that situation remains con- 
vinced that the monetary policy indicated should not be 
followed, then the Governor has a clear and obvious duty 
to resign and make way for someone who is prepared to 
go along. 


Senator Benidickson: You said very modestly that you 
were just one of the advisers to the Minister of Finance. 
My experience goes back some years, and I would have 
considered you to be the principal adviser to the minister 
in financial matters. 


Mr. Rasminsky: In monetary policy. 
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Senator Benidickson: You even had considerable influ- 
ence on fiscal decisions. In those days, in the three or 
four-month period when periodic meetings took place in 
order to plan for the budget, you invariably sent very 
senior officers of the bank to all our meetings. I remem- 
ber that Mr. Beattie, for instance, was practically always 
at budget meetings. Are you still sending representatives 
to the minister’s meetings when he is considering policies 
for the budget? In fact, in days gone by they used to 
consider suggestions that came to the department from 
the citizens at large as to what should be in the budget. 
Do you still participate in these budget meetings? 


Mr. Rasminsky: Senator Benidickson, I do not really 
recall that our degree of participation was ever as close 
as you have indicated. The main concern of the bank 
with regard to fiscal matters is the balance of revenues 
and expenditures; it is with the net result of the budget 
as it expresses itself in the Government’s borrowing 
requirements or in the achievement of a cash surplus 
available for the retirement of debt. 


So far the details of tax changes or of specific expendi- 
ture decisions are concerned, the bank does not have 
nearly the same degree of closeness. We would not sit in 
on budgetary discussions relating to individual tax 
changes. 


Senator Benidickson: Perhaps Mr. Beattie could 
explain to what extent I am right or wrong, because I 
recall particularly that for a period of two to three 
months prior to the actual presentation of the budget we 
would have meetings at least once a week, and those 
meetings would be attended by senior officials from the 
Department of Finance. They would be presided over by 
the Minister of Finance. By courtesy he invited the par- 
liamentary assistant and he invited his colleague, the 
Minister of National Revenue, largely because of customs 
changes and so on that might be involved in the budget. 


Mr. Beattie might say that I am wrong, but my recol- 
lection is that at those weekly meetings, or semi-monthly 
meetings, Mr. Beattie was almost invariably invited to 
attend as Deputy Governor. 


Mr. J. R. Beattie, Senior Deputy Governor, Bank of 
Canada: Mr. Chairman, I should say the Governor’s 
description of the situation with respect to consultations 
about fiscal policy is absolutely and literally correct. 
There are, of course, and always have been many infor- 
mal consultations between bank people and finance 
people, and I presume between finance people and people 
in many other departments, but what the Governor has 
said does describe the situation accurately. 


Senator Benidickson: To your knowledge, Mr. Beattie, 
with respect to budget preparation has the situation 
changed any from the years that I was referring to, 
which are largely the years of the 1950s? 


Mr. Beattie: In respect of informal consultations the 
situation, I presume, will always ebb and flow depending 
on the personalities involved. 
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The Chairman: Governor, on page 17 of your brief you 
make the following statement: 

If the increase in the money supply in the last twelve 
months had been limited to a significantly lower 
figure, for example, a rate roughly in line with the 
underlying growth rate of potential output, one 
might well ask how much higher interest rates and 
the exchange rate would be than they are now. 


Now, the monetarist would say, I think, that they 
would not be significantly higher. I suppose it is fair to 
ask you, therefore, where you think they would be. 


Mr, Rasminsky: When you provide a generous amount 
of cash to the commercial banking system, they wish to 
employ it in liquid assets of one sort or another, pending 
the time when they can employ it more profitably in 
loans. The commercial banking system has been able to 
increase its holdings of liquid assets, of Treasury bills, of 
commercial paper, and I think the main impact of the 
expansive policy we have been following on interest 
rates has been in the short end of the market. Gradually, 
it does tend to fan out, but then other things may inter- 
vene. And it is in order to prevent capital inflows from 
occurring, because interest rates make that attractive, or, 
if possible, to encourage short-term capital outflows, that 
this policy is followed. 


The Chairman: Yet I believe both long-term and short- 
term rates during this period decreased initially and have 
now started to come back up. Your average long-term 
rate a year ago was 7.38. I do not know what it has got 
down to, but it was lower than that. I have 7.14 for the 
week ending June 9. It is now back up to 7.23 in a period 
in which there was no significant tightening, as I under- 
stand it. 


Mr. Rasminsky: That is right, senator; we have a limit- 
ed influence on long-term rates. This is a very good 
example of the extent to which our financial markets are 
influenced by those outside Canada, particularly in the 
United States. Over the same period in the United States 
long-term interest rates have risen, if anything, more 
than they have in Canada. Therefore I think you are 
perfectly right, sir, in saying that there is no unique 
relationship between changes in the money supply and 
changes in the long-term interest rates. 


The Chairman: But the same seems to follow for short- 
term rates, which also are strengthening. They decreased 
markedly, but over a period of time have started to 
strengthen again without an apparent restrictive policy. 


Mr. Rasminsky: That is right. There again the main 
influence has been external. The American Treasury bill 
rate for example, at the last tender was 4.99; our Trea- 
sury bill rate is approximately 3.07. Similarly, some of 
our short term commercial paper rates are lower than 
those in the United States. 


The fact of the matter, however, is that for one reason 
or another interest rates have moved up in the United 
States. One of the reasons may be that there is some 
thought that the recent rapid rates of monetary expan- 
sion in the United States which have, broadly speaking, 


National Finance 


Ze 2t 


been about the same as ours, have gone pretty far. There 
are some who feel that it is embarking on a policy of 
moderating the increase in the monetary aggregates and 
accepting the higher level of interest rates. This is so 
although the economy is not performing very satisfactori- 
ly from the point of view of the high level of 
unemployment. 

Another reason may be that there is a good deal of 
discussion in the United States with respect to the appro- 
priateness or inappropriateness of their mix of policies in 
the light of the balance of payments situation. They have 
been leaning quite heavily on monetary policy to start 
the domestic economy going. The relatively low level of 
interest rates has led to capital outflows, which have 
aggravated the deficit of the United States. 


There are some who think that their mix of policies 
should be changed in the direction of putting more 
emphasis on fiscal policies. That is, having larger fiscal 
deficits in order to get the domestic economy going. This 
would be compensated for by having a somewhat less 
easy monetary policy to permit interest rates, especially 
at the short end of the market, to rise for balance of 
payments reasons. 


This is an example of the possibility of a mix of 
policies which does not have both fiscal and monetary 
policy operating in the same direction, but is nonetheless 
co-ordinated. I think that the main factor in the trends 
in our own interest rates to which you draw attention 
has been the movement of interest rates in the United 
States. 


The Chairman: Thank you. 


Senator Nichol: I have one question supplementary to 
Senator Benidickson’s and I have another one after that. 
I go back to the question of the mechanics of overall 
economic management, integration of fiscal policy and 
monetary policy, the process of consultation between the 
bank, the Department of Finance and so on. I think we 
have identified, and you explained very well, the degree 
of control that the government has over monetary policy, 
and you described the changes in the Bank of Canada 
Act which were made at your suggestion. The degree of 
consultation the other way, though, is still not quite clear 
to me. To put it in its most specific terms: does the Bank 
of Canada know what is in the budget? Not specifically 
this budget, but any other budget. 


Mr. Rasminsky: Do we know before the budget is 
produced? 


Senator Nichol: Before it is announced in the house. 


Mr. Rasminsky: Yes, I think normally I would know 
what is in the budget before it is announced. 


Senator Nichol: Good. If monetary and fiscal policies 
are to be integrated and the Bank of Canada did not 
know what was in the budget before it came out, it 
would be a very poor management situation I would 
think. 

We have discussed the decision-making organization, 
and one of the things that has come up throughout the 
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hearings has been some criticism—and you have 
expressed some yourself—of large changes in the money 
supply, perhaps larger or deeper and higher than you 
would like to see. Dr. Giersch from Germany was very 
specific in saying that the indicator they watched was 
what he called the investment goods or capital goods 
industry expenditure indicator. When the time comes to 
make a decision, as was made in the spring of 1970, to 
increase the money supply, how is this decision taken 
within the organization, and what are the indicators that 
would signal to you and to the Department of Finance 
that the time has come within this complex of cycles 
to make such a move? 


Mr. Rasminsky: An important factor in the timing of 
that decision was the external factor. Our balance of 
payments was very strong; we were buying a lot of 
exchange; it seemed appropriate in the circumstances to 
have this lead to easier credit conditions and an expansion 
in the money supply. In addition, of course, we were 
watching a whole variety of economic indices. We were 
watching the employment situation, the unemployment 
situation, the behaviour of prices, the behaviour of costs, 
trying to form some judgment as to what the economy 
would look like six months or twelve months ahead. One 
of the advantages of monetary policy is that your deci- 
sions of this sort are not necessarily big decisions; you can 
move tentatively week by week and reappraise the factors 
as they come along. 


Senator Nichol: Dr. Giersch and others suggested that 
some research should be done, and I am sure it is being 
done, to find other indices because the obvious ones to 
the public such as unemployment figures or inflation fig- 
ures or cost-of-living figures had such lags in them and 
were so affected by so many other lagging indices and 
lagging systems. They had attempted to search deeply to 
find some other indices which did not have such lags in 
them, and came to this capital machinery index. How do 
you feel about that? I do not mean the specific index, but 
what are the things in your opinion that call the signals 
ahead of time? Obviously in the case of unemployment 
figures, by the time the monetary policy has an effect, the 
lags may be six months, nine months, 18 months—nobody 
knows. So, where do you look? 


Mr. HRasminsky: I do not think you can look for any 
single index. I think that you use the research tools that 
you have to try to form judgments regarding what is 
likely to happen to consumption, to investment or to 
government expenditures, including provincial and 
municipal government expenditures. You get what infor- 
mation you can or what judgments you can as to whether 
there is likely to be any significant changes in invento- 
ries. In other words, you look at as many economic 
variables as you can, and it is possible now through the 
computerized technique of forecasting to include quite a 
few. You come up with a view, subject to correction 
without notice, as to the broad direction in which the 
economy is moving and as to the magnitude of the move- 
ments you are likely to take. 
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The Chairman: Do you think you should publish those 
forecasts? 


Mr. Rasminsky: No, I do not, because I think they 
would be regarded as official prophecies as to what the 
economy was likely to do and this might lead people to 
make some investment decisions. Frankly I do not have 
enough confidence in the forecasts to be willing to pub- 
lish them although I think they are getting better. 


Senator Nichol: I do not want to pursue that any 
further, Mr. Chairman, but I have some _ further 
questions. 


The Chairman: Then I shall come back to you later. 


Senator Isnor: Mr. Rasminsky suggested that the stand- 
ard of living in the Atlantic provinces was lower than in 
the rest of Canada. I think he used the term twice today. 


Mr, Rasminsky: I will have to look at the record. I 
thought I referred to them as slow growth areas. 


Senator Isnor: “Slow growth” is different from “Stand- 
ard of living.” 


Mr, Rasminsky: I do not think that I referred to their 
standard of living as being low. 


Senator Isnor: I did not want to let that go by. I 
wanted to put it on the record. I have lived there for 
over 80 years—a good many years over 80. I have been in 
public life for 43 years and I have covered the rest of 
Canada pretty well. I think the standard of living in the 
Atlantic provinces is on a par with the rest of Canada. 


The Chairman: I am glad we have that on the record, 
senator. It is a powerful statement. 


Senator Carter: On page 4 of your brief you give some 
interesting figures dating from 1953. You say that output 
per capita increased by 52 per cent and that the standard 
of living, based on real consumption per capita, increased 
53 per cent. That is a very close relationship. Is that 
merely a coincidence, or is there a formula at work 
there? 


Mr. Rasminsky: I think one would expect to find a 
close relationship between output per head and 
consumption. 


Senator Carter: It is point for point, 52 per cent against 
53 per cent in a period of 17 years, 


Mr. Rasminsky: Perhaps, Mr. Bouey, you would like to 
explain the difference between those two figures? 


Senator Carter: Not the difference. 
The Chairman: Is there any correlation? 


Mr. G. K. Bouey, Deputy Governor, Bank of Canada: 
There is bound to be a close correlation, because con- 
sumption accounts for such a high proportion of output; 
but there can be variations owing to changes in other 
forms of expenditure, for example, government spending 
or capital investment. 
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Senator Carter: But what I am getting at is whether it 
denotes a general law that for every point increase in per 
capita output your standard of living goes up one point? 


Mr. Bouey: Not exactly one for one. 


Senator Carter: Is it close enough to call it a law? Are 
there very wide fluctuations in that? 


Mr. Bouey: It is close enough. 


The Chairman: Mr. Rasminsky, about two years ago, or 
maybe longer, I think you made a speech in which you 
said that many of the people who held the levers of 
power in Canadian society had never known what it was 
to suffer a serious down-turn. It was on the whole ques- 
tion of inflationary expectations. You said that these 
people were used to nothing else but going up. You said 
that something had to be done to change this attitude. 


Mr. Rasminsky: Change the attitude towards inflation- 
ary expectations, yes. 


The Chairman: Do you think you have been successful 
in this? 


Mr. Rasminsky: I think we have had a limited success. 
The Chairman: Did I quote you correctly? 


Mr. Rasminsky: I do not remember the exact words, 
but I am sure that I did say something very much along 
the lines of what you said. 


I think we have had some success in this, senator. The 
behaviour of the consumer price index, which, as you 
know, has been extremely good, and which compares 
very favourably with that of any other country, has 
changed some people’s attitudes towards the inevitability 
ot inflation. Perhaps the moderation that we see coming 
in to wage settlements is also an indication that the 
inflationary expectations are at any rate less intense than 
we have had before. So I think I would say that we have 
had some but not complete success. 


Senator Nichol: My question was on the same subject, 
or close to it, on this question of the much publicized 
paradox between inflation and economy. I put this 
proposal to Dr. Deutsch yesterday and I would like to put 
it to you, sir, and ask you what you think about it. For 
40 years, since the depression, we have constructed on 
this continent—the United States and Canada—and in 
certain western European countries, too—a_ social 
system designed specifically to protect people from the 
evils of demand slack which was so disastrous in the 
1930s. This is what we have done. We have built a whole 
structure to protect them and it is a structure which most 
of us enthusiastically endorse. 


We are now shifted, certainly in the United States and 
possibly in the United Kingdom, to policies of protection 
of corporations which might go broke. We had the cases 
of Penn Central, Lockheed, Rolls Royce, and the crisis in 
the Clydeside shipbuilding industry which is now occur- 
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ring in the United Kingdom. People are demanding that 
if corporations, because their product is no longer availa- 
ble, or because they are badly managed, or because they 
have let their current issues get out of hand, or whatever 
the reason is, are about to go broke, the government has 
a responsibility to step in. 


We built this structure, first of all in terms of people. 
Secondly now, it is beginning to show up that people are 
demanding that it apply also to corporations. How can 
there be a downside effect to monetary policy with this 
structure so deeply built into our system? How can con- 
striction do anything else but produce unemployment 
without really bringing prices down? 


Mr. Rasminsky: My impression, senator, is that you 
May be exaggerating the extent to which there is in fact 
a policy of protecting corporations against bankruptcy. 
After all, Penn Central did go broke, Rolls Royce did go 
into bankruptcy. 


Senator Nichol: If I might correct myself, the govern- 
ments are trying to avoid getting into the position of 
having to do this, but the pressure is on them to do it. 


Mr. Rasminsky: There has been a very considerable 
squeeze on profits, Senator Nichol, and shareholders have 
had to face reduced dividends without governments com- 
ing to their rescue. 


Senator Nichol: Yes, of course they have, but I think 
you would agree that there is a mood. I know that in 
Seattle, where they have had disastrous effects, they have 
cut back the space industry, and they have been very 
conscious of it, and there has been tremendous reaction 
on the United States Government to get in there and 
save Boeing. 


Mr. Rasminsky: On account of the very great localiza- 
tion of unemployment in the Seattle area. 


Senator Nichol: What I am asking is, with this struc- 
ture, and I did not mean that particular structure, with 
this whole structure that we have built, are not tight 
monetary policy effects on the cost of living very limited 
because of this, because of the destruction of competitive 
markets—I do not know the economic term. 


Mr. Rasminsky: These things that you talk about cer- 
tainly impair the effectiveness of monetary policy, but 
the real question that we have to ask ourselves is, what 
alteratives do we have? If we are concerned about infla- 
tion and about the loss of employment which letting 
inflation go too far will ultimately produce, do we have 
any better choice than to use the instruments of fiscal 
and monetary policy to try to keep it in check? 


Senator Nichol: There have not been any suggested at 
these hearings that I have heard in the last several 
weeks. 
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The Chairman: Are there any further questions, 
honourable senators? Does anyone from your side, Gover- 
nor, wish to make a statement at this stage? 


Mr. Rasminsky: I think not. 
The Chairman: Governor Rasminsky, on behalf of 


honourable senators I should like to thank you very 
much for a most worthwhile submission and for being so 


good as to answer all our questions, good, bad and indif- 
ferent, over three and a half hours. It was very good of 
you. Thank you very much. 


Hon. Senators: Hear, hear. 


Mr. Rasminsky: Thank you, Mr. Chairman, and honour- 
able senators. 


The committee adjourned. 


June 17, 1971 


APPENDIX 


Submission of Louis Rasminsky, Governor of the Bank of 
Canada, to the Standing Senate Committee on 
National Finance. June 17, 1971 


1. Introduction 


The Bank of Canada welcomes the initiative taken by 
the Senate Committee in organizing these hearings in 
order, in the words of your terms of reference, “to exam- 
ine and report upon the question of methods by which 
fiscal and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation”. We are also very much in sympathy with the 
purposes of the Committee set out by the Chairman in 
his opening statement at the first meeting. The objective 
of improving public understanding of the problems and 
choices involved in bringing influences to bear to move 
the economy along the right path is indeed a most impor- 
tant one. As one who carries responsibility for the opera- 
tion of one element of economic policy, monetary policy, 
I welcome your endeavour to examine new concepts for 
achieving the objectives of economic policy. You have 
been presented with some recommendations for ap- 
proaches quite different from those now being followed 
and I am glad to respond to your invitation to comment 
briefly on some of them. 


While I have not had an opportunity of seeing all the 
evidence, I must say that I have been impressed, as I am 
sure you have been, by the diversity and often contradic- 
tory nature of the arguments you have heard. This re- 
flects the complexity and perhaps intractability of some of 
our problems, but I think it is also illustrative of the fact 
that economics is not yet, and probably never will com- 
pletely be, an exact science. Despite the rapid growth of 
the profession of economics and the more rigorous testing 
of theories in recent years, many propositions are not 
readily demonstrable and much territory remains in 
which opinion rather than proof holds sway. There is no 
doubt that we face difficult problems in improving our 
economic performance and in particular in achieving full 
growth over any sustained period of time without infla- 
tion. It is also clear that there are no easy answers: many 
other countries are confronted with the same basic prob- 
lem and they have not been more successful than we in 
finding solutions. 


2. Economic Goals 


I need hardly say that the Bank of Canada does not set 
goals for monetary policy that are different from those of 
over-all public economic policy of which monetary policy 
forms a part. In its submission to the Royal Commission 
on Banking and Finance a few years ago the Bank 
interpreted the objectives of national economic policy to 
include “sustained economic growth at high levels of 
employment and efficiency, internal price stability and 
the maintenance of a sound external financial position, 
an equitable sharing of economic benefits and burdens, 
and the maintenance of a high degree of economic free- 
dom”. Others have used somewhat different words to 
describe the economic goals of our society or have reser- 
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vations about the appropriateness of the statistical mea- 
sures we now use to determine our progress. To the 
extent that there is difficulty in attaining all of these 
goals at the same time, there is some difference of opin- 
ion as to the respective weights that should be attached 
to them. But there is no question that our formulation is 
consistent with the objectives which you have set out, 
namely, full potential growth and employment without 
inflation. 


In this connection it is obvious that our economy has at 
times fallen short of achieving these goals and that we 
are currently in that position. The present high rate of 
unemployment, the recent period of slow growth and 
price and cost inflation are evidence of unsatisfactory 
performance. At the same time I believe that it is worth 
remembering that our experience with modern fiscal and 
monetary instruments is relatively short—it is certainly 
not more than twenty-five years—and the average per- 
formance of the economy in that period has been very 
much better than in earlier periods of our history. 


No doubt demands on public economic policy have 
risen even more rapidly tnan performance has improved; 
there is a natural desire to compare actual performance 
with some ideal standard rather than with the past. But I 
think that it is worth looking back once in a while to 
remind ourselves how far we have come. In the years 
since 1953, a starting point which is useful because it 
marked the end of both the Korean War and the immedi- 
ate adjustment period after the Second World War, 
output per capita has increased by 52 per cent. The 
standard of living, as measured by real consumption per 
capita, that is, after allowing for price increases, has 
increased by 53 per cent since 1953, and in addition our 
people have had the benefit of very substantial increases 
in the volume of services provided through governments. 
Moreover, a very large volume of housing, plant and 
equipment has been put in place over these years. On the 
other hand, over the period since 1953 unemployment has 
averaged 5 per cent of the labour force and prices of 
goods and services as a whole have risen at an average 
rate of 24 per cent. 


There is a widely shared interest in improving econom- 
ic performance further and in the search for better tech- 
niques and policies. What is being debated is the question 
of what are the best ways of making progress toward the 
achievement of our goals. Here there are some rather 
wide differences of view as to what approaches or combi- 
nations of approaches offer the best chances of success. 


8. Role of Monetary Policy 


Since my responsibility is in the field of monetary 
policy, I expect the Committee will wish me to say 
something about the nature and effectiveness of the mone- 
tary instrument, and of aggregate demand policies gener- 
ally, since monetary policy and fiscal policy together 
constitute the principal means of influencing the develop- 
ment of aggregate demand, i.e., the total level of spend- 
ing, in the economy. 


Monetary policy operates on the total level of spending 
by influencing credit conditions, that is, the availability 
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and cost of money, which in turn affect incentives to 
spend. Changes in the availability and cost of money also 
have an important influence on flows of interest-sensitive 
funds in and out of Canada. The chief technical means 
by which the Bank of Canada exerts its influence is 
through its control over the rate of expansion of the 
banking system. Other things being equal, a more rapid 
growth in bank assets and bank liabilities (bank liabili- 
ties constitute most of what is commonly referred to as 
the money supply) leads to easier credit conditions; a 
slower growth leads to tighter credit conditions. Competi- 
tion between the banks and other financial intermediaries 
and other borrowers and lenders causes the influence of 
the Bank of Canada on the banking system to spread 
through financial markets quickly. The Bank of Canada 
is able to control the rate of growth of the banking 
system by using the powers available to it under the 
Bank of Canada Act to regulate the level of cash reserves 
of the banking system. It has also used its statutory 
power to set minimum secondary reserve requirements 
for the banks within certain specified limits. 


Although the Bank prefers to discharge its responsibili- 
ties through the use of the techniques which I have 
described, it has felt that there have been occasions when 
ordinary procedures were not completely adequate and 
when exceptional requests for co-operation from banks 
and other financial organizations were justified. This 
activity is sometimes described as “moral suasion’. For 
the most part, requests for co-operation have been made 
in an effort to soften the impact of tight credit conditions 
on less prosperous regions of the country or on certain 
activities, for example, small business and_ housing, 
where such action was believed to be in the national 
interest. While this use of moral suasion has not played a 
major role in relation to the over-all operation of mone- 
tary policy, it has had useful supplementary effects in 
particular situations. The Bank has not, of course, 
usurped governmental powers in making request for co- 
operation that fall under the heading of moral suasion. I 
have always been careful to ensure that initiatives of this 
kind have been taken with the knowledge and approval 
of the Minister of Finance. Finally, for many years all 
instances of resort to moral suasion have been made 
public in press releases, speeches or in my annual reports 
to the Minister of Finance. 


You will note that with the minor exception of these 
requests for co-operation the influence of the central 
bank on spending decisions in the economy is general 
and indirect. The Bank of Canada operates only at the 
centre of the financial system—on the cash reserves of 
the chartered banks and in the market for Government 
securities—and its influence is transmitted to final bor- 
rowers and lenders and investors indirectly through 
financial institutions and financial markets. Except for 
the operation of certain governmental lending institutions 
and programmes, the allocation of credit is a matter that 
is settled in the private sector of the economy. 


At first sight monetary policy appears to be an 
extremely powerful instrument because theoretically 
there is no limit to the extent to which it can be used to 
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tighten or ease credit conditions. In fact it is subject to a 
number of important constraints insofar as its use to 
affect domestic economic conditions is concerned. One of 
the most important of these is the level of interest rates 
outside the country. A level of interest rates in Canada 
which is high in relation to those outside may give rise to 
large unwanted inflows of interest-sensitive capital which 
add excessively to the exchange reserves and the amount 
of funds required to finance accumulations of exchange 
or, if we are on a floating rate, to what may be an 
undesired appreciation of the exchange rate. Alternative- 
ly, a level of interest rates in Canada that is low relative 
to external rates may produce effects in the opposite 
direction that may be inappropriate to the state of the 
economy. 


Limitations on the extent to which domestic interest 
rates can be allowed to rise places limitations on the 
capacity of the central bank to restrain the expansion of 
the banking system and the money supply. If, for exam- 
ple, the borrowing requirements of the Government, 
taken together with those of the private sector, are rising 
rapidly, the central bank may find itself in the position of 
having to choose between allowing the banking system to 
expand more than it would like to see or having interest 
rates rise higher than might be appropriate in relation to 
the domestic economic circumstances or in relation to the 
level of external rates. 


There are a number of other important limitations on 
the use of monetary policy to achieve precise economic 
targets which apply to the use of aggregate demand 
policies generally and they are discussed in the following 
section. 


4. Role of Aggregate Demand Policies 


The other major demand policy is fiscal policy which 
affects the total level of spending in the economy through 
changes in the amount of tax revenue taken from the 
private sector, through government expenditures and 
using a broad definition, through the important lending 
activities of government. Monetary and fiscal policies are 
often discussed as though they were completely separate. 
They are by no means the same thing but fiscal policy 
exerts a strong influence on monetary conditions because 
it is fiscal policy which determines the amount of bor- 
rowing which the Government must do and this, together 
with the way in which the Government debt is managed, 
can have an important effect on the liquidity of the 
banking system, the money supply, and on credit condi- 
tions generally. Different combinations or “mixes” of 
fiscal and monetary policy which are designed to have 
the same effect on total spending can have quite different 
effects on many factors in the economy, including the 
level of interest rates, international flows of interest-sen- 
sitive capital, and the exchange rate. Co-ordination of 
monetary and fiscal policies is therefore most important, 
though it should be noted that co-ordination does not 
mean that at all times the two policies need be moving in 
the same direction. 


Unlike monetary policy, fiscal policy can to some 
extent be directed at specific situations, industries and 
regions through selected changes in taxes or in particular 
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kinds of government expenditures or loans. Nonetheless, 
‘the major influence of fiscal policy is the broad one of 
affecting the total level of spending in the economy, in 
effect by putting more or less into the economy than it is 
withdrawing. 


A major advantage that is claimed for the broad aggre- 
gate demand policies—fiscal and monetary policy—is that 
they leave the maximum scope for private decision-mak- 
ing in regard to what is produced and consumed in the 
economy and the determination of prices and incomes. In 
other words, they are regarded as a means of exerting a 
general influence over the level of activity in the econo- 
my and the trend of prices in a way that is consistent 
with a high degree of economic freedom. One of the 
major problems in economic policy has come to be that 
of reconciling the desire for a high degree of economic 
freedom with the increasingly ambitious and precise tar- 
gets for economic performance that we are setting for 
ourselves. 


Experience with the broad, general policies affecting 
aggregate demand has shown that they are not capable of 
being very finely tuned. Both monetary and fiscal policies 
have impacts on the economy that are distributed over 
relatively long periods. While some effects may be felt 
quite soon, the lag before the maximum impact is felt 
may be considerable. In the case of changes in monetary 
policy, interest rates react quickly but significant changes 
in the availability of credit take longer and there is a 
further lag between the time that financial conditions are 
affected and the time that the resulting spending deci- 
sions have their effects on economic activity. In the case 
of fiscal policy, there are lags in the reaction to changing 
tax rates or levels of government expenditures; the effect 
of a change in taxes, for example, may for a time be 
offset by either an increase or decrease in private saving. 
The time lags associated with changes in either monetary 
or fiscal policies, or it may be added with changes in the 
exchange rate, will also differ according to the economic 
circumstances. 


Among other things, this problem of lags means that 
economic policies must be based on reasonably good eco- 
nomic forecasts. The tools of economic forecasting have 
improved a great deal over a rather short time-span but 
accurate forecasting is still very difficult to achieve. It is 
subject to all the problems of obtaining adequate infor- 
mation on a reasonably current basis and to the difficul- 
ties of forecasting the evolution of the domestic economy, 
to say nothing of developments outside the country, par- 
ticularly those in the United States economy, which are 
so important to us. To take a rather extreme example, it 
would have been no mean feat for economic forecasting 
in the mid-’sixties to have foreseen the magnitude and 
timing of developments in the war in South-East Asia. 
However, I am confident that we can expect to see a 
continued, steady improvement in the capacity to fore- 
cast economic developments over time and to measure 
the magnitude and timing of the impact of changes in 
policy. The Bank of Canada devotes considerable 
resources to research in this area and a good deal of 
work is being done elsewhere. 
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Another important feature of the aggregate demand 
approach to achieving our economic objectives is that it 
is designed to operate in a competitive, market-oriented 
economy. In a system of this kind competition between 
suppliers of goods and services should ensure that an 
increase in the rate of growth of demand would call forth 
increased production, so long as manpower and plant 
capacity were available, without an acceleration in the 
average rate of prices and money incomes. Similarly, a 
slackening in the increase of money demand during an 
inflationary period should result in a levelling off in the 
rise in average prices and money incomes, rather than 
resulting in a slower growth of production and employ- 
ment. In point of fact, of course, competition in any 
modern economy is far from being perfect. Individual 
prices and incomes in our society tend to be much less 
flexible on the down-side than on the up-side for a 
variety of reasons. At the same time, physical and human 
resources are not sufficiently mobile to prevent bottle- 
necks from developing in some sectors of the economy, 
even at times when a good deal of slack exists in others. 
In this situation of imperfect competition, a great many 
people—business corporations, unions, professional 
groups, and others—are in a position at certain times to 
exercise their market power in ways which make infla- 
tion more likely to develop while there is still more than 
a minimum of slack in the economy and which, once 
generalized inflation has developed, make it persist after 
demand pressures have eased. 


There is thus a great deal to be said for doing what- 
ever we can to improve the structure and operation of 
our economy by improving the quality and mobility of 
our resources—for example by increasing skills through 
manpower retraining and by facilitating labour mobili- 
ty—and by making it more competitive. Apart from the 
vigorous application of conventional competition policies 
to protect consumers, there may be a need for further 
innovations of policy in order to deal with the abuse of 
market power. Beyond this kind of approach there are, of 
course, other approaches such as guidelines and volun- 
tary agreements among the main social partners. Such 
approaches have been explored with vigour by the Prices 
and Incomes Commission. I was fully in accord with the 
view that the effort should be made but it would be 
unrealistic not to admit that the results were less than 
had been hoped. I do not intend to go into these matters 
further here because other witnesses who are more 
expert than I have dealt with them thoroughly. I shall 
merely add that I completely agree with the view that 
this is an area of very great importance and that in spite 
of the disappointing experience in Canada and a good 
many other countries, the search for ways to bring the 
common interest to bear more effectively on price and 
income determination must go on. 


Given the characteristics of modern economies and the 
present state of knowledge, it is not realistic to expect to 
formulate policies that will achieve precise targets at a 
precise time. Failure to appreciate this can lead to con- 
siderable misunderstanding. For example, in the most 
recent attempt to follow policies to check inflation no one 
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in the central bank, or elsewhere for that matter, decided 
that the situation required an unemployment rate of 6 
per cent or more. The objective was to slow down the 
rise in pr.ces and costs, and the strong inflationary expec- 
tations that had developed, by slowing the rate of growth 
of aggregate demand with as little rise in unemployment 
as possible. In point of fact, monetary policy, and fiscal 
policy too, began to ease in 1970 when the most recent 
seasonally adjusted figure available for the unemploy- 
ment rate was 5.0 per cent. There was of course concern 
at that time that unemployment would go somewhat 
higher, arising from the lagged effects which I have 
mentioned, but the level that was reached was the result 
of many factors, which were difficult to predict, including 
the extent of work stoppages in Canada, and the fact that 
virtually all of the moderate slow-down in the growth of 
money demand was reflected in slower increase in output 
and very little in a slower increase in the GNP price 
deflator. 


5. Approaches to Policy 


I should like now to turn to the more controversial 
issues of policy which arise in relation to the use of fiscal 
and monetary policies in Canada in pursuit of the coun- 
try’s economic objectives. I have of course been very 
interested in what others have said before this Commit- 
tee on the big policy questions, and I am going to try to 
put my own comments within a simple but broad classifi- 
cation of approaches to policy which seems to me to arise 
from the variety of proposals on public financial policy 
that have already been made to the Committee. 


I shall deal first with what might be called a simple 
money supply rule for the conduct of monetary policy in 
Canada. I shall then turn to the use of fiscal and mone- 
tary policies together in what is frequently called 
demand management to influence the level of activity 
and trend of prices in the economy. I wish to comment on 
the approach of “learning to live with inflation” and very 
briefly on the approach of relying on price and income 
controls. 


A Simple Money Supply Rule for Monetary Policy 


The Bank of Canada does not follow a money supply 
rule, that is, it does not set a target figure for the 
increase in the money supply, however defined, and then 
seek to achieve that target either over short periods or on 
the average over long periods of time regardless of devel- 
opments in Canada or in the world economy. Our 
approach was explained in our submissions to the Royal 
Commission on Banking and Finance in the following 
terms: 


Although it would be possible for the Bank of 
Canada, with its power to control the cash reserves 
of the chartered banks within narrow limits, to oper- 
ate on the basis of a precise view about the appro- 
priate trend, over some period, of total chartered 
bank assets (or of the “money supply”, in the sense 
of currency outside banks plus chartered bank 
deposits), it does not in practice do so. The central 
bank is, of course, inevitably influenced in its judg- 
ments by developments in the “money supply”, but it 
must also take a view of the kind of credit conditions 


that would seem to be appropriate in the light of the 
current and prospective state of the economy includ- 
ing the external financial position and it must be 
prepared within limits to use its control of cash 
reserves as the situation develops in whatever direc- 
tion is necessary to try to bring about and maintain 
those conditions. This may mean that on occasion the 
Bank of Canada allows changes in its own and in 
total chartered bank assets to absorb pressures 
developing in financial markets rather than see 
credit conditions tighten or ease to an undesirable 
extent. 


Some economists, including some who have appeared 
before this Committee, advocate that the central bank 
should follow a money supply policy, that is, a policy 
which would produce over time a stable rate of growth 
in the money supply. The first thing that I would like to 
say about this proposition is that my life as Governor of 
the Bank of Canada would be a good deal easier if I 
could persuade myself that there was some such rule 
which was in fact valid for the conduct of monetary 
policy in Canada. It would be pleasant to be able to say 
that the money supply was being increased at exactly the 
right rate and that if the economy was not performing as 
well as it should then the trouble necessarily lay else- 
where than in monetary policy. 


To operate strictly according to a money supply rule, 
the central bank would have to be convinced that there 
is some specific and measurable definition of the money 
supply which was subject to its control and which exert- 
ed a reasonably predictable degree of control over the 
trend of economic activity. Although there has been a 
good deal of research on this matter, the evidence is far 
from being firm enough to justify an attempt to operate 
along these lines in Canada. 


The idea of a money supply rule is not as precise as it 
seems at first sight to be. What, for example, is the 
definition of the money supply that should grow at some 
stable rate? Advocates of this approach very often do not 
say. We use several definitions of the money supply in 
the Bank of Canada and we can imagine several others, 
and they usually grow at different rates. It is a real 
problem with all quantitative monetary analysis that the 
theoretical idea of the money supply runs into the dif- 
ficulty in practice that it is impossible in a developed 
financial system to classify financial assets into those that 
are clearly money and those that are clearly not. The 
spectrum of money-like assets is a continuous one. The 
money supply, with all its various definitions, needs to be 
watched carefully and we do watch it carefully, but I do 
not believe it can be the sole guide for monetary policy 
and I know of no central bank that operates that way. 


Most of those witnesses before your Committee who 
supported a policy of stable growth in the money supply 
added that this would not be possible unless the 
exchange rate were allowed to float freely. I believe that 
is true. Since such a monetary policy would mean that it 
would be necessary to accept whatever changes in inter- 
est rates turned up, monetary policy could not be direct- 
ed except perhaps very temporarily toward defending a 
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particular exchange rate. Very large fluctuations in inter- 
est rates and probably in exchange rates would have to 
be accepted as a price for obtaining relative smoothness 
in the growth of the money supply. 


It may be argued that the money supply rule need be 
met only over the longer-term, but if the longer-term is 
so long that major departures can be made from the 
target rate, it ceases to be very helpful as a guide to 
operations. 


The recent problem in Canada has been that we have 
needed stimulus to help move the economy on to a path 
of sustained growth and the encouragement of easier 
credit conditions has required rates of increase in the 
money supply, however defined, which were considerably 
higher than the average of recent years. If the increase in 
the money supply in the last twelve months had been 
limited to a significantly lower figure, for example, a rate 
roughly in line with the underlying growth rate of poten- 
tial output, one might well ask how much higher interest 
rates and the exchange rate would be than they are now. 


Demand Management 


I would like to move on now from monetary policy to a 
discussion of how the power to influence the growth of 
aggregate demand through fiscal and monetary policies 
can be used to attempt to achieve the objectives which 
your Committee have set out. Assuming that the econo- 
my is not on a path of stable growth without inflation, it 
is possible to visualize three different sets of conditions. 
The first two are relatively easy to prescribe for, while 
the third is more complex. 


The first case is one where there is too much unemploy- 
ment and unused capacity but no evidence of inflation. 
This is a clear-cut case of inadequate demand and 
demand policies can be used to produce with some time 
lag an increase in total spending and a rise in the level of 
economic activity in both Money and real terms. 


The second case is one where it is clear that demand is 
pressing too hard on our available resources, where 
shortages have become evident, and prices and costs are 
beginning to rise. This is a clear-cut case of excess 
demand. This kind of inflation has come to be character- 
ized as demand-pull inflation. It clearly requires action to 
bring the growth of aggregate demand into line with 
what is physically possible. 


The third set of conditions, the most difficult one for 
economic policy to cope with, is often referred to as 
cost-push inflation. The use of terminology such as 
demand-pull inflation and cost-push inflation gets us 
rather deeply into questions of semantics. In a sense, 
inflation is always due to demand-pull because prices of 
goods and services could not continue to rise unless there 
was sufficient demand for them at the higher prices. 
However, when the rate of growth in the economy has 
declined to a level that is clearly less than that which 
would have started a round of inflation, it has become 
fashionable to say that the inflation is no longer demand- 
pull but that it is of the cost-push variety. In the cost-push 
stage the pressure may come from those who strive to 
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compensate themselves for the increase in their costs that 
originated in a period when demand was excessive or 
from cost increases coming from outside the country, or 
to protect themselves against future price increases that 
they have come to expect as a result of the inflation that 
has been taking place. Cost-push inflation could undoubt- 
edly be dealt with by very strong policies to restrain 
demand, if the consequences in terms of unused capacity 
and unemployment were ignored. In Canada, however, 
the attempt has been made to direct demand policies 
toward limiting the growth of total spending only as far 
and as long as necessary to create market conditions in 
which it would be difficult for suppliers of goods and 
services to maintain the rate of increase in their prices 
and costs. Indeed, it has been because of a desire to limit 
the slowing of economic growth to a minimum while 
dealing with inflation that I have been advocating since 
1966 that as much as possible be done to improve ways in 
which the public interest can be brought to bear on the 
determination of prices and incomes. 


It is obvious from the above that the state of expecta- 
tions greatly affects the resistance of inflation to demand 
policies. Inflation is much easier to deal with if action is 
taken at an early stage rather than after inflationary 
expectations have become entrenched. 


In the cost-push phase there is always the possibility 
that because of the concern to avoid the losses of slow 
growth and the hardships of unemployment, steps may 
be taken to accelerate the growth of aggregate demand too 
much or too soon, before inflationary pressures have been 
brought under adequate control. When this has occurred, 
as it did in the United States and perhaps to some extent 
in Canada in 1967 and 1968, the result has been a ratch- 
eting up of the underlying rate of inflation and a marked 
strengthening of expectations of continued inflation. It is 
clearly a difficult matter of judgment to decide where the 
balance between these opposite dangers lies. 


It is believed by some that in modern societies there 
are social forces operating on income determining 
arrangements which are so strong that the price of bring- 
ing cost-push under control by conventional means is 
unacceptably high. If this concern were valid it would 
imply a very basic change in the structure of the eco- 
nomic system and in the degree of continuous direct 
intervention required of the state. For my part I believe 
that this is too pessimistic a view. In the present situation 
it is still too soon to conclude that steady progress toward 
significantly lower levels of unemployment will not be 
consistent with a gradual improvement in our cost and 
price situation. This is of course the view on which the 
strategy of current demand policies is based and, while 
there have been some disappointments in the perform- 
ance of the economy, the test is by no means over. 


Under present conditions demand policies are being 
pursued which are designed to achieve a significant 
improvement in economic activity and the unemployment 
picture. As economic activity picks up productivity 
should increase and reinforce the trends towards a mod- 
eration of cost increases. At some stage, it will be impor- 
tant to make timely modifications in the expansive stance 
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of demand management policies in order to avoid a 
recurrence of the problem of excessive demand, in other 
words, to avoid overshooting our targets after the inevi- 
table time lags. And it is of course the case that our fate 
is not entirely in our own hands because of external 
influences; if other countries, particularly the United 
States, do not achieve a reasonable degree of success in 
bringing their inflation under control, it will be more 
difficult for us to reach our objectives. 


Learning to Live with Inflation 


One of the recurrent themes before the Committee has 
been that public financial policy should aim at the 
maintenance at all times of full employment output in 
the economy, and if this leads to the inflation of costs 
and prices the society had better learn to live with it. 
According to the advocates of this view, full employment 
output can be reached and maintained by the use of 
fiscal and monetary instruments if this use is not inhibit- 
ed by concern about the degree of inflation that may be 
generated. It is easier, runs the argument, for society to 
adjust to even a rapid rate of inflation than to any 
significant short-fall from full employment output. If, the 
argument continues, the degree of inflation encountered 
is sufficient to cause serious hardship to those groups in 
the community that are most hurt by inflation, the way 
to shelter them is to expand their money incomes 
automatically by tying them to some measure of the 
movement of prices. 


The proposition that we do not need to worry about 
inflation because everyone can adjust to it is one that I 
and others have dealt with on other occasions but it may 
be worth covering some of the ground again. It is based 
on the view that we can choose, if we wish, a higher rate 
of inflation in order to have a lower rate of unemploy- 
ment, i.e., that it is possible to trade off more inflation for 
less unemployment. The origin of the trade-off theory 
was the evidence that, in the past, high rates of inflation 
had been associated with low rates of unemployment and 
that lower rates of inflation had been associated with 
higher rates of unemployment. But the assumption that a 
certain high rate of inflation could be deliberately chosen 
in order to keep unemployment below a certain very low 
level was based on the fallacious view that the public 
would not adjust behaviour when it saw what was hap- 
pening and that the trade-off relationships would remain 
constant. I stated my own views on this matter a number 
of years ago, in my Annual Report for 1966, where I said: 


I believe that most Canadians reject the thesis that 
we can or should accept inflation as a means of 
achieving high rates of output, and this has been 
made clear in various ways during the past year. For 
my own part I do not believe that this option is 
really open to us. I know that in recent years high 
rates of price increase have tended in general to be 
associated with low levels of unemployment. But I 
think it would be a serious mistake to infer from this 
that if only we were willing to accept high rates of 
price increase as a norm it would be easier to main- 
tain low unemployment levels over an extended 
period. If this approach were adopted, the public 


would soon realize what was happening and would 
take whatever economic or political actions were 
available to it to protect itself against the officially- 
sponsored expectation of a cont.nuous and rapid 
decline in the value of money. It would soon become 
just as difficult to prevent price rises from exceeding 
a high target rate as it now is to prevent them from 
exceeding a low target rate. The same policies of 
restraint would come to be required. Nothing would 
be gained in employment or output; the difficult 
efforts to adjust to inflation would thus have been to 
no avail... 


The task of avoiding inflation is of course more com- 
plicated if prices are rising at a rapid rate outside Canada 
and many of your witnesses have pointed this out. There 
may be occasions when upward pressure on our price 
levels will be dampened, as it was last year, by an appre- 
ciation of our exchange rate. If the exchange rate is rela- 
tively stable our price level will be affected by external 
price increases and it may well be that aggregate demand 
policies that attempted not only to prevent domestically 
induced inflation but also to offset the whole of the 
external price effects would be too difficult and too costly 
for us in terms of employment and output. There has 
been a fairly general view that we in Canada should try 
to do at least as well as the United States in controlling 
inflation and if possible a little better. In point of fact we 
have had in recent years a somewhat better record than 
the United States so far as prices are concerned but in 
terms of the underlying trend of costs it is not clear that 
we have done better. It seems to me that the general 
view that we should try to do at least as well as the 
United States is a reasonable one when their inflation 
appears to be relatively moderate and likely to be 
brought under control. Admittedly the United States has 
been having its problems but I believe it is much too 
soon to conclude that the United States or other major 
countries will in fact be willing to “live with inflation”. 


I think it has been suggested in your hearings that the 
danger of inflation accelerating has been overstated, that 
there is a tendency to look at Latin America for support 
for the view that inflation could get out of hand whereas 
the European experience is much more relevant. Euro- 
pean countries have not sat idly by and accepted infla- 
tion—recently they have resisted it quite vigorously; and 
some have tried various controls. N evertheless, their infla- 
tion rates have tended to become progressively higher. 
The average rate of price rise* in the European OECD 
countries which was 34 per cent between 1964 and 1968 
rose to 43 per cent in 1969 and 63 in 1970, and is still 
moving up. 


Price and Income Controls 


Not everybody who has said to the Committee that he 
thinks that fiscal and monetary policies should attempt to 
maintain full employment output at all times argues that 
the community should learn to live with inflation. 
Another view is that the world has changed so much that 
we can no longer expect inflation to be controlled by 


*As measured by GNP deflator, 
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aggregate demand policies and the only thing to do is to 
put controls on prices and incomes. The role left for the 
aggregate demand policies would be to ensure that there 
is always an adequate level of demand to keep the econo- 
my operating at high levels of activity. The Committee 
has already heard from many witnesses about the great 
difficulties and problems involved in this course and I do 
not propose to elaborate on them. This view places an 
extraordinary degree of reliance on the ability of govern- 
ments to put in place and maintain an efficient and 
publicly-acceptable control system. Moreover, it is clear 
that even with a comprehensive system of price and 
income controls it would be necessary to pursue appro- 
priate demand policies which did not put such great 
pressure against the controls as to make them inoperable. 


Approaches to Policy—Conclusions 


I very much wish that I could conclude my brief on a 
firmly reassuring note. I would like to be able to promise 
that demand management together with longer-run poli- 
cies to improve the efficiency and competitiveness of our 
economy can be counted on to achieve our goals in the 
foreseeable future without the danger of disappointing 
short-falls occurring from time to time. Alternatively, I 
would like to be able to tell you that I think there 
actually is some new and relatively painless approach 
that will bring us closer to achieving our goals. I assure 
you that if I believed that we could in fact achieve low 
levels of unemployment and high growth rates on a 
sustained basis simply be accepting a high rate of price 
rise, and ensuring that people were equitably protected, I 
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would not allow any preference for price stability to 
stand in the way of recommending that we get on with 
the job. If I believed that some form of controls would 
produce better results in our present situation—and I do 
not deny the possibility that we may one day be driven 
to try something along this line—I would not hesitate to 
say so. But I cannot in all honesty tell you any of these 
things. I sympathize greatly with those who look at our 
present difficulties and say “there must be a better way” 
but wishing does not make it so. The fact of the matter is 
that managing a modern economy in such a way as to 
achieve our goals, goals that have rightly been set high, 
is an extremely difficult business, as all countries have 
found, and there are some characteristics of the Canadian 
economy that make it especially difficult here. What I 
have to offer the Committee cannot be expected to be a 
popular prescription: it will probably be regarded as 
unimaginative at best but I would claim for it that it is 
realistic. As we get on with the job of moving the econo- 
my forward at a more rapid rate and reducing unemploy- 
ment we must seek to learn from our past experience: 
try harder to make our market economy operate a good 
deal better than it has recently operated if that is the 
kind of economy we really want; try to obtain a better 
public understanding of the limits to the benefits that the 
economy can reasonably be expected to provide; and 
strive for monetary and fiscal policies that are as well- 
conceived and well-timed as we can make them. And as 
we go along, we must continue to be concerned that the 
burdens caused by any periodic short-falls in the per- 
formance of the economy are distributed equitably. 
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Orders of Reference 


That the Standing Senate Committee on National 
Finance have power to sit while the Senate is sitting 


Extract from the Minutes of Proceedings of Wednes- 
day, March 19th, 1971: 


“With leave of the Senate, 


The Honourable Senator McDonald moved, second- 
ed by the Honourable Senator Langlois: 


That the Standing Senate Committee on National 
Finance be empowered to engage the services of such 
counsel and technical, clerical and other personnel as 
may be necessary for the purposes of its examination 
and consideration of such legislation and other mat- 


on Wednesday afternoons at four o’clock for the 
balance of the present session and that Rule 76(4) be 
suspended in relation thereto. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 


ters as may be referred to it. 
After debate, and— 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Wednes- 
day, April 28th, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Bourget, P.C.: 

That the Standing Senate Committee on National 
Finance be authorized to examine and report upon 
the question of methods by which fiscal and mone- 
tary policy in Canada may be exercised to achieve 
full potential growth and employment without infla- 
tion; and 

Notwithstanding Rule 838A, that the budget 
approved by the Standing Committee on Internal 
Economy, Budgets and Administration and printed in 
the Minutes of the Proceedings of the Senate of 18th 
March, 1971, for the proposed expenditures of the 
said Committee on National Finance with regard to 
its examination of the Estimates last before Parlia- 
ment for the fiscal year ending 31st March, 1972, 
be applicable as well in respect of its examination of 
the said question of fiscal and monetary policy in 
Canada. 


The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of Proceedings of Tuesday, 
May 4, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C:: 
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Minutes of Proceedings 


Tuesday, June 29, 1971. 
(22) 


Pursuant to adjournment and notice the Standing Sen- 
ate Committee on National Finance met this day at 9.30 
a.m. to consider the Question of Growth, Employment and 
Price Stability. 


Present: The Honourable Senators Everett (Chairman), 
Aird, Beaubien, Benidickson, Bourque, Croll, Flynn, Gro- 
sart, Hays, Laird, McDonald and Nichol. (12) 


Also present but not of the Committee: The Honourable 
Senators Burchill, Giguere, Haig, Inman, Kinnear, La- 
fond, Lang, Macnaughton, McGrand and Smith. (10) 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics; Dr. David 
McQueen, Economic Consultant. 


Witnesses heard: 
Department of Finance: 
The Honourable E. J. Benson, Minister; 
Mr. S. S. Reisman, Deputy Minister; 
Dr. William Hood, Assistant Deputy Minister. 


At 11.45 a.m. the Committee adjourned to 2.30 p.m. 


At 2.30 p.m. the Committee resumed. 


Present: The Honourable Senators Everett (Chairman), 
Aird, Beaubien, Benidickson, Bourque, Croll, Gelinas, 
Hays, Laird and Nichol. (10) 


Also present but not of the Committee: The Honourable 
Senators Macnaughton, McGrand and Smith. (3) 


In attendance: Dr. James Gillies, Director; Mr. A. B. 
German, Administrator; Mr. E. J. Brower of the Parlia- 
mentary Library, Division of Economics; Dr. David 
McQueen, Economic Consultant. 


It was agreed to print as an Appendix a document 
entitled “Federal measures to stimulate economy taken 
since March 1970”. 


Witnesses heard: 
Department of Finance: 
Mr. S. S. Reisman, Deputy Minister; 
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Dr. William Hood, Assistant Deputy Minister; 
Mr. Cyril Hodgins, Assistant Director of the Economic 
Analysis Division. 


At 5.40 p.m. the Committee adjourned to the call of the 
Chairman. 


ATTEST: 


Gérard Lemire, 
Clerk of the Committee. 


The Standing Senate Committee on National Finance 


Evidence 
Ottawa, Tuesday, June 29, 1971 


The Standing Senate Committee on National Finance, 
to which was referred a study of methods by which fiscal 
and monetary policy in Canada may be exercised to 
achieve full potential growth and employment without 
inflation, met this day at 9.30 a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, we have with us 
today a man who is well known to us and who has prob- 
ably enjoyed the greatest increase in popularity since the 
beginning of this Parliament. I refer, of course, to the 
Minister of Finance, the Honourable E. J. Benson. We 
also have with us the Deputy Minister of Finance, Mr. 
Simon Reisman. You have before you the brief submitted 
by the Minister of Finance. I am sure that he has com- 
ments to make on that brief, and I will ask him to 
proceed. 


The Honourable E. J. Benson, Minister of Finance: I do 
not propose to read the brief. You have it in your posses- 
sion. It is a general outline— 


Senator Benidickson: We now have it, but I received 
it only last night. However, I did manage to read it this 
morning. 


Hon. Mr. Benson: The brief is very general in pointing 
out the problems faced by the Department of Finance and 
by the Government in determining economic policy. In 
the brief we did not go into current economic policy, as 
to how we have been proceeding. I think I explained this 
fairly well in my budget address the other night, and I 
have also explained this several times in the House of 
Commons. 


Unless you would like me to, I do not think that I 
would like to comment any more than that on the brief. 
The general outline of the brief is such that it points out 
the problems in various areas and talks generally about 
them. It does not come down with any firm conclusions. 
We are, of course, looking to the Senate Committee to 
give us their ideas. I will be glad to answer any ques- 
tions. 


The Chairman: Thank you, Mr. Minister. I am sure that 
in time we will be giving you our ideas. In the meantime, 
we would like to suck all the knowledge and information 
we can out of you. 


Senator Nichol: Over the last eight or nine weeks, the 
questions have broadly broken down into three cate- 


gories: the first is the problem of identifying where you 
are in economic cycles; the second concerns what wea- 
pons you use to change or influence the direction in 
which you are going; and the third is what mechanical 
structure within the Government or the state do you use 
to implement those things. In other words, assuming that 
you are able to identify the correct fiscal and monetary 
policies for a given time and in a given direction, what 
mechanical structure, what system do you use? 


The relationship between the Bank of Canada, which 
is autonomous to some degree, and the Minister of Fi- 
nance, who is the elected representative of the people 
responsible for the economics of the country, to me at 
least, remains obscure. Of those three categories of ques- 
tions, could you deal with the last first? Could you talk 
about that relationship? 


Hon. Mr. Benson: Generally, the relationship is a close 
one between the Governor of the Bank of Canada and 
the Minister of Finance. I think that some people tend 
to look upon fiscal and monetary policies as being quite 
separate. They really are not, in my view, quite separate, 
because the extent to which the bank can act in monetary 
policy is, at least to some degree, determined by the fiscal 
policy followed by the Government. 


There is the closest consultation with the governor of 
the bank, and under the Bank Act, as you know, the 
Minister of Finance presently has the right to direct the 
governor of the bank with regard to monetary policy. 
That has not been done by this Government. There has 
been close consultation with the governor of the bank. 
He indicates what his current ideas are with respect to 
monetary policy, and we talk about fiscal policy and what 
the Government intends to do in this area. So far as it is 
possible, the two are working in the same direction. 

To deal with your first question, as to where we are in 
the present... 


The Chairman: Senator Nichol, do you have a supple- 
mentary question? 


Senator Nichol: I do not wish to ask the question as to 
where are we, but what are the techniques for knowing 
the current economic policy, or asking questions such as 
where are we, but what are the techniques for knowing 
where we are. 

How do you feel about the degree of consultation be- 
tween the various organizations within the federal struc- 
ture? Putting aside the federal-provincial question, then 
the Prices and Incomes Commission, the Economic Coun- 
cil, the Department of Finance, the Bank of Canada, and 
the Treasury Board all have input into the decision that 
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we should go in a certain direction. Is this as closely co- 
ordinated as it could be? How do you feel about the 
American system by comparison? 


Hon. Mr. Benson: I think that people—and it is par- 
tially the Government’s fault—think there is much less 
co-ordination than there really is. Co-ordination must 
take place at the Cabinet level in the Government, and 
indeed it does through a very wide system of Cabinet 
committees which have been set up. We have in the 
Cabinet a Committee on Economic Policy. This committee 
includes people who are responsible for the agencies that 
you spoke of, as well as trade and other facets of Govern- 
ment. 


We also have a Committee on Priorities and Planning. 
I cannot name the ministers, but the senior ministers of 
Government meet in that committee and decide to review 
the fiscal and monetary policy of the Government, and 
the economic overlook not only in the short run but for 
a period of time into the future. Indeed major economic 
decisions, whether they be made in regional economic 
development or in various other areas of Government, 
must first be approved by this committee. 


So there is a tying together of these at the ministerial 
level. From my experience as a member of Parliament, 
which is not that long—it will soon be nine years—I 
think the system of co-ordination through Cabinet com- 
mittees is far superior to anything that has existed, at 
least in my time in Parliament. 


Senator Nichol: How do you feel about an advisory 
group, such as John Deutsch suggested, to the Cabinet on 
economic policy, consisting of people who did not have 
line responsibility? 


Hon. Mr. Benson: Really, here you are talking of some- 
thing like the Committee of Economic Advisers to the 
President of the United States. 


Senator Benidickson: That is what he was talking 
about too. 


Hon. Mr. Benson: Personally I would not be in favour 
of this. I do not think you gain very much by it. I think 
that our economic experience in Canada compares very 
favourably with what has happened in the United States, 
particularly in the present cycle. We have gone down less 
deeply and we have paid a lesser price than has been the 
case in the United States in combatting inflation, and we 
have been more successful in doing it. The Governor of 
the Bank of Canada is not really a line adviser. The 
Department of Finance is not really a line department; 
it is a policy department. The Treasury Board, which has 
many line functions, was deliberately moved from the 
Department of Finance, as was the Comptroller of the 
Treasury. The result of this has been the elimination of 
mechanical functions in the Department of Finance. 
Therefore, the department can devote its time to policy. 
Although the policy advice is generally good, now and 
again we should change a deputy minister, which we have 
done once, as well as the minister. If the advice is wrong 
and we do not like it, the thing to do is to fire the min- 
ister and deputy minister, rather than appoint an official 
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to second guess the economic decisions. Those decisions 
can be co-ordinated, with any kind of throughput de- 
sired, with the cabinet committee. 


Senator Benidickson: This question relates to the 
testimony of Dr. Deutsch, who has had recent and wide 
experience with government and with the Department of 
Finance. He suggested the establishment of a long-term, 
independent setup, because he felt that cabinet com- 
mittees are likely to act more on an ad hoc basis and for 
the short term. However, he also suggested that if there 
were an authoritative, independent body of advisers their 
term of office should be very short and they should not 
consider it to be a permanent career. 


I have been here for 27 years, and it seems to me that 
the principal advisers on economic matters have re- 
mained the same. I have been associated with some 
budgets and we have made some mistakes, but I would 
say that, by and large, the people who are closest to the 
Minister of Finance have been the same for approxi- 
mately 20 years. 


Hon. Mr. Benson: Senator, that just is not the case in 
the Department of Finance. The Deputy Minister of 
Finance has changed three times since I have been here. 


Senator Benidickson: The title has lasted for 20 years. 
However, the group which is most likely to influence the 
Minister of Finance has been largely the same for 20 
years. I refer to your former Deputy Minister, who was 
Clerk of the Privy Council, which is a very influential 
position, and the interchange between the Secretary of 
the Treasury Board and the deputy minister of your 
department. 


Hon. Mr. Benson: We now have Dr. Hood on the eco- 
nomic side in my department. He came from the univer- 
sity, through the Bank of Canada. He has not been in the 
Department of Finance for 20 years. It is true that Simon 
Reisman, the Deputy Minister, was in the Department of 
Finance and, moved to Industry, then to the Treasury 
Board, but in quite a different capacity from that of eco- 
nomic adviser to the Government. Therefore, I just do 
not think there is that sort of morbid atmosphere of which 
one occasionally hears. There is a tremendous change in 
personnel in the Department of Finance. The governor- 
ship of the Bank of Canada has changed once in recent 
years. It is a matter of opinion. 


Senator Nichol: In order to ascertain the relationship, 
I asked Mr. Rasminsky whether his officials were deeply 
involved in the budget discussions. He replied, of course, 
that they were. I am still not clear; perhaps I have not 
expressed my question well. Where does the political 
responsibility, which is the important and over-riding 
responsibility for economic policies, stop? Where does the 
independence of the Governor of the Bank of Canada 
begin? This becomes particularly important now when, 
obviously, we are in a very delicate position between 
unemployment and inflation, with a highly expansionary 
monetary policy. 


Wood Gundy’s money market paper states that in the 
period from January through May, 1971 the Canadian 
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money supply increased at an annual rate of 19 per cent, 
seasonally adjusted. For May alone the annual rate of 
expansion approached 27 per cent. That policy may or 
may not be right. How much influence does the Depart- 
ment of Finance have on that decision, or is it Mr. 
Rasminsky’s business? 


Hon. Mr. Benson: No, the day-to-day operating policy 
of the Bank of Canada is the responsibility of the gover- 
nor of the bank. Therefore variations in money supply 
over the short run are basically his decisions. However, 
its overall trend is discussed by the Governor of the 
Bank of Canada, the Minister of Finance and, indeed, 
through the elected representatives in the cabinet, at the 
highest level. The general, overall trend and the fiscal and 
monetary outlook are determined really at the highest 
level possible within our governmental system. This is 
not determined by the Prime Minister per se, but he is 
part of it, together with the cabinet. The political in- 
fluence is there if one wishes to use it and change the 
direction materially. There is no question of that, and I 
do not think it is questioned by the governor. 


Senator Nichol: If the governor disagrees strongly, pre- 
sumably his alternative is to resign, if he cannot change 
the policy through his influence. 


Hon. Mr. Benson: The Bank Act, as we revised it... 
Senator Nichol: At his request, I understand. 


Hon, Mr. Benson: We revised it because of a difficulty 
which arose with a former governor. No one claimed 
responsibility for monetary policy and the Government 
indicated, I believe, at that time—I was not here—that 
it had no responsibility. That is no longer the case. I 
agree with your figures: they include Government de- 
posits. 


The Chairman: I would doubt, Mr. Minister, if the 
figure includes Government deposits. It would be all but 
Government deposits. 


Mr. S. S. Reisman, Deputy Minister of Finance: The 
figure of 19 per cent quoted by Senator Nichol must 
include the Government deposits. 


Senator Nichol: I think it must, because it is so very 
high. 


Mr, Reisman: There are a number of definitions; the 
time deposits and demand deposits can be excluded. How- 
ever, your figure is all-embracing. 


Senator Nichol: The paper does not indicate what it is. 
Senator Grosart: This is M-2. 


The Chairman: But M-2 would not include Govern- 
ment deposits. I have not heard a definition yet that 
would do that. 


Senator Nichol: My question does not revolve around 
whether this is M-1 or M-2, but whether it is an inde- 
pendent process of the Bank of Canada and to what de- 
gree the Department of Finance has control? 


National Finance 22: Nb 


Hon, Mr, Benson: We have the ultimate control, and 
under the Bank Act the minister has the right to issue a 
directive to the governor of the bank. If he decides not 
to accept it, of course, his alternative is to resign. It has 
not been necessary to differ in view from the Governor of 
the Bank of Canada since I have been Minister of 
Finance. We have operated in the same direction in mone- 
tary and fiscal policy. One may question the weight that 
has been placed on each, but I think one also has to con- 
sider the interdependence. 


Senator Nichol: I have nothing more on that subject, 
Mr. Chairman, if there is someone else who wants to 
proceed with it. 


Senator Grosari: Mr. Minister, at the start of your 
brief you make a great deal of what you call the high 
level of partnership between business and government. 
Looking at the relationships in some other countries, such 
as Japan, Sweden, Switzerland, and even the United 
States, one gets the impression that we do not have a 
very high level of partnership between government and 
business in Canada. Perhaps it would be more accurate 
to describe it as an on-going confrontation. Would you 
say that is correct? Do you feel we have a high level of 
partnership? 


Hon. Mr. Benson: It is a partnership in a sense, in that 
if one is to operate the economy they have to operate as 
partners, whether they are partners who get along with 
each other or not, in going towards the aims of economic 
policy in the country. I think the relationship with busi- 
ness is relatively close in Canada. It certainly is not as 
close as in Japan, where, as you know, they have a very 
centralized economy, and that kind of relationship just 
would not be tolerated in Canada, mainly by business. I 
think the doors of government are open to business in 
Canada, and there is relatively close consultation, prob- 
ably as close as there is in the United States, or even 
closer. 


Senator Grosart: Perhaps one of the objections of the 
private sector would be the very high level of transfer of 
GNP components from the private to the public sector in 
Canada. The indications are that this will increase. The 
projection shows the all-government “take’’, if I may use 
that word, from national productivity running to about 
40 per cent by 1980. It is somewhere between 37 and 38 
per cent now. Has the question ever been raised in your 
discussions as to whether this on-going transfer from the 
private to the public sector may be too high in Canada? 


Hon. Mr. Benson: In Canada, I am informed, there are 
different figures, because people use different measure- 
ments. It is around 34 or 35 per cent. One of the things 
that has been happening, in recent years at least, is that 
the federal government’s share of the transfer from the 
private sector has been declining. This is not to blame 
other governments, but there has been additional respon- 
sibility placed upon the lower levels of government. They 
have been requiring a higher overall share of the GNP, 
and in order to keep it at a reasonable level the federal 
government’s share has been declining. 


2258 


National Finance 


June 29, 1971 


Senator Grosart: I wonder if it has been declining, Mr. 
Minister. I know the conventional figures, but whereas 
the conventional figures take in some loans, investments 
and advances, they leave out other loans, investments 
and advances—CMHC, for example—and they do not 
include the “take” from unemployment insurance or Old 
Age Security. I know it could be argued that these are 
loans and that the take is on a different basis, but it is 
still money taken out of productivity and under the con- 
trol of the federal government. Actually I think in this 
kind of definition the federal take is increasing. I do not 
understand why you come up with a figure of $14.8 bil- 
lion and say, “This is budgetary expenditure, and if we 
add another not quite a billion of loans it is $15.8 billion, 
but we will not talk about the OAS and unemployment 
insurance take.” Why don’t we? Why don’t we say, “This 
is what the federal government is taking”? 


Hen. Mr. Benson: I have no objection. You would, of 
course, have to include the Canada Pension Plan and the 
Quebec Pension Plan in there. 


Senator Grosarit: Of course. 


Hon. Mr. Benson: Those figures are available, and I 
have no objection to their being put together. The basic 
question you raise is that of government taking funds 
out of the economy for various purposes. 


Senator Grosart: Yes. 


Hon. Mr. Benson: Government, of course, does not take 
funds out of the economy and keep them. 


Senator Grosart: No, no. 


Hon. Mr. Benson: Government takes the funds out of 
the economy for specific economic and social purposes. 
Whether these are aimed in the right direction is a mat- 
ter of judgment for Parliament, government and ulti- 
mately the electorate in Canada. It is true that over the 
past 20 years there has been a movement towards more 
services being provided by government. In that period of 
time we have seen hospitalization, old age pensions, the 
Canada Pension Plan, changes in family allowances, 
medicare, a great many areas where the government has, 
I think as requested by the electorate, taken over these 
services. Certainly, the electorate has supported govern- 
ments that have indicated they wanted to take these 
things over. 


The question is how much further we go. I personally 
do not see major new areas of government expenditure 
opening up, although I have some worry about this pollu- 
tion one. When one starts talking about pollution, I can 
see vast sums of money being involved. In areas of social 
change in Canada, unless and until a government moves 
to something like a guaranteed annual income, I think 
there will be no major changes in the near future in that 
area. We have given the undertaking to the provinces 
that any change in the future involving a joint cost pro- 
gram would involve consultation with governments at all 
levels. 


In percentage of GNP that is taken out by all levels of 
government, we are somewhat higher than the United 


States, a point or two, or perhaps three, and we lie below 
some European countries. I do not know where you end 
up in this; it is very hard to forecast. It all depends on 
what sort of services are demanded from governments 
by the public in the future, and that is hard to forecast. 
I do not see any major changes on the federal side in 
the immediate future. 


Senator Grosart: Do you think the present level of 
somewhere between 34 and 37 per cent is viable in, say, 
GNP terms? What I am getting at is that a very good 
case can be made out that control of the sources of pro- 
ductivity by the private sector will expand the GNP 
faster than control by the government sector. What I am 
really asking is: Do you have an overview policy on this? 
Do you sit down and say, “Well, that is enough. 34 is too 
high” or “too low’’? 


Hon. Mr. Benson: No, I do not think you do that. 


Senator Grosart: It is easy to say you respond to what 
you can offer the electorate. 


Hon. Mr. Benson: I do not really think you do this. 
I think governments make both the short-run and the 
long-run decisions based on the demands of the elec- 
torate. I do not know whether 34 per cent is too low or 
too high in the longer view. I do know that we must have 
a viable private sector in order to support a 34 per cent 
take by governments out of the productivity of the coun- 
try for governmental purposes, but whether it is too high 
or too low I do not know. It is lower than many countries 
in the world; it is a little higher than the United States. 


Senator Grosart: Did you put your budget predictions 
into, say, the Bank of Canada econometric model this 
time? 


Hon. Mr. Benson: We have both the Bank of Canada 
predictions and our own, in the Department of Finance, 
and each time they are compared. 


Senator Grosart: Do they agree? 


Hon. Mr. Benson: Yes, I do not think they are very far 
out, but sometimes they do disagree and then we start 
checking them out to find the reasons for the disagree- 
ment. We also use outside models. 


The Chairman: One of the things that has been trou- 
bling us, Mr. Minister, is what agency is there in the 
Government structure for long-range planning, for the 
determination of what resources will be available to the 
country over a longer period of time, and how these 
resources might well or will likely be used, as opposed 
to should be used. 


It seems to us that the Government, having to face the 
electorate from time to time, being very sensitive to the 
will of the electorate, is perhaps more short range in its 
views, and for very good reason. We wonder just what 
agency there is in Government that gives them this long- 
range overview, that makes sure we are not in a position 
of over-using our resources or committing too many 
resources to one particular subject. 
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I am thinking particularly of the one which is worrying 
you, pollution. What agency in Government is going to 
determine what resources may well have to battle pollu- 
tion? I am not talking of Government resources, but com- 
munity resources as such, to give the public the knowl- 
edge it requires really to make a decision on pollution. 


Hon. Mr. Benson: The Government has moved, even on 
expenditure programs of departments, into longer range 
planning, in the period of time I have been here. It used 
to be that estimates were decided in December, when 
they had to be tabled in J anuary or February. This period 
has been moved back substantially. Here I am talking of 
the planning of Government per se. 


The departments are required now to put in five-year 
budgets, for example, and these are then brought up to 
date as they move along. One would expect the second 
year to be fairly close, but when you start budgeting 
five years ahead, you tend to get a bit out at the end. 
However, it is a very useful function to move from just 
putting in the estimates for the current year, to having 
to put in the estimated expenditures over a five-year 
period. 


Senator Benidickson: When was the five-year-period 
requirement put into force? 


Hon. Mr. Benson: We started this when I was in the 
Treasury Board, about two or three years ago. 


Mr. Reisman: I think it was in 1968 that we had our 
first analysis of the five-year period. 


Senator Grosart: The same time as the PPB. 


Mr. Reisman: Yes, the Planning, Programming and 
Budgeting system came in at the same time. 


Hon. Mr. Benson: Here we have been talking about 
five years ahead, but regarding the long-range problem, 
at the cabinet level the Government has been looking at 
it to see what the country will look like over a ten- or 
fifteen-year period. A good deal of time has been put into 
trying to build up what kind of country this is going to be 
ten years from now and what we could do to influence 
it to be that kind of country. This is the other sort of 
thing you are talking about. 


The Chairman: This is at the cabinet level? 
Hon. Mr. Benson: Yes, at the cabinet level. 


The Chairman: What sort of data are you putting into 
that? 


Perhaps we can ask Mr. Reisman that this afternoon. 
Hon, Mr. Benson: Yes. 


The Chairman: If I may pursue that for a moment, 
how do you see the Economic Council of Canada fitting 
into this sort of study? 


Hon. Mr. Benson: My relationship with the Economic 
Council of Canada is simply that they produce reports, 
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and I and my department study them. I have no closer 
relationship than that with the Economic Council of 
Canada. Perhaps one should have. 


Mr, Reisman: They are supposed to be that way. 


Hon, Mr. Benson: It was set up as an independent 
body, to come out with independent opinions. Of course, 
we pay attention to their forecasts and opinions—and, on 
occasion, we disagree with them. 


The Chairman: In Germany, Mr. Minister, according 
to Dr. Giersch—who was at one time, I believe, asso- 
ciated with their long-term planning council—the coun- 
cil submits its report to parliament. I believe it is tabled 
in parliament. The government there, within a stated 
period, must react to that report, by a submission also 
to parliament. The government must state at that time 
what it intends to do in reference to the issues raised in 
that report. Would this be an approach that you might 
welcome in Canada? 


Hon. Mr. Benson: One of the things I have tried to 
avoid since I became Minister of Finance—and one can- 
not always avoid it—is getting into fights with the 
Economic Council of Canada. I do not think that much 
useful to the public is derived from such activity, except 
in the case of pecple who like to see a debate between 
the Economic Council, the Minister of Finance and the 
Government. 


What we do presently is pay very close attention to 
their recommendations and decide what we should do 
about various things they recommend. Whether one 
should have to report this to Parliament or not, I do not 
know. This is a matter of opinion. The legislation does 
not provide that; and I think it does not provide it in 
order to avoid the kind of public debate that might 
result. 


The Chairman: What is your opinion? 
Hon. Mr. Benson: On reporting to Parliament? 


The Chairman; Yes, and on the Government being 
required to react to the report as such. 


Hon, Mr. Benson: I would not worry terribly about it. 
Senator Grosari: You react, anyway. 


Hon. Mr. Benson: One reacts anyway, but if it means 
the kind of building up to public confrontation... 


The Chairman: I do not think Dr. Giersch was think- 
ing of public confrontation. The German concept was to 
bring into focus the long term approach of an agency 
that was not going to have to face the electorate which 
could, I suppose, force government, which has by its 
nature a shorter term approach, to react to the long 
term approach. Do you not think that may be worth- 
while? 


Hon. Mr. Benson: Personally, without thinking further 
about it at the present time, I see no objection to this 
procedure. 
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Senator Grosart: It just happens that the Germans 
formalize it. When you say you have to make a statement 
on these things, you do it in every budget statement. 
That is a response to what the Economic Council, the 
business community, and everybody else says. 

On that point, the Economic Council tends to place a 
great deal of reliance in economic forecasting in respect 
to potential productivity. I gathered from your brief, Mr. 
Minister, that you were a little skeptical about that. On 
page 7 you use the phrase “the hypothetical figures that 
might be expected to display”—speaking of the Govern- 
ment accounts—‘‘at a standard level of full employment.” 
Have you some doubts about the validity of this potential 
productivity approach? I have, but I wonder about you. 


Hon. Mr. Benson: Everybody says that if everyone was 
employed in the country and there was no unemploy- 
ment, we would have X dollars more in productivity. 
This is a sort of pie in the sky, because it is not going to 
happen; it will never happen. What you try to do, in an 
economy, is to get unemployment down to the lowest 
possible level and to get your productivity as high as you 
can get it, without having too much inflationary pressure. 
That is the aim of every government, and must be. To 
say that one is losing $5 billion in productivity because 
you have X number of unemployed is not very realistic. 
It leaves out the other factors. 


Senator Grosart: You refer to the rates of growth being 
measured by aggregates. Is there not some danger in this 
reliance on measurement by aggregates, when the trend 
among economists today seems to be one of disaggregat- 
ing these figures, and really finding out what they mean? 
I refer you to the last paragraph on page 3 where you 
speak of the powers to tax, to spend, and to lend. 


Hon. Mr. Benson: You really do it both ways. You do 
it by aggregates, and you break it apart and do it by its 
parts as well, senator. 


Senator Grosart: Do you, really? 


Hon. Mr. Benson: Yes. It may be that I over- 
emphasized the use of these aggregates. 


Senator Grosart: Finally on that same point, your brief 
places great emphasis on the aspect of bank deposits— 
$1.5 billion cash, and so on. Throughout there seems to be 
a suggestion that the best way to do this is for the Gov- 
ernment to get as much money as it can and then decide 
what to spend and what to lend. 


For example, the business sector and other parts of the 
private sector obviously tend to think that your corpora- 
tion tax is too high. Other countries feel that if you keep 
the corporation tax down you are making money avail- 
able for capital spending. Do you think that our level of 
corporate taxation is too high? Do you think it could be 
reduced, in view of the fact that it amounts to only about 
17 per cent of the total budgetary revenue? 


Hon. Mr, Benson: You have several questions here. The 
use of bank balances was expository. If there is any 
implication in the paper that I think it is important that 
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Government get money in and decide how it is to be 
spent, I would like to clear that up right now. That is not 
the case. I think that governments must have enough 
money to do the kind of things people want them to do, 
and the more we can keep in the private sector the better. 


Senator Grosart: Would you repeat that? 


Hon. Mr. Benson: It will be on the record, and it was 
in my budget speech. Dealing with the corporate income 
tax, here we have to be fair and look at the overall cor- 
porate tax in Canada. We have a dividend tax credit, 
which other countries have not. If you take the two 
together, corporate shareholders in Canada are better off 
than those in other countries. You have to take both the 
corporation and the shareholder together. 


Besides that, I thought that corporate tax rates were 
too high, and that is one of the reasons why, when I 
started building in the position whereby we would use up 
additional revenue coming in under the new income tax 
system, part of it went to the reduction of corporate tax 
rates over a five-year period. 


The Chairman: I have a supplementary to one of your 
questions, Senator Grosart. You were talking about the 
aggregation and disaggregation of figures. One of the 
things that has bothered the committee, and I am sure it 
has bothered the Department of Finance, has been the use 
of the figure we call unemployment, how it disaggregates, 
how much of that is frictional and how much is seasonal, 
and how much represents people moving in and moving 
out. It becomes a tremendous—I suppose you would have 
to use the term “political football’, because it is reduced 
in the end to one figure which is either the actual or 
seasonal figure; it is not broken down into its components. 
You must have thought about this a lot. I suppose you 
have had some sleepless nights over it. I wonder if you 
have any views that would help the committee on the 
you you think that figure should be presented? 


Hon. Mr. Benson: When unemployment is at unaccept- 
able levels—and I think it presently is, and has been for 
some time, at unacceptable levels in Canada—one starts 
thinking about the structure of unemployment, if one is 
Minister of Finance. But one does not at that time tackle 
the structure of unemployment and say, “Well, it is 
measured wrongly or it is measured correctly.” 


However, I do believe that in the long run we should 
have a look at the structure of unemployment in Canada, 
how it is made up, what can normally be expected be- 
cause of seasonality, what normally would be the upturn 
in the winter, whether our unemployment, including 
those over 14 years of age, is appropriate, whether the 
age level should be changed—this sort of thing should be 
done at some time in the long range—and how much of 
the unemployment consists of people moving in and out 
of jobs. I believe this needs to be done. I think it would 
be an unfair diversionary tactic for any Minister of 
Finance... 


Mr. Reisman: It is a question of definition. 


Hon. Mr. Benson: In the long run we should look at it. 
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The Chairman: Has the department looked at it? 
Hon. Mr. Benson: We do look at it. 


Mr. Reisman: We do a tremendous amount of analysis 
on the structure. There are all kinds of breakdowns inso- 
far as you can get that from a labour force survey. You 
must realize that, as you disaggregate and break down 
into components, the information that is obtained from 
a labour force survey, the examination of 30,000 family 
units, households, the validity of the information that you 
get is subject to a margin of error. 


We do a great deal of analysis of this, and so does the 
Department of Manpower and Immigration, and other 
agencies of Government. The question was really directed 
to the definition. Have we got the right definition? Does 
it really measure what you set out to measure? 


The Chairman: That is correct. 


Mr. Reisman: The minister said that you do not play 
with definitions at a time when unemployment is Dishwer. 


The Chairman: Nor was the question directed to asking 
him to play with definitions, but whether as a committee 
we might have a look at a better type of definition, or 
some way of expressing the term that gets closer to the 
problem. 


Hon. Mr. Benson: It would be useful to do this. I think 
somebody should look at the definition of unemployment. 


Senator Hays: In that context, are our methods of 
measuring unemployment similar to those of other coun- 
tries, where they are claiming full employment, and that 
sort of thing? 


Hon. Mr. Benson: I think that ours is quite similar 
to the United States system. But when you start compar- 
ing it to the British, the German, and the French, I 
think there are great differences. 


Senator Hays: They use different measuring sticks? 
Hon. Mr. Benson: Yes. 


Senator Grosart: Are there not international statistical 
definitions? 


Hon. Mr. Benson: I do not think there are. 


Senator Grosart: There are everywhere else. In the 
whole statistical series, everything is clearly defined, it 
seems to me. 


Hon. Mr. Benson: I am informed that there is not. 


Senator Grosart: Which of these breakdown figures 
that Mr. Reisman mentioned are available? Are there 
figures available to show unemployment by households, 
by family units? “Household” is a census definition. 


Mr. Reisman: I do not think so. 


Senator Grosart: It seems that- this is tremendously 
important where there is no family income other than 
welfare. 
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Mr. Reisman: There is a figure relating to heads of 
households, but there is not a breakdown of the kind 
that you are referring to, to show in great detail just 
who the unemployed are. There are some breakdowns. I 
think that we will be getting a good deal of that kind of 
detailed information from the census that is now being 
run. Whenever there is a census, one can get a good 
deal of finer and more complete information than you 
can get from the monthly labour force survey data. But 
even the labour force survey data does give some break- 
downs. We will know, for example, the breakdown be- 
tween men and women. We will know the breakdown 
by age within the men and women. We will know the 
married women and single women. We will know the 
heads of households and others. We will know a little 
by region and also by occupation. 


The Chairman: I think I will interrupt there, because 
we can come to that this afternoon, if we are talking 
about the evidence that Dr. Reisman will present. 


Senator Grosart: We might ask the minister to have 
the department provide us with the breakdown informa- 
tion presently available from departmental or other 
sources. 


Hon. Mr. Benson: We will do that. 


Senator Benidickson: Mr. Chairman, reference is made 
in the brief to effects from international sources upon 
employment and prices in Canada. The first thing that 
comes to mind is our proximity to the United States and 
the immensity of our trade with that country. To what 
extent are we independent of either benefits or disad- 
vantages due to that proximity? What independent steps 
can we take to counter what might be done in the 
United States with political objectives in mind? For 
instance, there might be an expansionist policy related 
in some way to the approaching presidential election. 
To what extent can we, through fiscal and monetary 
policies, avoid being inevitably hurt or benefited by con- 
ditions in the United States? 


Hon. Mr. Benson: There is no doubt that, with our 
tremendous interchange of trade with the United States, 
developments there will have an effect upon the Canadian 
economy. However, we can take steps of our own. Mr. 
Reisman can show you this afternoon some graphs of 
what has happened in current economic situations in 
Canada. Since we are considering not just current situa- 
tions, this will extend over the past 15 or 20 years, during 
which time there have been downturns in the United 
States and Canadian economies. Each time there has been 
a downturn in the United States economy, with a tight- 
ening up after an inflationary period, there has been a 
downturn in Canada. However, it has not been identical. 
In the latest one, for example, our downturn was much 
less, our recovery faster and our policies much more 
effective than the American experience. 


The Chairman: We would appreciate it if Mr. Reisman 
would do that this afternoon. 
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Senator Benidickson: At page 11 reference is made to 
a flexible fiscal policy, the budget not necessarily being 
effective for 12 months, as has been the case. If it were 
felt that circumstances dictated a change in fiscal policy, 
immediate action should be taken. It is stated there that 
there have been six significant adjustments in the last 
15 months. Would you tell us what those six significant 
adjustments were and their timing? 


Hon. Mr. Benson: They were set out in my budget 
speech in December. Another change, of course, was made 
in March. There was a tremendous budgetary change a 
year ago last March. 


Senator Benidickson: And the monetary policy? 


Hon. Mr. Benson: Again it was in June, August and 
September, the infusion of money through CMHC, for 
instance, the budget in December, and again in March. 
However, these were set out in my budget speech of last 
December. 


Senator Grosart: Mr. Chairman, Senator Benidickson’s 
point is very important. Could we ask the minister to 
give us a memorandum in this respect, with a brief 
description of those six significant adjustments? 


Mr. Reisman: We will submit that. 


Senator Grosart: That is a bit of fine tuning, of which 
we have had considerable discussion. 


Hon. Mr. Benson: It is also rather coarse tuning. 


The Chairman: I should make the point that the minis- 
ter in his paper disclaims any responsibility for fine 
tuning. 


Senator Grosart: At page 11 it is stated: 


This approach should not be damned by tagging it 
with the “fine tuning” epithet. 


We may or may not damn it with that epithet. 
Hon. Mr. Benson: I will make a flexible response. 


Senator Benidickson: You refer to consultations re- 
specting fiscal policies between provincial and municipal 
governments and the federal Government. I remember 
a pattern was set for periodic meetings between Deputy 
Ministers and Ministers of Finance. I question the effec- 
tiveness of those meetings and raise the point that the 
White Paper was very strongly criticized by the two 
largest provinces. Of course, most of their criticisms were 
met by your recent budget and, in large measure, you 
have been praised by the treasurers of the two provinces. 
In view of that, I do not know to what extent they were 
consulted prior to publication of the White Paper, be- 
cause they certainly were loud in their condemnation of 
it. That is an illustration. 


Your brief indicates that, when the federal Govern- 
ment followed a policy of restraint and endeavoured to 
reduce capital expenditures, there was a very rapid in- 
crease in capital expenditures by the junior governments. 
In other words, this consultation and these meetings just 


did not seem to produce the harmonious action necessary 
to face a national trend of either inflation or high unem- 
ployment. 


Hon. Mr. Benson: I do not believe such a statement is 
contained in the brief. The junior governments continued 
high capital expenditures when we were fighting infla- 
tion. However, we now have more consultations with the 
provincial governments between Ministers of Finance 
and Treasurers than has ever taken place. There used 
to be an annual meeting at which the federal Govern- 
ment’s outlook with respect to the economy for the 
ensuing year was outlined to the provincial treasurers. 
We now meet on a quarterly basis to discuss the condi- 
tion of the economy. Problems in different parts of the 
country are quite different and preclude overall agree- 
ment with regard to economic policy. However, I believe 
that in our consultations we do achieve a general under- 
standing of the problems faced by the federal Govern- 
ment and the various provincial governments. Indeed, 
when we were worrying about inflation we arrived ata 
general agreement that, although some of the provinces 
were not expanding as fast as they wished, we had to 
take action in all governments to combat inflation. This 
was done to varying degrees. There is no doubt in the 
world that the actions of provinces and municipalities 
have a great effect on fiscal policy in the country. 


Senator Benidickson: Because, as you point out, they 
spend more than the federal Government. 


Hon. Mr, Benson: We cannot go further than the gen- 
eral consultations we have had. However, they have 
been quite useful. We do not always agree, but that does 
not matter. We do understand the individual problems. 


Senator Benidickson: I did mention the White Paper 
and the violent criticisms that seemed to follow from 
the two senior provincial governments to the philosophies 
and proposals of that White Paper, so it would appear 
they probably were not very well informed on what was 
in the minds of the federal philosophers regarding fiscal 
matters. 


Hon. Mr. Benson: Initially, the federal Government had 
to put forward a position, which it did in the White 
Paper on Taxation. It was a position paper which was 
open for discussion by the provinces and other persons, 
and I think the evidence is that we listened to them. 


Senator Benidickson: The evidence is, of course, that 
the budget has in large measure followed the recom- 
mendations of the two committees that were set up, the 
Senate committee and that of the other place, a fact we 
appreciate. I think we are quite pleased that you were so 
receptive to the suggestions of the committees and, in- 
deed, added in your budget. .as I have told you privately, 
in offering my congratulations—some features that even 
we in the two committees, who had many, many meet- 
ings, did not think up in the interval. 


The Chairman; Senator Aird has a supplementary to 
your question. 
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Senator Aird: I am not sure that it is a supplementary, 
but I would like to direct it to the minister. 


I would like to come back, if I might, to measurements. 
It seems to me that when we are talking about measure- 
ments, the most important one that we ultimately always 
get down to is productivity per man hour and output per 
man hour. To me this has always been shrouded in 
mystery. The figures that have been forthcoming have al- 
ways been of doubtful value. I do not know whether Dr. 
Reisman will speak to this this afternoon, but, to me, it 
is the nuts and bolts of the performance of any economy, 
and I would very much like to have this put forward this 
afternoon, because, to me, it is the essence of the prob- 
lem. 


Hon. Mr. Benson: I have asked Dr. Reisman to bring 
this problem up this afternoon. 


Senator Aird: Thank you. 
The Chairman: Had you finished, Senator Benidickson? 


Senator Flynn: I think the question put by Senator 
Benidickson was whether consultation with the provinces 
took place before the White Paper on Taxation was 
released? 


Hon. Mr. Benson: My first consultation in this case has 
to be with Parliament, and I can assure you that on the 
tax legislation I recently brought out I could not consult 
with the provinces. I can hear their opinions, but in tax- 
ation matters the first disclosure has to be to the Parlia- 
ment of Canada. I maintain that position. 


Senator Grosart: On all matters. 


Dr. James Gillies, Study Director: When Dr. Okun was 
here a week or two ago he put forward the point that 
once there is unemployment of, say, about 6 per cent in 
the American economy and expansion of monetary sup- 
ply after that, it will probably only be inflationary. What 
do you think about that? 


Hon. Mr. Benson: When it is down to 6 per cent, is 
that it? 


Dr. Gillies: Once you have unemployment at the rate 
of 6 per cent in the economy, if you attempt to expand 
the economy further, through expansion of the monetary 
supply, the only result will be higher prices and not less 
unemployment. 


Hon. Mr. Benson: I think that is wrong. It is a point of 
view, but I do not agree with it. I think you can get a 
decrease in unemployment. I think the history in Canada 
will indicate that unemployment can be brought mater- 
ially below the 6 per cent level. The average over the 
last 20 years does not indicate this; it indicates a 5 per 
cent average. 


Dr. Gillies: I am sure it can be brought down. 


Hon. Mr. Benson: But without undue inflation, although 
it will undoubtedly bring pressure upon the inflationary 
aspects of the economy. 
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Dr. Gillies: It seems to me the question is as to what 
policy you use to do this. The question is whether the 
expansion of monetary supply is an effective policy to 
bring unemployment down, if there is that much slack 
in the economy. 


Hon. Mr. Benson: What would you do as an alterna- 
tive? Expand on the fiscal side further, I suppose. This 
means you will expand on the monetary side too in order 
to finance it, because the two are tied together. To spend 
an extra $3 billion, it has to come from somewhere, and 
it will have to come from an expansion of the monetary 
supply. In my opinion, at least, they cannot be treated 
as independent aspects of economic policy, which people 
tend to do but which I think is wrong. 


Dr. Gillies: Where would that decision be made in the 
policy making? Where would this question be analyzed 
in Government today? 


Hon. Mr. Benson: It would basically start with the 
Bank of Canada and with the Department of Finance, but 
the overall economic policy of the Government for the 
ensuing year, and indeed the year after, is presently dis- 
cussed, and seriously discussed, by elected officials at the 
cabinet level, with a view to forecasting expenditures and 
the whole economic outlook. 


Dr. Gillies: I gathered from your earlier discussion that 
the fundamental policy decisions are made by the cabinet 
committees. 


Hon. Mr. Benson: Yes, to be approved by cabinet. 


Dr. Gillies: And that, therefore, you did not feel there 
was any need for a council of economic advisers? 


Hon. Mr. Benson: I am not ruling out any kind of 
advisers. What I am saying is that I think our system can 
work well, not because the decisions are made by a poli- 
tical body, the cabinet, per se, but because our system— 
with the advice of the Bank of Canada and the Depart- 
ment of Finance, going through a Minister of Finance, 
and other departments involved in things that affect the 
economy, all working through a cabinet committee—is 
effective. In the United States there are problems with 
their committee, because they and the Treasury can be 
going in opposite directions, and I certainly would not 
like to see this happen. Here in Canada we have a system 
whereby the ultimate responsibility lies with elected offi- 
cials, not appointed officials, as are the Secretaries in the 
United States. Therefore, the decisions can flow through 
this way better. 


Dr. Gillies: It is policy, of course, not to publish the 
minutes of any cabinet committee. How do you think it 
would be possible to put into the public domain more 
information on how, and the facts on which, policy is 
formulated? 


Hon. Mr. Benson: It is done presently through the 
white paper and the facts brought forward in the budget. 
The white paper is a very interesting document, as you 
well know, and there is a lot of information in there that 
people just do not look at. Maybe this sort of information 
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should be put out more often, but it is a question of how 
much time you have your people spend on producing 
literature instead of thinking about the problems. 


Dr. Gillies: The point is sometimes raised that by the 
time the budget comes down and goes to Parliament, it is 
too late for public debate on policy issues. Can you think 
of any way in which you could get more input from out- 
side the public sector on policy making? 


Hon. Mr. Benson: There is continuous debate. Since I 
have been Minister of Finance, it has never stopped. I do 
not know whether that was the case before. Every week 
somebody from the outside is making comments. Whether 
we reply or not, it is going on continuously. It may be 
that people would like to get the information we have 
faster, but we accumulate the information for our pur- 
poses and other people are accumulating it from rela- 
tively the same sources for theirs and are interpreting it. 


Dr. D. L. McQueen (Study Consultant): I would like 
to invite the minister to elaborate yet a little more on 
the co-ordination of the formation of economic policy in 
the federal government. His description gives us the 
impression that the Department of Finance plays a very 
central co-ordinating role in economic policy formation 
in this country. You say, Mr. Minister, that you are 
well fitted to perform this function because you are not 
a line but a policy department. With respect, I wonder 
whether that is wholly true. It seems to me that the 
Department of Finance has very heavy responsibilities 
for raising large sums of money through taxation and 
borrowing. It seems to me, too, that people with heavy 
and continuing preoccupations of that kind are bound 
to be influenced and formed by those preoccupations, as 
in that fine old French phrase “professional deformation”’. 
In Great Britain people speak of the “Treasury view”. 
In the United States, too, I think there is a view that 
the Treasury, to some degree, has its own axe to grind, 
its own particular view of what economic policy should 
be. Yet we know, of course, that in Canada there are 
other important departments and agencies with major 
economic responsibilities, not just the Bank of Canada, 
but Regional Economic Expansion, Manpower to some 
degree, Treasury Board, et cetera. How are these people 
brought into the act? Are they brought in with lots of 
homework behind them, with enough facts and data, early 
enough to be effective? When there is an interdepart- 
mental disagreement, who resolves it, and how? 


To the extent that these things get up to cabinet, to 
the cabinet committee on economic policy, how much 
back-up is there, in the way of facts and figures and 
analysis? In short, Mr. Minister, what I am getting at is 
basically this question: How do we get it all together, in 
economic policy, and how can we do a better job? 


Hon, Mr. Benson: This is a valid question, and I 
would ask Mr. Reisman to go in some detail this after- 
noon into the very question you are raising. Believe me, 
there is a tremendous amount of back-up and co-ordina- 
tion through the cabinet committee—just a tremendous 
amount. 
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Senator Benidickson: This is fairly new, is it? 


Hon. Mr. Benson: No, it has been going on ever since 
this Government was formed, in 1968. 


The Chairman: One of the problems we face, Mr. Min- 
ister, is this. We certainly will go through the present 
system with Mr. Reisman, but, of course, you speak for 
the policy of the department, so I wonder if it would be 
possible for you to address yourself to the question, as 
the man who forms the policy, or has a hand in forming 
the policy of the Government in this direction? 


Hon, Mr. Benson: Yes. It was a very long question, 
almost a speech. Actually, the Department of Finance is 
not aligning policy. Merely because we are involved 
in taxation policy, that does not mean that we spend 
all our time on it. Our economics section, which operates 
quite independently of the taxation section, cannot spend 
all its time on this kind of policy. So I would take the 
point of view that we can act quite independently of the 
view of merely raising money and paying out money, 
taking an overall economic view. 

The kind of co-ordination you are talking about does 
take place through the cabinet committee. On the 
amount of back-up, which you questioned, and how much 
back-up there is, there is a tremendous volume of back- 
up that goes actually to the elected officials, backed up 
by the officials of the various departments of government. 
The priorities of the Government are decided, based on a 
tremendous amount of material that is brought forward. 


Senator Flynn: Not too much? 


Hon. Mr. Benson: Perhaps you always have too much 
material, but I do think it works reasonably effectively. 
Nothing is perfect, but I think it is fairly effective. There 
is the input of the other departments in any decisions 
that are made with regard to economic policy of the Gov- 
ernment. The economic policy of the Government is not 
determined by the Department of Finance and the Min- 
ister of Finance, solely—in this Government. It is the 
responsibility of the whole Government, and before 
actions are taken they are approved by the whole Gov- 
ernment. This has not always been the case in the Cana- 
dian system, but it is presently. 


Dr. McQueen: Mr. Minister, as a supplementary, could 
you elaborate slightly on when those inputs from other 
departments take place? And are the inputs from those 
departments to the Finance Department, or are they in- 
puts into cabinet? 


Hon. Mr. Benson: They are inputs into cabinet, in com- 
mittee form. 


Dr. McQueen: I see. 


Hon. Mr. Benson: When a new economic policy is be- 
ing determined in a department that affects the economy, 
such as DREE, they do not just on their own go out and 
put in $10 million here or $20 million there. This comes 
through the committee of cabinet and is considered. 
Before that, the overall policy of DREE—for example, 
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what it is going to do, how it is going to operate—that is 
not just dreamed up by someone and passed by cabinet 
some Saturday morning and put to Parliament the next 
week. It goes through a tremendous analysis, with inputs 
from other departments, such as Industry, Finance, and 
other people who are interested, before it gets to the 
cabinet committee. Then the cabinet committee makes a 
decision, and when the cabinet committee has made a 
decision, it goes to cabinet, and it may be question in 
cabinet. 


Dr. McQueen: I take it then, Mr. Minister, that in the 
end you would still reach the conclusion that the Finance 
Department is less aligned than a policy department, and 
that it tends to take a more overall view of economic 
policy than any other department? 


Hon. Mr. Benson: I would maintain this, but it is a 
policy that has to be backed up by the Government as a 
whole—in this Government. 


Senator Grosart: How often does the cabinet committee 
meet and how long? I ask that because we have had some 
evidence in another committee that the cabinet committee 
on science activities had met seven times in 50 years. 


Hon. Mr. Benson: This is quite a different point. I really 
did not want to get into the whole committee system of 
the cabinet. 


Senator Grosart: Well, about how often? It is very 
important. 


Hon. Mr. Benson: There are two committees that are 
basically involved in economic policy, that is, the Eco- 
nomic Policy Committee and the Committee on Priorities 
and Planning. Both those committees meet every week. 


Senator Grosart: How long do they sit? 
Hon. Mr. Benson: The whole afternoon. 


Senator Flynn: Could we draw the conclusion that the 
Department of Finance has less influence on the economic 
policies of the Government than it had under previous 
administrations? 


Hon. Mr. Benson: It is a different system. I do not know 
whether there is less or more influence, but when you do 
come out with something everybody is stuck with it. 


Senator Flynn: If you have the same influence, the 
change in system does not mean a thing. 


Hon. Mr. Benson: But you have inputs into economic 
policy from other departments, which perhaps you did 
not have in the past, which is very useful, I think. 


Mr. Reisman: If the questions are: Does the Depart- 
ment of Finance make the decision? The answer is: no. 
Is the Department of Finance the exclusive department 
that gives advice to the elected ministers? The answer 
is; they are one agency out of many agencies, but 
because other agencies have direct line responsibilities 
which are their main function, the Department of Finance 
can often take an overview, a view that is not exces- 
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sively influenced by a_ particular approach that an 
operational department will have, but the inputs come 
from all the departments that have an interest in Lt in 
discussions at the official level, and then there are major 
discussions at the ministerial level, in committee, and 
then in cabinet. 


Senator Flynn: I suggest that has always been the case. 
It may be more systematic now, but that has always 
been the case. 


Hon. Mr. Benson: There have been some very im- 
portant changes in the form of organization, in the 
manner in which advice is given, the way policy is 
formed—major changes in the past three or four years. 


Senator Flynn: In the methods. 


Mr. Reisman: In the whole operations and machinery 
of Government. 


Senator Aird: I have a supplementary relating to the 
most recent reply. I do not know whether the minister 
can answer this question. Is there an overlap in per- 
sonnel between the committee on priorities and the 
committee on economic policy? 


Hon. Mr. Benson: Yes. 
Senator Aird: Is it considerable? 


Hon. Mr. Benson: Yes. I really cannot tell you who 
the members of the various committees are, but there is 
a considerable overlap. 


The Chairman: Mr. Minister, I have a supplementary. 
I think I am going to phrase it badly, but one of the 
matters that the Governor of the Bank of Canada brought 
before us was the fact that the Bank of Canada, in trying 
to control the money supply, is constantly reacting to 
constraints that surround it—the exchange rate, liquidity 
problems, the problem of the Government’s ability to 
finance its cash requirements, the general interest rate 
level, the problem of CMHC, and the general mortgage 
area—and one got the impression after a while that the 
growth or restriction of the money supply was not really 
that much under control and that it was a reactive thing 
from time to time. You take part in those discussions, 
and under the Bank of Canada Act you have the final 
say. How much cognizance do you put into the growth 
or restriction of the money supply, as opposed to the 
problem of the Government of Canada being able to 
finance its cash requirements, and especially the general 
interest rate level and the viablity of our export 
business? 


Hon. Mr. Benson: As I stated earlier, I think there is 
a very close relationship between fiscal and monetary 
policy. I do not think either one can operate indepen- 
dently of the other. So there are constraints on both 
sides, and they have to move forward together. The 
external influence is also important in the monetary 
supply and, I suppose, has to be important on the fiscal 
side as well. There is no doubt that our operations with 
respect to other countries, as regards foreign exchange, 
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have a great influence upon the monetary supply. Not 
so much now, but if you go back a year, we suddenly 
found ourselves in the position, when our reserves were 
building up, of having to raise tremendous amounts of 
money in order to finance those reserves, and, of course, 
that had an effect on the money supply. 


I would say, however, that barring unusual changes in 
foreign exchange, the general trend of the money supply 
can be determined. People say, “Well, it will whip up 
and down,” and, of course, it does. I think the Governor 
pointed out to you the reasons why it may change at 
various points, but the general trend, whether upward 
or downward, I think, can be determined by the 
Governor, and is. 


The Chairman: As a minister, which do you tend to 
emphasize more, the level of interest rates and the level 
of the exchange rate, or the level of the money supply? 


Hon. Mr. Benson: I think they are interdependent. 


The Chairman: We know that, but faced with the 
problem of... 


Hon. Mr. Benson: I think which one you are going to 
emphasize varies from time to time. I do not think 
it is a very fair question, senator. 


The Chairman: No, it is not really very fair. 


Senator Nichol: We have been talking this morning 
mostly about the mechanics of the decision-making pro- 
cess, the structure of economic management within the 
federal Government, and the relationship between pro- 
vincial and municipal governments and the federal 
Government. Before we leave this subject of how the 
process works, Mr. Chairman, I would like to ask a 
question relating to what Senator Benidickson was talk- 
ing about. 

You have the public and political responsibility for 
economic stability in the country, for the internal value 
of the dollar, for the foreign exchange levels and various 
other things of this type, and yet, as we have seen and 
as your brief says, the provincial and municipal govern- 
ments spend something like two-thirds of the tax dollar. 
The federal Government’s responsibility in these areas is 
specific, but its power is really diluted by the spending 
power and fiscal policies of the provinces and the big 
cities. Up to now this relationship has depended on con- 
sultation. My question is: Is consultation enough? In 
order for the federal Government to have the power it 
needs to manage properly all of these various segments 
of the economy which I have mentioned, is it not going 
to need more muscle, and, if so, what kind could it have? 


Hon. Mr. Benson: The current split of expenditures is 
roughly 44:56. The federal Government has 44 per cent, 
and the provincial and municipal governments 56 per 
cent. I think that our 44 per cent plus our control of 
monetary policy gives us enough power to have an 
influence upon the economy. I would not like to lessen 
or play down the influence that municipal and provincial 
revenue collecting and spending does have on the econ- 
omy. It is also a major factor. 


National Finance 


June 29, 1971 


Senator Nichol: The reason I bring it up is because 
municipal and provincial governments have tremendous, 
intimate, political influence with the voter, because they 
are spending their money on things which are easily 
identifiable—such as schools, sewers, roads, and things 
of that nature. 


Senator Benidickson: A lot of which comes from trans- 
fer money. 


Senator Nichol: Of course, but this presents a serious 
political problem for the federal Government because it 
is constantly being cast in the role of tax collector and 
policeman, whereas the other fellows are cast in the 
role of spenders, if you wish. 


Hon. Mr. Benson: It would be great to be a benefactor; 
I would like to try it some day. What you say is true, 
but I think it is the responsibility of the federal govern- 
ment to accept responsibility in major areas for such 
things as equalizing revenue in the provinces, equaliz- 
ing the tax base, and this sort of thing. This involves 
transfer payments, but I think it is the federal Gov- 
ernment’s responsibility to do this. 


Senator Nichol: It is a problem that is not going to 
get easier. 


Hon. Mr. Benson: No, I agree. 


Senator Nichol: Mr. Chairman, may I turn to a com- 
pletely different side of the problem? One of the ques- 
tions which keeps coming up is that in the business 
cycle, which is an old-fashioned term, or in the com- 
bination of interlocking business cycles in which we 
live, how do you tell where you are? This involves the 
examination of inside and outside lags, statistical com- 
petence, and so on. The most specific answer that we 
had to that question came from Dr. Geirsch who said 
that in Germany they used the index of capital goods 
orders—that is, purchases of capital goods—as an in- 
dicator. He pointed out that that came at the peak of 
the profit cycle. Frankly, I am surprised at how specific 
he was. 


Which are the indicators that mean most to you? 


Hon. Mr. Benson: Actually, in trying to determine 
where we stand we use over a hundred indicators in the 
department. Every day we get reports on what is happen- 
ing in retail sales, what is happening in capital invest- 
ments, in building permits issued and in industrial pro- 
duction. They are coming in every day. It is the job 
of people in my department to get these indices, to watch 
them and to try to decide where the trend is going, and 
do so well ahead of time. 


You can be wrong sometimes, of course, but I have 
found that forecasts are reasonably accurate within levels 


of error that can take place. I mean normal levels of 
error. 


Senator Nichol: With respect to our technical know- 
ledge about lags, would there be any merit in more 
money being spent in Canada on the examination of 
these lags and how they work? 
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Mr. Reisman: The lag is one of the most vital elements 
in the analysis of the process of economic change. One 
of the important points here is that there is no constant 
lag that would apply in all economic circumstances. This 
turns to a great degree on economic expectations of all 
the elements in your economy. There is a great deal of 
effort and energy put into this. 


I recall at the time of the Porter Commission that 
that commission engaged in some very extensive studies 
in trying to determine what the lags were when, for 
example, changes were made in the monetary aggregates. 
It was done not only by examining the history and 
examining the statistics but by doing field work. A 
very extensive study was done by Dr. John Young 
on that subject, if I remember well. 

Of course, we worry a great deal about lags and lag 
effects, because it is quite clear that whenever a change 
is made on either the monetary or the fiscal side, or 
when other changes are made, it takes a while for the 
change to percolate through the economy. But the thing 
that has impressed me more than anything else since 
I have been in this field is that these leads and lags 
change, and change very considerably over time, de- 
pending on the general environment, the general atmos- 
phere, the influence from abroad and the expectations 
of all the people who make up the economy. 


Senator Nichol: I forget who they were, Mr. Chair- 
man, but some of the witnesses suggested that a great 
deal of money is spent on all kinds of research in 
fields other than the economic field, and that we might 
do well to invest more money in deeper and more 
continuing economic research to try to really get to the 
question of these lags. 


Hon. Mr. Benson: I do not disagree with that at all. 
Senator Nichol: What do you think of that? 


Hon. Mr. Benson: I do not disagree with it at all. 
We believe that there is a field for wide short-term 
and long-term economic research in Canada. 


Senator Nichol: And for more co-ordinated research, 
I suppose. 


Hon. Mr. Benson: We are willing to support it, but 
I do not think the Government should support it to 
the point of control. If we want independent research, 
we should not be supplying all the money. Moreover, 
such research has value to other people as well. Any 
long-term or short-term economic body doing research 
should try to remain independent of the Government. 


Mr. Reisman: In the past year or two there has been 
a good deal of research done in the the private sector, 
particularly in the universities. It is research that we 
have never had in this country before, and I want 
to say that we welcome it very much. Some of it is 
most helpful; much of it leads to strange predictions 
and surprises. 


Senator Nichol: We have had some of those surprises 
here. 
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Mr. Reisman: Dr. Gillies’ institution, York University, 
has developed a very interesting model, based largely 
on an approach similar to that used in the United 
States at the monetarist school. You may have seen in 
the newspapers just in the last few days that the York 
University group has come out with some very interest- 
ing predictions. I have not reported this to you, Mr. 
Minister, but Dr. Gillies’ group—not his group but his 
university’s... 


Dr. Gillies: My group. 


Mr. Reisman: Your group, then, has, on the basis of 
its model, come out with a prediction that the real GNP 
in 1971 is going to grow at better than 9 per cent, 
according to the way they read it now. I believe what 
you said in your budget, Mr. Minister, is that the nominal 
GNP would grow by something in the order of 9 per 
cent, but that the real growth would be 5 to 54 per 
cent, and that there would be a price component there. 
There are really some differences. When they say 9 per 
cent and we say 54 per cent, that difference of 34 per 
cent is more than enough to absorb virtually all the 
unemployed in the country, plus more. 


It is really very interesting that the professionals in 
this business should be differing to that degree. I know 
that the University of Toronto has a model which is 
much closer to ours than that. Perhaps Dr. Gillies would 
like to comment on that, because it relates to the 
question of research done outside, and these are com- 
pletely independent outfit. We watch what they do; 
we exchange information with them, and they with us. 


Hon. Mr. Benson: From a political point of view, I 
should bring them down here and send you up there. 


Mr. Reisman: But what would happen after six 
months? Dr. Gillies, do you believe that model? 


Hon. Mr. Benson: It is too optimistic. 


The Chairman: That comes under the heading of 
unfair questions. I will lump that with my questions 
of the minister. 


Dr. Gillies: The only comment I will make is that it 
needs financing. 


Mr. Reisman: If it comes out the way they say, we 
will get it financed. 


Senator Grosart: If you give them more money they 
will get it down to 5.5 per cent. 


Senator Beaubien: Mr. Minister, you said, as I take it, 
that as of January 1, 1972, the federal Government will 
vacate the gift and estate tax fields. Suppose I had a 
little cash on the January 2, 1972, and I gave it to 
my son, how would my estate stand so far as the federal 
Government is concerned, if I died one year later? 


Hon. Mr. Benson: You would not have any. 


Senator Beaubien: Estate? 
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Hon. Mr. Benson: That is right, so far as the federal 
Government is concerned, because we would not be 
taxing you. But under the system as proposed, of course, 
if you make a gift in kind, any gain accrued would be 
taxed at the time the gift was made. 


Senator Beaubien: But if it was just cash, Mr. Minister. 


Hon. Mr. Benson: You can give as much as you like 
to whomever you wish to give it to. There will still be 
provisions under the act whereby there is imputed 
income in a gift from the husband to the wife, so that 
you cannot split the gift in that way. 


Senator Beaubien: Let us say it is my son. 
The Chairman: Who is over the age of 18? 
Senator Beaubien: Yes. 


Hon. Mr. Benson: There is no problem so far as we 
are concerned. The federal Government is not going 
to tax your estate any more. I do not think you are 
going to get away scot-free, however. 


Senator Beaubien: I have in mind the final capital 
gains tax, Mr. Minister. In other words, my estate is 
worth so much on valuation day. On the January 2 
I give away a percentage of it. A year later I die. So 
far as the final capital gains tax is concerned, which 
you talk about, how does it work out? If I give away 
a good percentage of my estate, my estate is worth less 
than it was on valuation day. Therefore, we could claim 
that we have taken a capital loss through the gift and 
we could offset other capital gains in that way. 


Hon. Mr. Benson: The gain or loss is determined on 
each asset. You can give away any part you like, and 
if there is a gain at the time of the gift then you pay 
a tax on it. With respect to what is left in your estate 
when you die, if a tax is payable it is payable on each 
asset according to the value of it as compared to the 
value at the start of the system. 


Senator Flynn: At the time of the donation there is a 
deemed realization. 


Hon. Mr. Benson: Yes. 
Senator Beaubien: But if you give cash? 


Senator Grosart: You could send Senator Beaubien a 
bill for the advice, Mr. Minister. 


Senator Nichol: Mr. Minister, do you charge for advice 
of this nature? 


Hon. Mr. Benson: Not until I am no longer Minister 
of Finance. 


Senator Inman: Mr. Minister, is there any limitation 
to the amount that you can give as a gift? 


Hon. Mr. Benson: No. 


Senator Inman: And can it go to anyone other than 
family such as sons or daughters? For example, can it 
go to nephews or nieces? 
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Hon. Mr. Benson: That is fine as far as the federal 
Government is concerned. We are going to get out of the 
estate and gift tax fields. You can give your assets to 
whomsoever you like, but if there is a gain involved, 
that is of course a capital gain, in the asset you give 
away, and you pay tax on the capital gain. 


Senator Inman: You mean a capital gain would have 
to come from an investment or something? 


Hon. Mr. Benson: Yes, or it might be a painting which 
went from one-half million dollars at the start of the 
system to three-quarters of a million dollars. There is a 
gain there. The best way to beat all taxes under the new 
system is when you get old marry a young wife, because 
there is no tax on transfers to a wife, and then when 
she gets old, she should marry a young husband, and 
go on from generation to generation like that. 


Senator Nichol: And there are supplementary benefits 
of a social nature. 


Senator Inman: What about a widow? If a husband 
dies and leaves his widow an estate, what is the limita- 
tion there? 


Hon. Mr. Benson: There is no estate tax and no gains 
tax at that point. 


The Chairman: Mr. Minister, I have a supplementary 
on this subject. In reading your summary it seems to me 
that your legislation holds together extremely well. There 
is even a form of integration for private companies, 
which is very well done, I think. So, as I say, it holds 
together if the provinces do not legislate in the income 
field, corporation tax field, the estate tax field and the 
gift tax field. If they do, obviously it continues to hold 
together to a degree, but it seems to me to start to 
break down. For example, if the provinces legislate in 
the income tax field so that the maximum rate moves 
beyond 60 per cent, you are then going to be in a 
position where private company surpluses are not going 
to be unlocked and you are going to be faced with 
all the problems that have grown over the years with 
reference to dividend stripping, and so on. Now, this 
may be another unfair question, and of course you are 
not going to answer it if it is, but do you have any 
comment on the provinces moving into this field in 
reference to this latest tax act? 


Hon. Mr. Benson: Well, the best tax would be one 
that was the same across the whole country. If you are 
looking at the corporate side, which you are doing, then 
it is best if we have one corporate tax in Canada. 


The Chairman: I can also go on and say that I can look 
at the capital gains, gift and estate taxes. If you vacate 
that and they move in, then you have the imposition 
of a capital gains tax and an estate tax at the same time. 


Hon. Mr. Benson: Well, as I have mentioned, we felt 
that in our moving out of the estate tax, the 25 per cent 
we had been collecting was a fair offset to the fact that 
a gains tax was going to be levied on death. There is no 
doubt that if provinces want to they can thwart federal 


June 29, 1971 


legislation, but then they have to accept the responsi- 
bility for what they are doing. Therefore, if they want 
to have an entirely different system of corporate tax or 
personal tax, they can go ahead and do it, but they are 
doing it on their own responsibility, and I think we 
would have to continue with this system which we have 
devised, which I think is fair and reasonable in all the 
circumstances. But you cannot stop them from doing it, 
of course, and in fact they have been doing it. In Ontario 
and Quebec succession duties vary greatly from the 
Federal Estate Tax Act. This applies to the British 
Columbia succession duties as well. You can have varied 
interests and live with them. But there is no doubt that 
if they wanted to have a different system, they could, but 
it would be upsetting to the taxpayers, I think. 


Senator Grosart: Mr. Minister, some of us were led to 
believe, I think by you, that you might make a statement 
on the predicted level of unemployment for the current 
year. Are you prepared to do that? 


Hon. Mr. Benson: No, I am not. I never said I would. 
I said that I thought the trend would be downward on 
a seasonally adjusted basis, and I am not prepared to go 
further than that. People are just looking for something 
to knock at, and why should I provide another target by 
Saying it is going to be X.2 per cent next month when it 
might be X.4 per cent, or so? The reaction would be, “He 
is wrong again!” You can not really predict this within 
that narrow margin. 


Senator Grosart: I was not really intending to em- 
barrass you. 


Hon. Mr. Benson: Everybody else is predicting it for 
me anyway. 


Senator Grosart: You said, I believe... 
When I make my budget presentation I will indicate 
what the expected unemployment should be through- 
out the year, just as I did last year. 


I am quoting from Hansard of May 3. 


Hon. Mr. Benson: Well, last year I just talked about the 
trend, just as I did this year. 


Senator Grosart: So when you said you would indicate 
the expected unemployment, you were speaking of the 
trend? 


Hon. Mr. Benson: Yes. 
Senator Grosart: That was very wise. 


Dr. Reisman mentioned expectations, and you have a 
paragraph in the brief on the subject—it is the only 
really purple passage in the brief—‘which, like the 
northern sky at night, is sometimes sombre, sometimes 
glowing and sometimes shimmering but rarely pre- 
dictable.” 


Hon. Mr. Benson: Actually I find this a very good 
document, 
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Senator Grosart: “The all-pervasive influence and im- 
portance of expectations,” to quote the brief, is this a 
new thing or is it something just discovered? 


Hon. Mr. Benson: I am told it is neither new nor some- 
thing just discovered. 


Dr. W. C. Hood, Assistant Deputy Minister of Finance: 
I think it is the all-pervasive impact of expectations on 
the performance of the economy. It is neither something 
new nor something that has just been discovered, but 
that makes it nonetheless real. There is a third alter- 
native. That is that expectations have always been im- 
portant; we have known about them, and we have had 
to worry about them down through the generations, and 
they continue to be the factor that, above all, makes the 
forecasting of economic events in the future a difficult 
challenge. 


Senator Grosart: Then, Mr. Chairman, is this not some- 
thing on which economists and planners are placing much 
greater emphasis, or at least talking much more about, 
than they did a few years ago? 


Dr. Hood: I do not know about that, Senator Grosart. 
I can say this, that what has been happening in the field 
of economics in the last number of years is an increasing 
mathematization, if I can use that awful word, of the 
subject. 


Senator Benidickson: What is the word? 
The Chairman: “Mathematization.” 


Dr. Hood: Expressing the relation between economics 
and mathematics. 


Senator Grosart: It is another word for discovery; it 
was found in the model. 


Dr. Hood: In that process, of doing more formal or 
mathematical economics, the thing above all that escapes 
the net of the mathematician, that is difficult to explain, 
account for and render in mathematical terms, is ex- 
pectation. It is very difficult indeed. 


Senator Nichol: On this question of expectation, there 
are quite accurate techniques for measuring public opin- 
ion, of sensing what people think, which is non-mathe- 
matical. Do we use those? 


Dr. Hood: Yes. 


Mr. Reisman: Let me give you a very specific example. 
The Financial Post, through some of its agencies, carry 
out periodically, I think annually, an attitude survey on 
the part of consumers. Another example is that there are 
investigations and surveys made of capital investment 
intentions. We look for those and we examine them in 
considerable detail. We do not put them into the model, 
but when we get the results out of the model we will 
look at what these other sources of information tell us, 
as a means of testing what comes out of the model, and 
before judgments are made on how we think things 
will go. We will get our information from wherever we 
can, and we place a very high value on that kind of 
survey. 
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Senator Nichol: Regarding this phenomenon which is 
happening now, where you have a very expansionary 
monetary policy with at the same time, rising interest 
rates, is this an old phenomenon or is this connected with 
this new expectation ingredient which we have been 
talking about? It is obviously connected with it, but is 
this an old phenomenon? 


Dr. Hood: Firstly, I would like to repeat that I do not 
think that the phenomenon of expectation is a new 
phenomenon. 


Senator Nichol: I did not mean that. I mean the 
phenomenon of loose monetary policy with rising interest 
rates. 


Dr. Hood: I understand that. I will address myself to 
that aspect now. I suppose that the normal expectation 
from an expanding monetary supply produces falling 
interest rates. But there are conditions under which that 
is not true. Those are conditions in which the expecta- 
tion of inflation is strong, and the expectation of inflation 
is strong, I suppose, when there is a recent history of 
inflation. There is nothing new about that. That has 
happened before in history. 


Senator Grosart: The other matter in which I ex- 
pected rather more comment by the minister than was 
made in his budget speech, was the floating or pegging 
of the dollar. Is there any broad policy statement that 
you care to make about that? 


Hon. Mr. Benson: Not really. When I indicated that the 
Canadian dollar would be allowed to float, I said at that 
time that at an appropriate time we would consider 
repegging the dollar. That was the statement I made to 
the IMF, and I made it publicly in Canada. That time 
has not arrived at this point. I really cannot say any- 
thing beyond that. 


Senator Grosart: A very strong case seemed to be made 
by some of the monetarists who appeared before us that 
we should maintain forever, in spite of the IMF, a float- 
ing dollar. 


Hon. Mr. Benson: That is the point of view that has 
been put forward by academic economists for a long 
period of time, that a floating exchange rate was good 
for the economy. Many others have taken exactly the 
opposite point of view. 


Senator Grosart: Harry Johnson told us that that was 
the only possible protection we could have against the 
impact of external influences, particularly from the 
United States. 


Hon. Mr. Benson: A floating dollar certainly allows 
more freedom for internal economic policy, there is no 
doubt about that. However, anyone who gets the idea 
that even with a floating exchange rate you are entirely 
free in your internal economic policy, they are in- 
correct, because always in your mind is the value at 
which the dollar is sitting, and I am sure it influences 
such things, as it does in Canada, as the money supply 
in Canada in order to keep interest rates at a level 
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which do not attract short-term capital so that it bounces 
the dollar up. Nevertheless it does allow for more free- 
dom. 


Senator Grosart: Would you say that the basic terms 
of the IMF agreement by participating countries will be 
maintained? 


Hon. Mr. Benson: There has been wide discussion about 
a widening of the bands with fixed exchange rates. No 
conclusions have been reached at this time. Indeed, sev- 
eral of the major countries have a differing point of 
view, that it should be maintained as it is. 


Senator Hays: Do you have any figures on our per 
capita dollar exports as they relate to other exporting 
countries? 


Hon. Mr. Benson: We can get that information for you 
this afternoon. It is quite high. 


Senator Hays: Ours may well be one of the highest 
countries in the world. 


Hon. Mr. Benson: I think it is. 


Senator Hays: In your determining of fiscal policy, 
do you study product by product so that the exporter can 
be kept in a competitive position with other exporting 
countries? 


Hon. Mr. Benson: We try to. I do not study personally 
product by product, but within my department we cer- 
tainly look at what is happening to various products 
under existing circumstances. This is a continuing proc- 
ess. Indeed, when people become non-competitive for 
various reasons, and we can do anything about it, we 
call them in to tell us about it. They do from time to 
time come in, and we try to do things to assist them. 


Senator Hays: In your budget speech and proposed 
legislation, are exporters in a competitive position with 
exporters in other countries? 


Hon. Mr. Benson: I think that overall we are, because 
we are running a very sizable surplus on trade. It ran 
at about $3 billion last year, which was the highest 
in Canadian history, even higher than the wartime peak. 
It was twice as high as it had ever been in Canada’s 
history. 


Senator Benidickson: Despite the higher value of the 
Canadian dollar, were exports pretty high in the first 
quarter of this year? 


Hon. Mr. Benson: It is still running very high. 


Dr. Hood: It was higher in the first quarter this year 
than it was in the first quarter last year, which was a 
record. 


Senator Hays: In connection with this surplus of money, 
how do you handle that? You say that we have a surplus 
this year of $3 billion. 


Hon. Mr. Benson: Actually, our balance-of-payments 
surplus last year, net, was $14 billion to $13 billion, 


June 29, 1971 


according to current account. After deducting travel, 
financing of debt and security, we, of course, have a 
deficit. However, we had an overall current account 
surplus last year. 


Indeed, in addition we had a net capital inflow which 
eased off considerably, partially due to the fact that 
we urged borrowing in Canada rather than abroad. Of 
course, this has the effect of forcing our dollar up, if 
we do not have a tight currency. 


Senator Hays: The unemployed in Canada, through 
social benefits, are probably taken care of better than the 
people of any other country. In countries with full em- 
ployment, such as communist states, New Zealand, Japan 
and others, the standard of living is far below ours. In 
endeavouring to reach full employment with such high 
social benefits, would it be desirable to have selective 
unemployment to a limit of 3 per cent through fiscal 
policy, so that the servicing of the debt could go as 
high as 14 or 18 per cent? How far should we go? 
Where do we stop, in view of the seasonal problems? 


Hon, Mr. Benson: An appropriate level of unemploy- 
ment is a very difficult figure to pick out of the air. In 
my opinion, governments must work towards providing 
productive work. I do not mean just any kind of job. 
Quite often in areas of high unemployment people do 
things which could be better done automatically. For 
example, eight employees work on a railway crossing 
in Europe doing the job done by an automatic switch 
in Canada. In some communist countries women sweep 
the sidewalks. It is always possible to keep people 
employed, but I think we must aim towards productive 
employment at the maximum possible level. 


Senator Hays: How much impact did the restraints 
applied by governments at all levels in the fight against 
inflation have on the increasing unemployment rate when 
those governments left the labour market? 


Hon. Mr. Benson: I doubt if it had a material effect. 
The overall level of the public service in Canada did 
not decline very much. Its growth was halted. 


Senator Hays: You also slowed the growth in the 
gross national product. 


Hon. Mr. Benson: No, we slowed the growth in the 
Government service. I could not tell you offhand the 
effect of the total fiscal policies of all governments at 
all levels on the public service at all levels. 


Senator Hays: Many express the opinion that the 
Government went too far in controlling inflation. Were 
it to be done again would you take the same steps? 


Hon, Mr. Benson: I think it is an unfair question, 
but we would do just about the same. At the time we 
changed materially both fiscal and monetary policy, a 
great many people said we were changing too soon. Eight 
months later it is easy for them to say we changed 
too late. 


Senator Benidickson: The minister has commented on 
Senator Hays’ question relating to the general charge 
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that the fight against inflation was over-fought and in 
large part caused the present unemployment. Would the 
minister care to indicate whether there were other 
factors, such as a particular undue input into the labour 
force? 


Hon. Mr. Benson: No government sets out to create 
unemployment. At the same time, however, inflation 
cannot be allowed to continue at high rates if we are to 
operate under our free enterprise system. Therefore 
when a government takes steps to tighten the money 
supply and to restrain itself fiscally it has an effect 
on the economy. 

This afternoon Mr. Reisman will illustrate our expe- 
rience compared with that of the United States, not 
at this time only but over a period of years. I think 
you will find it very close on all counts. 


Senator Benidickson: The same complaint is made 
in the United States. 


Hon. Mr. Benson: Yes; the only way to absolute control 
is a controlled economy, which we do not desire. One 
of my colleagues was in Russia and asked what they 
do about inflation. They replied that they just do not 
allow it and prevent it by steps related to the standard 
of living. 


The Chairman: A phenomenal number of witnesses 
have said that we should accept a rate of inflation in 
the economy and compensate those who cannot protect 
themselves. Do you have any views with respect to that 
assertion? 


Hon. Mr. Benson: We seem to have to accept a rate 
of inflation. I do not think that the Government per se 
accepts it. However, the trend over the past 30 years 
or so reveals a rate of inflation. We endeavour to keep 
the economy in line by avoiding too much inflation 
because it will eventually hurt. We also strive for 
relatively full employment and to keep the economy at 
top productivity. 

The method of achieving these goals is a matter of 
judgment. However, I do not agree with those who say 
we can accept inflation at any level over a period of 
time. 


Senator Nichol: With regard to prices and wages 
control many people suggest that all will be well if we 
have no interest rates, full employment and control 
the situation with prices and wages control. I do not 
believe we have had one single witness who supported 
that view. 


The Chairman: That is correct, with the exception 
of Sir Roy Harrod. 


Senator Nichol: He had some suggestions related to 
selective control. 


The Chairman: Dr. John Young also had suggestions. 


Senator Nichol: Mr. J. Douglas Gibson was a witness 
and was asked his opinion with regard to prices and wages 
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controls. He worked, as you probably know, during the 
war on the price and wage control structure. He said: 


We had awful trouble with some of those controls 
even with all the hate and patriotism of war, and to 
think that people would now behave in the way 
they did then is too ridiculous. They would not. 
They do not. It is now a different story altogether. 


Could you comment on price and wage controls? I 
know you have done so publicly, but could you do so 
for us? 


Hon. Mr. Benson: Maybe I could just point out some 
of the difficulties. I think it would be possible to have 
controls that were not of the same nature that we had 
during the war. I do not think one can use the argument 
that we could not have a system of price and wage con- 
trols that was not less complicated than the one we had 
during the war. To my mind, the great problem with con- 
trols is that if you get into them, do you get into them 
as a crutch? You will have to use fiscal and monetary 
policy anyway, and all I think controls can provide 
beyond that is a crutch for a period of time, so you do 
not have quite the effect on fiscal and monetary policy 
that you would not have without the controls. If you get 
into them for a period of time, even on a selective basis, 
how long a time should it be? What happens with respect 
to wage settlements, for example? Are they loaded to the 
end? What happens when you get out? Is there a catch- 
up if you get out in a period of time? Will it automati- 
cally be a catch-up so that you really have not accom- 
plished anything? You have slowed down inflation tOnma 
period of time and, all of a sudden, it whips on again 
and everything is caught up from behind. That sort of 
thing frightens me with controls. 


I would not rule out controls in the future, or say that 
governments will not or might not use them, but we 
should not simply say that it is easy to have price and 
wage controls. If you are to have controls on a con- 
tinuing basis, as somebody has advocated, you are mov- 
ing very much away from the free enterprise system that 
we seem to cherish in this country; and if you have per- 
manent price and wage controls, I think you are moving 
down the road to permanent control of the whole 
economy, whether you like it or not. 


Senator Flynn: I was counsel for the Wartime Prices 
and Trade Board and I can subscribe to the quotation by 
Senator Nichol and the comments of the minister as far 
as implementing a system of price and Wage controls is 
concerned. It is easy to start, but it is not so easy to 
finish, and it is not easy to enforce. 


Senator Burchill: I return to the question of a floating 
dollar and its effect on exports. It was indicated that our 
export balances are up in the first quarter, if I heard cor- 
rectly. I hope you have not forgotten the pulp and paper 
industry, and particularly its effect down in our eastern 
provinces where we have a lot of unemployment. 


Hon. Mr. Benson: I am very worried about the pulp 
and paper industry, but it is not basically the dollar that 


is causing its problems. The real problem in the pulp 
and paper industry is that newspaper advertising in the 
United States has gone down 65 per cent. Well, it is not 
65 per cent, but I know that 65 per cent of the pulp and 
paper produced goes into the United States newspaper 
industry, and there has been a tremendous reduction in 
advertising, in the size of the papers, and therefore our 
pulp and paper industry has been hurt. I admit that the 
exchange rate had an effect on that. I just could not help 
that. But they have basic problems beyond that. I tried 
to help them in some way in the budget, as you know, 
through heavy fuel oil, equipment and so on, to the tune 
of several million dollars. 


Senator Burchill: I agree with what you say, but the 
exchange rate is one very serious factor. 


Hon. Mr. Benson: Of course it is. I admit that. 


The Chairman: Are there any further questions, hon- 
ourable senators? If not, on your behalf I would like 
to thank the honourable minister for his attendance 
today. I would also like to say that he comes at a time 
when he must have spent an extremely busy period, 
which I suppose has extended over two solid years. I 
suppose there are those who will disagree and those who 
will agree with his accomplishments, but I think we 
should have on record here that we, as representatives 
in some way of the people of Canada, appreciate very 
much the contribution the minister has made to our 
country. 


Hon. Senators: Hear, hear. 


The committee adjourned until 2.30 p.m. 


Upon resuming at 2.35 p.m. 


The Chairman: Honourable senators, I see a quorum, 
so we shall proceed. 


I apologize to our witnesses for the small number of 
senators in attendance at this stage. It is no reflection 
on the importance of the evidence but rather of the fact 
that there is a debate taking place in the Senate chamber 
which might lead to a division. However, I am sure that 
other members will be along soon. 


We have with us Mr. Simon Reisman, the Deputy 
Minister of Finance, who will continue the evidence 
that was started this morning. I understand you have a 
presentation to make, Mr. Reisman? 


Mr. Reisman: No, senator. The brief submitted this 
morning was the only written submisson that we had 
proposed to make. 


The Chairman: 
presentation. 


I was referring more to your chart 


Mr. Reisman: I was going to say, if you will allow me, 
that arising out of the hearing this morning we under- 
took to provide material on a number of subjects. 
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There was one request for material referred to in our 
brief, the half-dozen or so occasions during 1970 and into 
1971 when the fiscal stance was altered in an expan- 
sionary direction, and this document provides that. 


The Chairman: These are the six initiatives, mentioned 
in the submission by the Minister of Finance, that have 
been taken by the Department of Finance over the last 
15 months. I will have copies of this distributed to hon- 
ourable senators. 


Mr. Reisman: Secondly, Mr. Chairman, there was a 
request, I think from Senator Hays, for data on the per 
capita export performance of Canada as compared to 
other principal countries; and here is a report on that. 
It does indeed show that the per capita export trade of 
Canada is higher than that of any other country shown 
on that list. 


The Chairman: Do senators desire this material for 
themselves? 


Some Hon. Senators: Yes. 
The Chairman: Then I will have copies made of it. 


Mr. Reisman: Thirdly, there was a request for the 
measures of Canadan productivity. These are contained 
in our budget White Papers at pages 102 to 107, inclusive. 
We did not have an opportunity to reproduce those pages 
between this morning and now, but if senators wish to 
see this material, it will not be that difficult to repro- 
duce. 


The Chairman: If you would do that, Mr. Reisman, 
then perhaps we could get them out to all members of 
the committee during the recess. 


Mr. Reisman: Very good. We shall have them repro- 
duced. 


There was also a request—and I have forgotten which 
of the members of the committee requested it—for in- 
formation about the unemployed in this country. I mis- 
informed the committee this morning, and I would like 
to apologize for that. I indicated that we did not have 
a breakdown of the unemployed by heads of family units, 
single sons and daughters, and other relationships in the 
family. In fact, the Dominion Bureau of Statistics pub- 
lishes this, I believe twice a year, and it will show on a 
quarterly basis the detailed breakdowns of that data. 
I mentioned this morning that the finer the breakdown 
the less reliable the data, having in mind that it is based 
on a sample survey of 30,000 households in Canada, but 
the information is really quite interesting and complete. 
For your information, I am told that the decision to do 
this kind of analysis and to publish this material follow- 
ed on Senate hearings on unemployment. It was an 
action that the Senate committee recommended, and it 
resulted in this survey. 


The Chairman: Touché. 


Mr. Reisman: There is a regular publication with a 
breakdown by length of unemployment and also a 
temporary layoff breakdown, and although the temporary 
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layoffs are included in the unemployment figures they 
are shown separately in the statistics. 

There was an interest shown this morning in a com- 
parison of the Canadian economic performance with that 
of the United States. I think the minister, Mr. Benson, 
undertook that we would produce a chart or two and 
give a brief description of how that performance shows 
up both over the long term, the last 15 or 20 years, and 
the more recent performance as well. We are in your 
hands, Mr. Chairman, but if you would like to start with 
that we have the charts and we can take a few minutes, 
if that is your wish. 


The Chairman: Would you like to start with it or end 
with it? 


Senaior Nichol: I suggest we start with it. 
The Chairman; Is it agreed? 
Hon. Senators: Agreed. 


Mr. Reisman: Mr. Chairman, if you will allow me to 
introduce Dr. Cyril Hodgins who is the Director of our 
Economic Analysis Division in the Department of Finance 
under Dr. Hood, who is the Assistant Deputy Minister, 
Economic Analysis, Fiscal Policy and International 
Finance. 


Dr. C. D. Hodgins, Director, Economic Analysis Div- 
ision, Department of Finance: We have three charts that 
we would like briefly to go over with you. Two of them 
focus on the business cycle experience in Canada and 
compare it to that in the United States. In the top 
panel of Chart I, we have examined constant dollar gross 
national product which is the measure of total output 
after correction for prise change. We have looked at it 
by taking the trend out of the growth of the series in 
the two countries. What we are left with when we take 
out the trend is basically he business cycle and the 
irregular movements. What strikes one most clearly, 
looking at the top panel, is the cyclical movement over 
the period from 1947 on up to 1970. These are percentage 
differences from the long period trend, so that in the 
early fifties—the time of the Korean conflict, for example 
—output was running about 5 or 6 per cent above its long 
period trend, and then in the recession of 1954 it fell 
down below trend. You can see how it has fluctuated 
around its trend from time to time over the 20-odd 
year period. 

Going back to about the mid-sixties you will note that 
the United States, which is indicated by the dash line, 
was, for about three or four years, about 4 per cent above 
its trend rate of growth, and their economy was perform- 
ing better on that score than the Canadian economy. 

As we get on towards 1970, however, you will note 
there was a very marked turn-around in the performance 
of the United States economy so that by 1970 it had 
turned to about 3 per cent below trend as compared to 
4 per cent above trend in about 1968. In Canada the 
slow-down of 1969 and 1970 was considerably less pron- 
ounced in a relative sense, but I think that the main 
message here is that the two economies do move relatively 
closely together. From time to time the Canadian economy 
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does a little worse, as in the case of the 1954 recession. 
More recently it would appear that the Canadian economy 
has performed a little better. You will note that the 
approximate coincidence of this cycle is reflected also in 
the movements of the unemployment rate in the two 
countries. 


We have a second chart. This middle panel focuses 
on the price picture which can be interpreted in a 
similar way. We have another chart which focuses just 
on the end part of this history, the period from 1968 on. 
This chart was updated and presented as chart 1 of 
the recent budget White Paper. 


Mr. Reisman; This chart has not been brought up-to- 
date. We were not able to bring it up-to-date between 
this morning and now. 


Dr. Hodgins: This chart shows by quarters from 1968 
through 1970 the percentage change in real output from 
the same quarter a year ago, so it is an approximate 
measure of the rate of growth. You can see clearly the 
slow-down in the Canadian economy starting in 1969 
and carrying on until finally hitting a through here 
in the third quarter of 1970 after which time it has 
come up again. In the United States the fall-off has 
been relatively more marked and by the third and 
fourth quarters of 1970 there was actually a decline in 
real output. For the year as a whole in the United 
States there was an actual reduction in the amount of 
goods and services produced. 


In respect of price performance, the percentage 
change from the same quarter a year ago in the consumer 
price index for all items—food and other items—is shown, 
and we note that the trend towards more rapid rise of 
prices in Canada was pretty strong until we come to 
the first quarter of 1970 at which time here was a 
sharp improvement. The improvement in the United 
States only started to show up there, and in moving 
into the new year there was some further improvement. 
The figure for the first quarter in the United States is 
in this general area and in Canada it is in this general 
area, 

An up-to-date version of this chart is available in 
the budget White Paper. 

We have plotted also the unemployment profile for 
the two countries. In response to the question in respect 
of the Canada-United States comparison I hope that gets 
at the main issues. Perhaps it would be suitable to pause 
to see if there are any questions. 


Senator Gelinas: You say that the consumer price 
index is not up to date. How far up would the red line 
go if it were up to date? 


Senator Nichol: The end of 1970. 

Mr. Reisman: It does not go up. It continues down. 
The slope of the curve is not as steep, but it continues 
down. 


Senator Gelinas: So it is leveling off there? 


Mr. Reisman: Yes. 


Dr. Hodgins: One of the reasons why this rate of price 
increase does get down to such a low level here is, 
of course, the precipitous decline in food prices which 
took place during the latter part of this year. Also 
these are percentage changes from the same quarter 
a year ago. We are getting pretty low year-ago per cent 
changes in the early part of this year because we are 
operating off a pretty high base back here. 


Mr. Reisman: There has been some re-establishment 
of food prices. I think food prices are still below what 
they were a year ago, but there has been some recovery 
over the past several months, and I think that one can 
expect that they will continue to rise. This means if 
you look at the consumer price index for the year as 
a whole it will probably reflect some offsetting activity 
to what was an inordinate decline in food prices last 
year, but if you look at the index excluding food you 
will find that the moderating trend has continued. 


Senator Gelinas: We all know what happened to food 
prices in the last year. That is why it shows that trend. 


Mr. Reisman: It is only partly that. I should make 
clear, Mr. Chairman, that the decline in food prices 
was precipitous and sharp and certainly affected that 
trend line, but all other prices excluding food showed 
considerable moderation. 


Senator Aird: Are there any material exclusions from 
these graphs relating to specific areas of activities, or 
are they all-inclusive? 


Mr. Reisman: The GNP is all-inclusive. It is the 
biggest single aggregate figure that you can get to 
measure the performance of the economy. That is a 
measurement in real terms, and there are no exclusions. 


Senator Nichol: Would it be possible to identify on 
those charts—I am talking now of Canada and not the 
United States—where the go-ahead shifts of monetary 
policy took place? Was there one in March of 1970 or 
thereabouts? 


Dr. Hood: I do not think I can recall all the way 
back, but the major change in the setting of monetary 
policy took place in March of 1970 as you said. 


Senator Nichol: And the one prior to that? I am trying 
to remember, but I do not remember. 


Dr. Hood: I would have to go back to the records. 
I cannot keep these things in my head. 


Senator Nichol: The shift in 1970 coincides quite nicely 
with that. What about the shift before that? 


Dr. Hodgins: If we look at the times at which the 
rate of advance of the money supply turned. 


Senator Nichol: Right. 


Dr. Hodgins: March of 1969 was when the rate of 
advance of the money supply was sharply curtailed and 
monetary policy began to be eased roughly twelve 
months later. I think the turning point to which you 
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are referring—the one in 1969—was just at the end 
of the first quarter. 


In 1968 the performance of the money supply varied 
quite a bit. There were some exchange difficulties at 
the beginning of the year which had quite an impact 
on the money supply. It is a little harder to be specific 
about turn arounds there. 


Senator Nichol: Would you give me that once more? 
There was one in the spring of 1969 and another one 
twelve months later in the spring of 1970. Is that correct? 


Dr. Hodgins: That is right. If we take just the period 
that is covered by the chart here we note that in the 
early part of 1968 the money supply was increasing at a 
slight rate. The impact of the foreign exchange rate on 
the balance of payments had quite an effect on what was 
happening to monetary policy at that time. Later in 1968 
monetary policy became more expansive, at least as 
measured by the stock of money, and the stock of 
money grew through this period. 

It slowed down a little bit through the fall and grew 
until about March of 1969. The rate of monetary expan- 
sion was curtailed for about a twelve month period from 
there until March of 1970. 


Senator Nichol: Would it be possible to go back to 
the next graph which you have behind there, and talk 
for a moment about where the major shifts occurred? 


The Chairman: We will have to adjourn, Senator 
Nichol. There is a division, and we will lose our quorum 
over the division. Perhaps we can adjourn now and come 
back as soon as the division is over. Is it agreed? 


Hon. Senators: Agreed. 


Mr. Reisman: We are not really prepared in terms of 
our own analysis to try to match changes in the monetary 
supply and economic changes. Before I or my people 
go on to give evidence on that, we would want to 
examine all of the data. It is a line of questioning which 
is very interesting. I do not think you will find that 
the fit will be all that pronounced. It is something we 
can do a little bit of work on and see what we can 
come up with, but we have not prepared that kind 
of analysis. 


Dr. Hood: We have not got it here. That is the problem. 


The Chairman: Perhaps we can superimpose that, then, 
on the chart. 


Senator Nichol: I think we should ask for some inform- 
ation. I am not asking for it here and now, but I think 
it is pretty basic to what we are talking about. In fact, 
it is the core of the question. 


Mr. Reisman: That is right. If questions are asked on 
that we would certainly like to respond, or see that 
whoever there is in government who has the detail will 
respond. I do not think we can do it here right now. 


The Chairman: We will adjourn on that. 


(A short recess). 
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The Chairman: Honourable senators, we resume our 
hearing. I believe Senator Nichol was asking a question 
when we adjourned a few moments ago. 


Senator Nichol: When we adjourned a few minutes 
ago, Mr. Chairman, I was asking questions about the 
correlation over the long-term between changes in the 
rate of growth in the monetary supply and the types of 
curves on unemployment, gross national product and 
cost of living as shown on those graphs. As I understand 
it, Mr. Reisman said that they could probably find that 
material for the committee but that he did not have it 
available to him right then. If he could find it he would 
supply it to us. Is that correct? 


Mr. Reisman: That is correct, sir. 


The Chairman: I assume it would be possible to 
superimpose on top of the graph the rate of changes in 
the money supply. 


Senator Nichol: That would be fine. It does not matter 
how the figures come so long as we can take a look at 
them. 


Mr. Reisman: We can do it that way, Mr. Chairman, 
but if we find a way that is more revealing I take it 
that you would provide us with the flexibility to present 
it that way. 


The Chairman: Yes, we are all for having these things 
better revealed. 


Senator Nichol: Thank you, Mr. Reisman. 


Dr. Gillies: Mr. Reisman, we are very close to the end 
of our hearings and there is one point which is still not 
very clear in my mind, and I should really like to get it 
cleared up. It is the whole question of the role of 
monetary policy in the Canadian economic policy-making. 
How would you describe our philosophy about monetary 
policy in policy-making in Canada? 


Mr. Reisman: That is quite a question, Mr. Chairman. 
Dr. Gillies: Would you like me to elucidate it a little? 
Mr. Reisman: It would be helpful to me if you would. 


Dr. Gillies; From reviewing the various statements 
made to this committee I have received the impression 
that monetary policy is basically reactionary. I do not 
mean that it is reactionary in terms of being opposed to 
“liberal”, but that it is taken to solve a particular prob- 
lem of the moment—for example, to support the ex- 
change rate or to finance deficits or something of that 
particular sort. I cannot find out what the philosophy 
about the role of monetary policy is other than that it 
should be used to correct certain situations which we 
happen to be in that are unpalatable or cannot be sup- 
ported. Monetary policy then comes into effect to sup- 
port the exchange rate or finance the deficit or some- 
thing like that. But does monetary policy have a different 
role from that in our economic policy-making? 


Mr. Reisman: Mr. Chairman, that does clarify the 
question sufficiently for me to attempt to reply. You had 
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as a witness before this committee the Governor of the 
Bank of Canada and I gather he submitted a fairly 
lengthy brief and replied to a large number of questions. 
He could probably comment with greater authority on 
this subject than I can, but within those limitations I 
can make a few observations in so far as I understand 
the position. 


There are several large and important instruments 
available to government to help manage the economy. I 
use the term “manage the economy” in the sense of deal- 
ing with problems of economic stability. You help 
manage the economy with an instrument to attain certain 
objectives. The objectives as they have been postulated 
on numerous occasions by this Government are: to at- 
tain a good growth performance; high employment; im- 
proved standards of living on a sustainable basis; good 
balance in international accounts; and good price and 
cost performance. These are the broad objectives, and 
monetary policy and fiscal policy are two of the major 
instruments available to help governments manage the 
economy with a view to achieving those objectives. 


It is my understanding that the monetary setting from 
time to time is established with a view to reaching those 
objectives. In that sense they are not reactive in their 
essence but, as instruments, are used in a positive way 
to achieve those objectives. This is not to say that there 
is some fixed setting agreed upon or established and 
not altered in the light of events and circumstances as 
they arise. You know and I know that this country has 
experienced from time to time in the past several de- 
cades, disturbances in the balance of payments and 
disturbances in the impact on the exchange rate. 


When developments of that kind occur, the various in- 
struments that are available will be used to help cope 
with those problems while at the same time reaching for 
the objectives to which I referred. 


I would not myself have characterized the monetary 
policy in the period that I have been familiar with as re- 
active in its essence. I would have described it in much 
more positive terms, while at the same time recognizing 
that there will be adjustments made in the monetary 
policy and in other policies from time to time to meet 
problems that come up. In that sense I think the Gov- 
ernor has said in public statements, as has the minister, 
that in the most recent period the monetary policy has 
been used for two important purposes, one being to help 
stimulate the economy and get us on to a good growth 
pattern and the other being to deal with the inordinate 
pressures that have developed on the exchange markets. 


I think that is all I would say on that for the moment. 
If there are further questions I will try to respond. 


The Chairman: I have a supplementary question on 
that point, Mr. Reisman. While you say that the policy 
has not been reactive, nevertheless the evidence of the 
Governor before the committee indicated that it was not 
only exchange rate policy that he was concerned about. 
He was concerned about financing the Government’s cash 
requirements and the general level of interest rates and 
he also mentioned in general the problems in respect of 
liquidity. It just seemed to us that perhaps we were rely- 


ing on monetary policy to do these jobs that are an essen- 
tial part of monetary policy, but that in the heavy 
reliance on those undertakings we were tending to lose 
the effect of monetary policy in the overall demand policy 
of a government. As a result perhaps we had made a step 
backward in the Bank of Canada Act in requiring the 
Governor to be a little too responsive to the Minister of 
Finance, and the Governor had lost some of this inde- 
pendence that might result in a better mix of demand 
policies. If I press you a bit on that it is because we 
really are concerned about it and I suppose we will con- 
tinue to be concerned about it until we really get our 
teeth into the answer. 


Mr. Reisman: I can see the direction this line of ques- 
tioning is taking. There are economists in the United 
States, in Canada and elsewhere who take a particular 
view of how a monetary policy should be operated. The 
Friedman school would argue, I think, that monetary 
policy should be set at some particular stance or con- 
figuration and then left there, that the monetary au- 
thorities might just as well pack their bags and go home, 
and let that automatic setting remain come hell or high 
water. 


I am not aware that that particular approach has ever 
been tried anywhere for any length of time. I was going 
to refer to it as a fad. I do not suppose it is a fad, but it 
is a particular approach which gathers adherents and 
loses adherents from time to time depending on par- 
ticular economic circumstances. It was pretty fashionable 
for a short while in the United States when President 
Nixon took office, but I gather that of late it has fallen 
into disrepute. 


I for one do not feel that it is a particularly happy 
approach to the handling of this important instrument of 
public policy. As I see it, the monetary policy, together 
with other instruments of economic policy, have to be 
operated in a real world, with a whole set of constraints 
and with a particular set of relationships to other policies. 


The minister stressed this morning that he _ sees 
monetary and fiscal policy—and other policies such as 
exchange policies—working together to achieve the 
Government’s economic objectives; and it is hard for me 
to. really visualize the operations of this particular 
instrument in a world which is not subject to some 
constraints. 


Among these constraints are the Government’s need 
to finance itself, the impact on international development 
on our economy, and the movements of interest rates in 
the United States and elsewhere. I mentioned the United 
States because of the impact that that economy has 
upon us. 


Let me cite a couple of practical examples to indicate 
what I mean when I say that a policy such as a monetary 
policy has to act within a particular set of constraints. 
Not so long ago we had in this country a serious 
problem which developed in the financial community in 
the case of the bankruptcy of the Atlantic Acceptance 
Company. That created a whole range of problems 
throughout the financial community and required certain 
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responses from the authorities, particularly from the 
monetary authority in this case. 


Senator Macnaughton: Was it provincially incorporated? 


Mr. Reisman: Yes, I think it was a provincially incor- 
porated company; but nonetheless that event had certain 
repercussions and sent a series of ripples throughout 
the economy of a kind that needed treatment. If the 
monetary policy had been settled automatically and the 
governor had packed his bags and gone on _ holiday, 
we might have been in a good deal of trouble. 

You are aware of the situation in the United States 
with the Penn Central bankruptcy. There is no question 
that the monetary authorities in that country had to 
operate within that constraint and take action in respect 
of liquidity and money supply, to deal with that crisis. 

If I may I will use just one other example in another 
area, Mr. Chairman, in connection with the exchange 
crisis which we had in Canada in 1968. That was an 
exchange crisis where the rate was being pushed down, 
where the pressure on the rate was in a downward 
direction. 


Again the monetary policy in Canada, and other po- 
licies—fiscal policies very decidedly so—had to take into 
account these particular pressures and constraints, and 
be to a degree responsive to them. Therefore those 
elements had to be taken in with all of the other elements 
in establishing a setting. 


I take it, Mr. Chairman, that your question really 
raises the following point: is the Government’s fiscal 
policy, and in particular its expenditures policy, both 
on the budgetary and non-budgetary side, of such an 
order that it is putting the monetary policy in a straight 
jacket; or that it is compelling certain action on that 
front of a kind which cannot be consistent with a 
stance of monetary policy directed to good economic 
performance or stable growth? 


The Chairman: That is right. I think we can ignore, in 
answering that question, the automatic pilot approach. 
From looking at the history you have been involved 
with, has the money supply been performing in order 
to create the demand or restriction that the Government 
wants to create, or is the Government putting it in a 
straight jacket through the constraints that it is forcing? 
In other words, is it making in correct terms proper 
use of the money supply? 


Mr. Reisman: I will try to answer that directly. I 
think that historically there have been occasions where 
the Government’s requirements for cash have put sharp 
constraints on the monetary instrument and have, in 
that way, limited the usefulness of that instrument for its 
other purposes. 

I came into the picture a year ago April, and I can 
speak with a little more knowledge of the situation 
since that time. I do not believe that the fiscal policy 
of the Government or its requirements for cash to finance 
both budgetary and non-budgetary requirements were 
of an order that put that kind of contraint on the 
monetary policy. 


I did refer earlier to the fact that monetary policy 
in recent months has had to take into account the inter- 
national financial position, the balance of payments, and 
the exchange rate impact on those developments. So far 
as the Government’s financing is concerned, whether seen 
in terms of the budget or in terms of its debt manage- 
ment operations, I do not believe that the monetary 
policy has been excessively contrained in that Way. 


The Chairman: What do you say as to the very natural 
concern of the Government for the level of interest rates? 


Mr. Reisman: I have never in my mind, sir, disassociated 
the price of money, interest rates, from monetary policy. 
There are some who see monetary policy in terms of 
the supply of money, the monetary aggregate. I have 
always seen it in a rather broader sense; the availability 
and cost of credit is no less a feature of monetary policy 
than the money supply itself. 


The Chairman: Except that it might be possible to put 
the case that the Government could be more concerned 
with the price of money than its availability at any 
particular time. 


If I were in government and worried about the cost 
of mortgage moneys, I might very well be terribly con- 
cerned with the price of money but at that particular 
time I might not be concerned with its supply. 


Mr. Reisman: I would agree with that observation, Mr. 
Chairman, that the question of where the emphasis is 
placed at any point in time will vary and will depend 
on circumstances. 


The Chairman: I will not labour the point with you; 
I just wonder if in your history the interest rate, using 
that definition, ever became a constraint on the aggregate 
money supply? 


Mr. Reisman: I would not really regard that in the 
sense of being a constraint. I would really prefer to 
look at it in terms of the monetary policy and the impact 
that it can have on the cost of credit or the whole series 
of interest rates, rather than the other way around. The 
monetary instrument is operated with a view to achieving 
certain impacts on the economic performance. That can 
be achieved by a variety of means and interest rates, 
or the cost of money, is one of the very important prices 
in the economy, having an important influence on econ- 
omic performance. Monetary policy, through the influence 
that it can have on interest rates in addition to avail- 
ability of credit, the price and quantity, can exert in- 
fluences on economic performance. Therefore, I do not 
feel that monetary policy is reactive; it is a much more 
positive force in that regard. 


The Chairman: The question was purely to ascertain 
where the Government lays its emphasis in determin- 
ing the monetary policy, but I think we have pursued 
that far enough. 


Senator Nichol: Mr. Reisman, you were discussing a 
moment ago the monetary theory, the extreme case being 
that the Government and the Bank of Canada should 
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pack their bags and leave, and set an automatic pilot. 
You quite wisely rejected that. However, putting that 
aside, I think you are aware from reading our testimony 
that in all countries, and not just here, there have been 
criticisms, not of the personnel, but perhaps of the tech- 
niques which produced strong changes in the money 
supply. The question that continually arises in this re- 
spect is whether there is not a middle ground. I am sure 
that you are continually searching for the middle ground 
between what some might consider to be extremes of 
economic policy moving from one side of the road to 
the other, and the monetarist theory which says we just 
set the timer and let it tick. 


In all our conversations in the committee we have 
been searching to discover if there is anything that we 
can do as a people to attempt to even this process out to 
some extent. As I mentioned to you this morning, we are 
now increasing our money supply at a very high rate. 
Sooner or later a change must be made and a more re- 
strictive monetary policy adopted. If we continue at 
this rate we know what will happen. 


I would like to ask you, not when the change is going 
to be made because I do not believe that would be a 
fair question, but how will that decision be reached? 
Who will be involved? What inputs will there be and 
how is that decision actually made in our system? What 
aspects will be considered, and by whom? 


Mr. Reisman: With respect to the source of authority 
or where the decision-making is carried on in respect 
of the monetary policy, the Bank of Canada ‘Act is really 
very clear. There is no question that the Bank of Canada 
is the authority in respect of the day-to-day monetary 
policy of this country. 


Senator Nichol: Oh, yes, day-to-day; I agree. 


Mr. Reisman: The Bank of Canada Act also makes it 
very clear that if the Government is not happy with the 
way the monetary policy is being handled it can direct 
the Governor of the Bank of Canada to change direction 
or make a modification. This would be done through 
the Minister of Finance. 


From the point of view of the statute, the authority 
and the way it works in practice, according to my read- 
ing of it, does not indicate that the Governor of the Bank 
of Canada and his staff operate in a vacuum. They live 
in a world they are cognizant of and, indeed, very sensi- 
tive to everything that is going on around them in the 
economy, both public and private. They will carry out 
their role in that environment. 


I think you are aware that the Deputy Minister of 
Finance is by statute an ex officio member of the Board 
of Directors of the Bank of Canada and the executive 
committee. Through that mechanism there is a great 
deal of continuing interchange between the Bank of 
Canada and the Department of Finance in respect of 
the instruments that the bank operates and the respon- 
sibilities of the Minister of Finance’s advisers in the 
department with respect to fiscal policy, debt manage- 
ment and other related fields. 
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The board of the bank meets fairly regularly, about 
eight or nine times a year. The executive committee 
meets every week. Apart from the regular meetings, 
when events require more frequent consultations, they 
do in fact take place. I believe questions were put to 
the Governor of the Bank when he was giving evidence 
on the matter of the budget and the fiscal policy. He 
gave a very direct answer, that he was involved in 
the process and he certainly knew what was in the 
budget. I can assure you that he did and that we value 
very greatly these consultations and advice with a view 
to getting a mix of policy which, according to the best 
judgments of the people involved, is suitable to the 
occasion. I think this is true in respect to the monetary 
policy also, but there is no question that under the 
Bank of Canada Act the Governor of the Bank of 
Canada has certain definite responsibility and ultimately 
in the day-to-day operations he makes the decision. 


Senator Benidickson: I have a supplementary question, 
Mr. Chairman. 


The Chairman: I think, Senator Benidickson, Senator 
Nichol has a supplementary, then I will call on you 
for your supplementary, and later for your main 
question. 


Senator Nichol: This is a broad question. 
The Chairman: It is a supplementary, though? 


Senator Nichol: Yes, it is. With regard to this co- 
ordination between the Department of Finance and 
the Bank of Canada with other inputs—presumably 
in an informal way from the Economic Council and all 
the other institutions—when you get right down to the 
crunch and a decision has to be made, let us say to 
change this policy or—to go back so that we are not 
dealing with such immediate matters—to make the 
change that occurred in March, 1970... 


Mr. Reisman: In the monetary policy? 


Senator Nichol: In the monetary shift of 1970 and 
the fiscal shift at the same time. Let us say the monetary 
shifs of 1970. I know this is a long question, and it may 
be a long answer. What are the indicators that you 
would really look at, taking into account all the 
conversation we have had about lags and all the rest 
of it? What are the indicators you would look at to 
tell you that now is the time to make such a shift. 


Mr. Reisman: I do not think my answer will be very 
long, and I am not trying to evade the question. 


Senator Nichol: Because it is the nut of the economic 
question, is it not? 


Mr. Reisman: Perhaps in the light of my comment you 
may want to rephrase your question. I was not the 
Deputy Minister of Finance at the time the March 
budget was brought down in 1970. 


Senator Nichol: You misunderstand me. I did not mean 
to make my question specific. I was thinking in terms 
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of examples when I mentioned those dates. Put any 
specific reference out of your mind. I did not mean that. 
What do you look at, say we are not in Canada, but 
somewhere else? 


The Chairman: You were attempting to avoid being 
specific in the contemporaneous sense, but you did not 
want to embarrass Mr. Reisman. 


Senator Nichol: I did not want to embarrass the deputy 
minister by asking him when he is going to change the 
fiscal policy. If he told me, he would not be sitting here. 


Mr. Reisman: I can perhaps do a better job in answer- 
ing that question if it were directed to fiscal policy. But 
let us take monetary policy and fiscal policy together. 


Senator Nichol: Let us take them both together. 


Mr. Reisman: Basically they have to be looked at as 
twin instruments that have to be operated in a good mix 
and seen in their relationship one to the other. To begin 
with, economic policy is based on knowledge and infor- 
mation, economic intelligence. There is in the Bank of 
Canada a pretty effective economic analysis unit; there 
is in the Department of Finance what I regard to be 
a pretty effective economic analysis unit; they spend a 
fair bit of their time talking to one another. Basically, 
however, they operate their systems quite independently. 
We have a capability, they have a capability. The heart 
of the operation is to know what is going on in the 
economy. Where have we been? Where are we? Where 
do we appear to be going? 


Senator: Nichol: Right. 


Mr. Reisman: This involves looking at a very large 
amount of economic information, statistics, data and 
reports. On the basis of all these facts and statistics an 
analysis is made of where we are and where we appear 
to be going, and in the light of that analysis advice will 
be offered as to what the situation would appear to re- 
quire in order to achieve certain objectives. 


The forecast, the projection, based on this kind of 
analysis may tell us that the economy over the next 12, 
18, 24 or 30 months would seem to be headed in this way, 
and you reach the conclusion by looking, as I said, at 
a wide variety of things—exports, imports, production, 
investments, prices, consumer expenditures, retail sales, 
et cetera; a wide variety of inputs. On the basis of that 
you make a prediction and say that here is what seems 
to be happening. You look at it and ask whether that is 
really where you want to go, whether that would take 
you too steeply up a curve with consequences on this or 
that, on costs or prices, or whether it is a path that is 
too slow, a path that will not absorb the growth in 
our labour force, our capacity to produce, and in present 
circumstances whatever slack there may be that needs 
to be picked up as well. In the light of that, advice will 
be rendered to the Minister of Finance. He will get 
advice from us and from the Bank of Canada; he will 
get advice from whatever sources he finds advice to 
be useful. 
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The Minister of Finance is the principal economic 
adviser to the government, certainly in terms of the 
management of the economy, where he is not only 
the principal adviser but other ministers do not have 
the kinds of capabilities that he has access to in order 
to give this advice. But even in respect of other matters, 
such as regional economic policy or manpower policy, 
where the responsibility is in the hands of another 
economic minister, the Minister of Finance will have 
a view about that as well as part of his overall respon- 
sibilities in relation to the economy. Looking at the 
management of the economy in the sense that we have 
been talking about it, he will be advising the government. 


I might tell you that I do not know what it was like 
ten years ago, or even seven or eight years ago when 
Dr. McQueen was here, or 20 years ago when Dr. 
Deutsch was here, because I did not work in this 
particular area. As a matter of fact, I do not think Dr. 
Deutsch did either. In those days things may have been 
quite a bit different from what they are today, but today 
the Cabinet and the committees of Cabinet have a great 
interest in, a familiarity with and an expertise in 
respect of, the economy. 


I can tell you that in the course of 1970, from the 
time I came into the department to date, the material 
that was prepared in my department for consideration 
by ministers with respect to the economy and its per- 
formance and the forecasts is enough to fill two or 
three volumes. I suppose there have been no fewer than 
perhaps 15 occasions during this period when I was called 
upon to appear before a Cabinet committee, either the 
Economic Policy Committee, or the Committee on Prior- 
ities and Planning, and other committees as well, but 
mainly those two committees, to give evidence and 
provide information of a very wide variety, and in 
depth, so that ministers could be as familiar as their 
officials with the facts and the outlook, and so that they 
could take decisions in terms of their objectives. 


I can assure you that that is what happens. I can give 
some of the particular processes, such as the process in 
connection with the establishment of expenditure guide- 
lines or expenditure budget, or, for that matter, the 
process that cabinet would go through in connection with 
the preparation of a budget, or the process of dealing 
with a particular set of circumstances, such as occurred 
last year when there was strong pressure on the Cana- 
dian exchange rate and the cabinet had to focus on that 
problem as an emergent problem and take decisions. 


On all those occasions, the role of the Department of 
Finance and, on some of them, of the bank, was as an 
adviser to provide inputs of information and data on the 
basis on which ministers could take decisions. This does 
not apply to the setting of monetary policy from day to 
day. These decisions are not taken by the cabinet: these 
decisions are taken by the Governor of the Bank of 
Canada in accordance with statute. 


Senator Nichol: There is a multitude of statistical in- 
puts into any of those decisions, but there are certain 
ones that you know to be too late, or where the lags are 
too long. What I am really getting at is, which are the 
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indices which this organization that you describe watches 
the closest in coming to a decision to make changes in 
fiscal and monetary policy? 


I do not wish to belabour the point, but I am trying to 
obtain a little more expertise on the question of which 
indices are used. Obviously, if you watch unemployment, 
you are going to be too late; if you watch inflation, you 
are going to be too late. What do you really watch, to do 
this tricky navigation you are engaged in? 


Mr. Reisman: It is a bit like navigation. You have to 
watch a lot of things. You get as much knowledge as you 
can about the economy and its direction, and there are 
all sorts of things one must look at. 


Senator Nichol: Dr. Giersch, for instance, was very 
specific about the kinds of things they watched in the 
German economy. 


Mr. Reisman: He put a lot of emphasis on private in- 
vestment, I take it. 


Senator Nichol: He was very specific, much to my 
surprise. I will find it in a minute. He said they watched 
capital investment, almost to the exclusion of everything 
else. 


Mr. Reisman: I think he is some kind of a nut if that is 
all he looks at. 


Senator Nichol: I do not want to say that is all he said. 


Mr. Reisman: If he is trying to run an economy on the 
basis of looking at that one indicator, I think he is going 
to go astray. 


Senator Nichol: I do not want to quote him in- 


accurately. 


Mr. Reisman: I do not believe you can run the thing 
that way. 


The Chairman: Perhaps we can come back to Dr. 
Giersch, when Senator Nichol finds the passage. 


Senator Croll: As I understood you, you said there were 
economic predictives, both in your department and in the 
Bank of Canada, and they were pretty good. You indi- 
cated that you were able to predict up to 24 months— 
I think that was the term you used. 


Mr. Reisman: I went as far as 30 months, but I did 
not say I was able to predict. 


Senator Croll: What were you able to do? 


Mr. Reisman: I said that what we do is we try, to the 
best of our ability and on the basis of the best informa- 
tion available, to get a reading on where we see the 
economy going, for as long ahead as our data will allow 
us. That is all we do, and I do not pretend to be able to 
predict. 


Senator Croll: That is fine. So you indicated what you 
thought the data disclosed. Then the unemployment that 
came to us rather suddenly and heavily—was that as a 
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result of your failure to predict, or the Government’s 
failure to take your advice? 


The Chairman: I think I should interject that the 
deputy minister, being a civil servant, might find it very 
difficult—and I know Senator Croll would not wish him 
to criticize the Government. 


Senator Croll: He knows how to get away from that 
question, if he wants to. 


The Chairman: I am sure he does. I am sure he will 
not take the easy way out, but it is good to offer him 
the opportunity. 


Mr. Reisman: Mr. Chairman, I deeply appreciate your 
intervention, which was designed to be helpful, and I 
am going to seek some refuge in it, when I get pressed 
far enough. 


Senator Croll: All right, let us forget it. 


Mr. Reisman: Let me try to give an answer to that. I 
was not there. 


Senator Croll: Forget it, then. There is another ques- 
tion. 


Mr. Reisman: It is quite an easy game to say that your 
predecessors were not nearly as good as you are. I would 
like to select my own crucifix to be crucified on. Senator, 
I can tell you this, with some confidence, that the people 
who were engaged in this exercise of looking forward 
and trying to determine where the economy was going 
in respect of production, employment, prices and so on, 
were looking ahead, two years or 30 months, to the 
period when this high unemployment problem developed 
in the country, but they did not anticipate unemploy- 
ment of the order of magnitude that actually developed. 
This is one of the difficulties with projections and fore- 
casting. 

I do not know what my record is going to be—I hope 
it is going to be pretty good—but I am pretty sure mis- 
takes will be made there, too, in terms of getting the 
right fix as to how the thing is going to evolve. 


I do not know, Dr. Hood, if you were there at the 
time. You were not in the Department of Finance, but I 
think you were over in the Bank of Canada. Perhaps 
you are familiar with the projections of that period, but 
I do not think they projected unemployment of that 
magnitude. 


Dr. Hood: I would not have changed a word of your 
answer at all. 


Senator Croll: You guys stick pretty close together. 


The Chairman: Senator Croll, do you not wish you 
had had a staff like that? 


Senator Croll: My next question is this. When you 
speak of this up to date information that you are able 
to obtain, I have no doubt you are indicating that you 
get it from DBS. Have you a special pipeline in there, 
because I do not seem to be able to get it? 


Mr. Reisman: Would you like to answer that, Dr. Hood? 
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Dr. Hood: There has been a suggestion in the course 
of this conversation by Senator Nichol when he was 
speaking, and you also, senator, have alluded to the same 
point, that you cannot look at unemployment because 
that comes too late, but you look at the latest that you 
have got and beyond that you have to forecast. If the 
unemployment figure for the month of June reaches us 
only on the 18th of July and we are concerned with 
decisions on the first of July, we have to utilize the 
latest we have got and project from there. It is not a 
question of a special pipeline, it is a question of using 
the latest that exists. 


Senator Croll: Yes, but when you speak of the latest 
figures, what do you mean? How late? That is our 
trouble. 


Mr. Reisman: Mr. Chairman, let me try to answer this. 
You will recall that the unemployment data for the 
month of April, which came out in the month of May, 
was rather disturbing. It showed an unemployment figure 
in this country, seasonally adjusted, of 6.7 per cent. There 
Was a great deal of concern and a great deal of puzzle- 
ment over that sudden rise in the unemployment rate 
from 6 to 6.7 per cent, seasonally adjusted. 


Now we had some explanations for this in the Depart- 
ment, and I think the Minister of Finance gave some of 
the explanations in the House, but they were belittled. 
It was said that this was the Minister rationalizing, 
and it was bad forecasting, and that kind of thing. It 
was a rather troubled position to be in to have to try 
to explain what took place in that one month’s series 
in terms of its having been a long winter or whatever 
reasons were given. But I can tell you this, that my 
staff who do projections on a wide variety of indicators, 
do projections on employment and unemployment as 
well. They provided me with a projection of a fairly 
detailed kind in respect to that series—employment and 
unemployment—and I was simply amazed on the day 
that the figures came out. We had to help to prepare 
a budget during the month of June, to be delivered on 
June 18 in respect of figures which were not going 
to be released until June 17. So we had no basis other 
than our knowledge of the economy and our projections. 


I should like to tell you, Senator Croll, that in respect 
to the increase in employment, my forecasters told me 
that we should get 350,000 additional jobs in the month 
of May as released in that labour force survey in June, 
and the figure turned out to be 347,000. They also told 
me that unemployment would go down by 120,000, and 
it in fact went down by 116,000. They told me that the 
seasonally adjusted figure would be either 6.3 per cent 
or 6.4 per cent, and it turned out to be 6.3 per cent. 


Now I do not want to pretend that we are magicians 
and that we can get down to that kind of accuracy in 
looking ahead, particularly on an index of that kind. 
It just happened that in that month they were right 
on. Perhaps next month they will be off again. But 
this is not witchcraft; this is a profession that takes 
a great deal of skill and training, and very often we are 
working with data which is pretty thin. This is not 
a slur on the Dominion Bureau of Statistics because 
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they are a pretty good outfit compared with others in 
other countries, but very often we are working on 
projections when we do not know where we are. 
It is hard in this business to know where you are pre- 
cisely at any particular time. Yet, that \and the history 
immediately behind you is what you have to go on in 
doing projections, and projections have to be done. 


I think, as I said before, I have a team that is second 
to none. This is not accidental. One of the first things 
that I did when I joined the Department, even before 
I joined the Department of Finance when I was designat- 
ed as deputy minister in that department, was to look 
over the operation to see what strength we had in the 
economic analysis, the forecasting and the fiscal policy 
side, and we made some very extensive changes. I 
think that earlier today when the Minister was giving 
evidence, Senator Benidickson made reference to the 
fact that there are all the same old horses around, they 
simply change stables. I think I was referred to as one 
of the old horses. 


Senator Benidickson: I was referring to your previous 
connection with Treasury Board. 


Mr. Reisman: More than that, sir. I joined the Depart- 
ment of Finance almost 26 years ago, and I have also 
served in the Department of Industry, and I think I 
also worked for you, sir, when you were parliamentary 
assistant in that department. 


Senator Benidickson: I was aware of that. That is 
many years ago. 


Mr. Reisman: It is many years ago. But in those years 
I did not have the responsibility for this side of the 
economy. You made reference to John Deutsch earlier, 
and I might say that he did not have those responsibilities 
either, because I worked for him for many years. He 
left the department as such in 1954, I think, to go to 
Treasury Board and was there until 1957, and then he 
went back to the universities, and from there to the 
Economie Council. But I think his contact with the 
department ended that many years ago, and to my 
knowledge he never worked in the economic analysis or 
fiscal policy fields. I was working for him in those 
years and we were mainly on international economics, 
tariffs, international finance, and trade. 


The point I want to make is this, and I think it is an 
important point, that we have in the Department of 
Finance today several teams of people working in the 
economic analysis and fiscal policy fields under Dr. Hood, 
most of whom are new. I think Dr. Hood has been with 
the department about a year and a half. He has been 
with the Bank of Canada for a number of years and 
prior to that he was a well-known professor in the Uni- 
versity of Toronto in the field of econometrics and re- 
lated matters. He has working for him two divisions 
composed of what I think are outstanding people in this 
field who have earned their reputation through very hard 
work at the universities and in other work since that 
time. But they are new as far as the department is con- 
cerned. I do not think we have a senior man in this 
area who has been with us more than two years. 
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Senator Croll: Do you not think you should? 
Mr. Reisman: That is what I am supposed to be. 


The Chairman: I think we have spent a long time on 
this particular subject of where we are in the particular 
cycle, so perhaps we should move on. I want to go back 
to Senator Nichol who has found Dr. Giersch’s statement 
now. 


Senator Nichol: Yes. I would not want your reaction to 
my comment about Dr. Giersch, which was fairly strong, 
to stand on the record because of my misinterpreting 
what he said. Now that I have found it, I shall not read 
it all but I shall read part of it to you if I may. He said: 

My experience in Germany is that the unemploy- 
ment rate is a laggard variable and if you use it as 
an indicator, you are bound to come too late with 
your measures. I mean by that that the rate of em- 
ployment is lagging behind other variables which 
therefore are a better indication of where the 
economy is moving to. For example, the rate of 
increase in incoming orders, particularly in invest- 
ment goods industries, is a sufficiently early variable 
or early indicator, and you have to use an early in- 
dicator for your measures of monetary or fiscal 
policy... 


Then he talks about time-lag and so on and ends up by 

saying: 
I would guess from German experience, if there is 
an effectiveness at all of monetary policy in an open 
economy—there may be some instances where we 
can say it had some effect—then the effect came 
about six months later. That means we cannot use 
a very early indicator, as I explained to you. 


Then he was asked: 
Could I ask you, Dr. Giersch, what are the indica- 
tors, other than the one you have mentioned, which 
set the system working in your country? 


And he said: 
These are the incoming orders. 


Then he went on to say: 
—in the investment goods industries—the capital 
goods industries. 


Then, after another exchange, I asked him if they 
specifically keep an eye on this particular indicator, and 
he said yes. I then asked if it was sufficiently close that 
it really worked, and I had hoped he was going to say 
yes, but he said: 

This, of course, is very difficult to judge. It is diffi- 
cult to judge the figures. Usually one wants to wait 
for 2, 3 or 4 months in order to be sure that one has 
the right tendency. 


Mr. Reisman: I would not disagree very much with the 
evidence which that witness gave, and in the light of that 
I would like to withdraw my comment, if I may be per- 
mitted. That makes good sense. 
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Senator Nichol: He is being very specific compared to... 


Mr. Reisman: In the context in which that comment 
was made I would not disagree with what was said. 


Senator Nichol: Are there any particular indicators, 
then, to which you feel some reaction of that kind? 


Mr. Reisman: As I say, we look at a lot of things. You 
are asking me if we look at any particular one? 


Senator Nichol: Yes. 


Mr. Reisman: Perhaps I can illustrate it this way: in 
the projections that we made for the Minister of Finance, 
and against which he and his colleagues took decisions 
in connection with the budget, we said to him that we 
expected private capital investment—that is what you are 
referring to—to be weak this year and to remain weak 
for a while. We were looking to other forces in the 
economy to take us forward on the projected growth path 
that was indicated in the budget. Among these forces we 
expected a continued good performance on the trade side 
and we expected a continued stimulus to the economy 
through the provincial, municipal and federal govern- 
ments, and we were also looking to a good performance 
on the part of consumers. This is where we saw some real 
action in terms of giving us the kind of growth path that 
we were projecting, and we went on to say that some- 
thing would have to happen of quite a dramatic nature 
on the consumer side before it would translate itself into 
an engine of impulse on the private investment side. We 
could see the economy moving through 1971 pulled along 
by the kind of forces that I speak of, and they in turn 
would bring about a better performance in the private 
investment side as we moved through 1971 and into 1972. 

In that comment you can see that we have already 
looked at a number of things; exports, Government ex- 
penditures, consumer behaviour, and private investment, 
too, but we looked to other forces than private invest- 
ment to give us the impetus through this next period. 


The Chairman: I think we can leave that subject. 
Dr. McQueen? 


Dr. McQueen: Mr. Chairman, I have a couple of 
questions and I would like to be guided by you as to 
whether they are appropriate. One concerns expectations 
and it refers back to this morning, and the other one 
concerns how the Finance Department assesses the im- 
pact of its policies on the economy. Could you indicate 
to me whether either or both of those would be ap- 
propriate? 


The Chairman; They are both acceptable. 


Dr. McQueen: This morning, Mr. Chairman, Dr. Hood 
was talking about expectations. This is a very important 
matter in our economy. It affects the way policy works 
on our economy, and I think that having policies that 
seem to act on these expectations is a very tempting 
thing for a government to undertake, because manipulat- 
ing your jaw bone in this way influencing expectations is 
a very low cost kind of governmental intervention in the 
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economy. What I wanted to ask, Dr. Hood, is what do 
we really know at this stage about peoples’ expectations? 
What is it that they are anticipating? He took up the 
case where you sometimes get what seems to be a 
perverse reaction where you are expanding the money 
supply rapidly and yet you find interest rates rising 
at the same time, and he suggested the reason for that 
might be that people anticipated inflation, a fall in the 
value of money and, therefore, they were demanding 
a higher reward for lending. 


What I would like to put to Dr. Hood is: Is it not also 
a possibility that what people are expecting is not so 
much what is happening to the economy but what the 
public authorities are going to do about it? For example, 
if the people see the Bank of Canada expanding the 
money supply very rapidly should not this sort of tought 
run through their heads: well, we know they worry 
about the money supply so much. It is pretty clear to 
me they cannot go on expanding at this rate for very 
long. That means, according to my reasoning, that we 
are in for a period of pretty tight money and tough credit 
before very long so that perhaps the thing to do is to 
get in now and borrow money while you can. 


Is it not possible that people’s expectational reactions 
that worry us all so much here are expectations of 
government policy or about what government is going 
to do about this inflation, rather than the inflation itself? 


Dr. Hood: Well, if the question is directed at me... 


The Chairman: Could you answer it in four or five 
words, Doctor? 


Dr. Hood: Four or five? 
Senator Nichol: Simple words. 
The Chairman: Succinctly. 


Dr. Hood: I am known as an economizer in the use of 
words and I will not let you down. 


The Chairman: [I jest with you. 


Dr. Hood: The formation of expectations is indeed 
complicated and I would be rash, indeed, if I were to 
say that members of the public did not have expecta- 
tions as to what government policies would be. 

If their expectations—“if”—are that government policy 
is going to be such as to induce inflation, you will find 
it very hard to determine in the data available whether 
it was their expectation about prices themselves or their 
expectation about government actions that was produc- 
ing that? That in the Canadian case they figured the 


Dr. McQueen: How about government action to contain 
the inflation? Could it not be that they were anticipat- 
ing that? That in the Canadian case they figured the 
authorities generally move sooner or later to contain 
inflation? And that this has produced tight credit, and, 
therefore, what they are primarily anticipating might be 
tight credit? 


Dr. Hood: Might be. How is that for a short answer? 
23922—3 
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Dr. McQueen: With your very kind indulgence, Mr. 
Chairman, I should like to ask the witnesses how they 
go about assessing the impact of fiscal policy on the 
Canadian economy. I know there are no easy answers 
to this question, and I am sure they are in the process 
of working gradually towards answers. However, on page 
7 of Mr. Benson’s brief the concept of the full employ- 
ment budget—about which we have had some testimony 
in this committee—is accepted as an expository device 
for explaining things to the public but it is rejected as 
a prescriptive or forecasting device, you might say. There 
is a statement on page 7 which reads as follows: 

From the standpoint of assessing the way in which 
the effects of a given fiscal stance will unfold, we 
incline to the view that it is better to keep the re- 
ciprocal effects— 


Those are the feed-back effects of the economy on the 
Government’s fiscal position. 
—to keep the reciprocal effects in evidence in the 
analysis rather than to hide them in some standard- 
ized concept. 


I should like the witnesses to tell us a little more about 
just what that means and also how they themselves go 
about assessing what impact they have had on the eco- 
nomy. For example, some tax rates have been changed 
recently. How are you going to set about the job of 
determining how much that change in tax rates affected 
our economy? 


Dr. Hood: In the context of the passage quoted by 
Professor McQueen, the reciprocal effects on the Govern- 
ment’s position that were alluded to were the effects on 
our revenues and the effects on specific categories of 
expenditure. It is not very difficult to watch the tax 
moneys flow in and see whether you are having an effect 
or whether you are getting a feed-back effect in your 
revenues. It is also not very hard to watch your unem- 
ployment insurance payments and see whether you are 
getting a feed-back effect there. In respect of those spe- 
cific items there really is not any great difficulty. 


What I think is important to do is not to claim for 
fiscal policy what is the consequence of the economy’s 
reciprocal action on the Government’s own account. I 
think it is best to keep that clearly in view, both in 
planning of policy and in thinking it through as you go 
on day by day. 

In terms of the broader aspects of your question, 
tracing the impact of government policies on the economy 
itself, it is simply—“simply” is an unfortunate choice of 
words there, because it is not simple at all and I would 
not want to convey that impression; but what one does 
is to continue to watch the indicators—you used the 
number 100 this morning, and that is a good, round 
number—to continue to watch the indicators of economic 
performance and continue to reassess where the economy 
is. That is the essence of the process. 


Techniques are available or are being developed 
whereby one can try to study the matter more precisely 
in respect of a specific measure and its impact on 
specific indicators. Those techniques we are using or are 
using or are preparing to use to the best of our ability. 
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Mr. Reisman: Mr. Chairman, certain references were 
made earlier today. Senator Nichol kept looking for some 
indicators that have a particular worth and value in 
helping us make these judgments and learning about 
where the economy is and what needs to be done about 
it. Professor McQueen, in quoting that particular passage, 
also made reference to the full employment surplus, 
which is one particular tool or one particular device 
that has had a certain popularity in some places. I 
wonder if you will permit me, sir, to read into the record 
a very short quotation from an article written by Dr. 
Arthur M. Okun and Nancy H. Teeters on the subject 
of the full employment surplus. I believe Dr. Okun 
gave evidence before this committee. When he was 
chairman of the Council of Economic Advisers this par- 
ticular device reached a certain level of popularity and 
usage. 


The Chairman: Perhaps you could give us the title 
and page number of your quotation. 


Mr. Reisman: The article is entitled “The Full Em- 
ployment Surplus Revisited”. It was written by Arthur 
M. Okun and Nancy H. Teeters for the Brookings Insti- 
tution. 


Senator Croll: When was it written? 


Dr. Hood: It was written last year, Mr. Chairman, and 
was published in a publication called Brookings Papers, 
Volume I, No. 1. 


Mr. Reisman: Arthur M. Okun says this: 


—the full employment surplus has been a useful tool 
for the presentation and public discussion of some 
key issues in stabilization policy. It offers a simple, 
one-parameter description of the macroeconomic 
effects of fiscal policy for presidents, legislators, 
journalists, and concerned citizens... 


It is not, and was never meant to be, a precise 
measure of fiscal impact for use by the expert. In- 
deed, the expert has no dire need for a single, public- 
ly available summary number. The internal develop- 
ment of a budget program by government fiscal 
experts can and should be based on more sophis- 
ticated concepts and computations. The research 
economist specializing in fiscal policy is free to 
exercise his own options. He will not summarize 
fiscal policy if he chooses to develop a structural 
econometric model; instead, he will apply many fiscal 
variables and many income-expenditure relationships 
to spell out the impact of the budget on the econ- 
omy...he can and will concoct his own tools, his 
own measurements using whatever sophisticated 
refinements, weights, and transformations he con- 
siders useful. 


I think this does throw a little light on what this 
expert—and may I say he is a damn good one—feels 
about the use of single numbers or single indicators of 
this kind. 


Dr. McQueen: I myself have never been a believer in 
single magic numbers, except in playing roulette. But I 
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do think there is a most important need for objective 
criteria of whether policy is succeeding and to what 
extent it is succeeding. We recognize as realistic people 
that too many times there is a great political temptation 
to say that everything is coming up roses in the economy, 
and it is all the result of the beneficent Government fiscal 
policy. 

Dr. Hood said some very informative things on how 
this process of rational, realistic, hard-nosed assessment, 
of how much effect fiscal policy has on the economy, 
should be carried out. I want to ask him whether more 
information could not be made available to the public 
about the results of this kind of investigation, so that we 
too can know whether everything is coming up roses, 
or something else not quite so sweet smelling, and we 
can form some appreciation of how much of that effect 
has been due to Government policy and how much to 
other factors. 


Dr. Hood: The objectives of the Government are, I 
think, well known, and the performance of policy ought 
to be judged by the performance of the economy in rela- 
tion to those objectives. 

Now, whether more specific information can be made 
available— I have sugested a pretty strong test. That is 
the test that I would live by myself. That is public. 
Those indicators are available. 


Dr. McQueen: How much influence did the Department 
of Finance have on that, be it favourable or unfavour- 
able? 


Dr. Hood: How much influence did the Government 
policy have? 


Dr. McQueen: Yes, along with a lot of other factors 
which may have been at work. Is that not important 
to know? 


Dr. Hood: Of course it is important to know. It is 
important to know, and it is important not to mislead 
in any information that you provide to the public. My 
feeling is that the Government should make available 
whatever it has, in which it has a high measure of 
confidence. 


Mr. Reisman: The practice has developed recently for 
a Minister of Finance to make frequent reports to 
Parliament and to the nation, not only in formalized 
budgets—and even there, the Minister of Finance had 
one in March, one in December, and one in June, three 
budgets in 15 months, but also in a series of statements 
which, if not formal budgets, were almost tantamount 
to budgets in the course of 1970. He really said quite a 
great deal. I am sure that you have read them all assid- 
uously and digested what there is in them. There really 
is a great deal of stuff there. You are now asking for 
more, You’ might say. : 


The Chairman: Perhaps Dr. McQueen is asking for it 
on a more formalized basis. 


Mr. Reisman: Budgets are pretty formal. 
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The Chairman: I am taking the position of Dr. 
McQueen, although he is quite capable of taking his 
own position. It occurred to me that that was what he 
was seeking. 


Mr. Reisman; The question could have been put to us 
in terms of why do we not release publicly the projections 
that we do in the department. 


Dr. McQueen: Nobody expects you to release projec- 
tions inopportunely. 


Mr. Reisman: Perhaps under some different kind of 
system one might be able to do that, and perhaps we 
will reach the stage where one lets it all hang out. But 
if the Minister of Finance were to release his projections 
for the path of employment and unemployment in the 
next six months, they would hang him before many 
months were up. 


Dr. McQueen: Some of this concerns looking backward, 
not forward. Let us be frank and realistic about this. 
There is a lot that we do not know. We are in process of 
trial and error. We are supposed to learn from our mis- 
takes. I am suggesting that there has been a most useful 
increase in the output of information from the Depart- 
ment of Finance, and very fine grist for academic mills 
and all that sort of thing. However, in the public policy 
context, we want to know where we went wrong in the 
past, and we would like to see more numbers on it. This 
would help us to better the future. That is the important 
aspect. 


Mr. Reisman: We do a great deal of that kind of work. 
When measures are introduced and changes are made 
we try within our organization to research them out. 
What was their impact? What were the lags? Were they 
as effective as one thought they would be when they 
were introduced? We do a great deal of that. This is of 
the essence of the whole political process. It is not, I 
think, to be expected that a Minister of Finance should 
get up and say “Twelve months ago I did the following 
and the damn thing did not work.”, or “It did just the 
opposite to what I hoped it would de because some ex- 
pectations got in the way.” 

We have good people like you at the universities who 
are doing all kinds of things. There is a lot of informa- 
tion around for them to work with. We would hope that 
they and others would engage in this exercise. Indeed, 
what are we engaged in right here today? This is in a 
sense, perhaps a novel initiative that Senator Everett 
has organized and is carrying through, but it is an ex- 
citing kind of an approach to bring people in and ques- 
tion them in a pretty tough way. 

I think that is good. I think this will add to a good 
and informed debate and will permit you and others to 
make judgments about whether the people who are in 
a position of responsibility have done well, done badly, 
or ought to be kicked out. 


Dr. Gillies: I can agree with you that the Minister of 
Finance cannot do that. But would that not be an argu- 
ment for having some other agents in Government that 
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could do that, to make forecasts, to make them public, 
to react and analyse what was wrong? 


Mr. Reisman: If it is going to be a Government agency 
that does it, it would be subject to all the problems and 
worries of a Government agency. I am all in favour of 
and support very strongly the notion that there should 
be development of institutions at arm’s length from the 
Government, capable of doing this kind of work and 
constantly informing the public, the press and others 
about it. 


Indeed, a number of proposals were made. When Dr. 
John Deutsch was Chairman of the Economic Council, in 
the last report over which he presided a specific recom- 
mendation was made to this effect. There were a few 
initiatives taken on the outside to start up such an outfit. 
The trouble was, they wanted to finance it essentially 
with Government money. There is nothing wrong in the 
Government’s wanting to put money in this, but you do 
not want so much of the Government’s money put into 
it that it ceases to be an arm’s length operation. We 
know that the Canada Council supports some of these 
activities and the universities at York and Toronto are 
now engaging in this type of sophisticated work. We like 
this, want it to happen and will support it in every way 
we can. Indeed, I would be in favour of providing re- 
sources as long as it does not become a government 
institution, subject to all the constraints of such an 
institution. 


Senator Benidickson: Since I indicated the desire 
to ask questions some of them have been taken care of. 


The Chairman: I must apologize to you, senator. We 
had met before the division and I had a lengthy list. 
I should have informed you of that list. 


Senator Benidickson: I am not complaining, Mr. Chair- 
man. Some of the notes I made this morning after 
reading the brief we will not have time to take up this 
afternoon. However, some points have been cleared up 
through Senator Nichol’s supplementary questions. He 
came to the point of what were the factors and who 
was involved in a very important change in policy, not 
this day-to-day business, which we all know is the res- 
ponsibility of the Bank of Canada, but a major change 
in thinking, style or sense of feel which is often referred 
to as March 1970. As you indicated, monetary and fiscal 
policy are operated as twins and there is often an 
admission that there was a real turnaround, the date 
given being March 1970. Senator Nichol obtained a little 
more information as to who participated in a major 
decision of that kind. 

Then you cleared up another question by indicating 
that your appointment was in April 1970. I was interest- 
ed in the date of your appointment and its relationship 
to such events as the presentation of the White Paper, 
the March and December budgets of 1970, et cetera. We 
have the dates and we know that you were appointed 
after the March budget and after the presentation of 
the White Paper. 


You indicated that there was a great change in recent 
times in cabinet participation and decision making. In 
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fact, you used the word “budget” as an exanple of 
cabinet participation. Certainly it is only within recent 
times, if it is now happening, that cabinet hears very 
much of the contents of the budget. 


Mr. Reisman: I want to be very clear about that. 
The cabinet on the occasions of the budget since I have 
become Deputy Minister of Finance knew, considered 
and decided upon every single detail and measure 
contained in those budgets. 


Senator Croll: Eric Kierans stated in an article in 
Maclean’s magazine that he saw the budget for the first 
time the morning after it was delivered. 


Mr. Reisman: Mr. Kierans may have been on a holiday. 


Senator Croll: No; they do not take holidays at that 
time. 


Mr. Reisman: I do not know where he was, but what 
I am telling you is a fact and I am prepared to stand 
by that. 


Senator Benidickson: Five years ago it was the practice 
that no one heard about the budget except the Prime 
Minister, the Minister of Finance and the Governor of the 
Bank of Canada, until perhaps 24 hours before delivery. 


The Chairman: Of course, senator, I assume you accept 
the deputy minister’s statement. 


Senator Benidickson: Yes, and I have read what Kierans 
said. We have to balance their statements, Mr. Chairman. 
They are both friends of mine. 


Mr. Reisman: I would say that what is being said 
here with respect to the practice 10, 15 or 20 years 
ago is in accord with my recollection of the procedures 
and methods of that day. There have been major changes 
in the procedures, techniques and decision-making 
process in the last few years. As a result the Cabinet 
and Cabinet committees become very deeply involved 
in this process. 


If you will permit me just a further moment, quite 
apart from budgets and emergent problems, there is 
now established a regular procedure in connection with 
what I can term the expenditures budget, or the decisions 
of the Government as to how they will use their moneys 
over a particular fiscal period. 


There is a standard procedure in the hands of the 
Priorities and Planning Committee of the Cabinet, which 
is chaired by the Prime Minister. There is a role in that 
process for the agencies which have responsibilities for 
giving advice and providing information and data. I know 
that the Minister of Finance is called upon. To be precise, 
let us assume that we are now discussing the expendi- 
tures plan of the Government for the period from April 
1972 to March 31, 1973. The process for making decisions 
with respect to that expenditure plan commenced at the 
beginning of 1971 and a number of meetings were 
scheduled in that Priorities and Planning Committee. 


Senator Benidickson: Is this at the Cabinet level? 
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Mr. Reisman: I am now speaking of the Priorities and 
Planning Committee of the Cabinet, which is chaired by 
the Prime Minister and made up of a number of senior 
ministers. 


Senator Benidickson: A few years ago that process 
would have commenced in September. 


Mr. Reisman: It might have commenced that late then, 
but it now begins as early as January. 


One of the first papers required in the process is by 
the Minister of Finance on the general economic outlook, 
medium and long term. The paper he submitted on this 
occasion was entitled “Some Emerging Economic Issues,”’ 
in which he attempted to take an overview of the shape 
and direction of the economy, looking ahead a decade 
and more. 


The committee has a detailed discussion of the paper, 
with officials invited to attend and respond to questions. 
The second paper, which is presented during the follow- 
ing week or two, focuses in a little more. This is again 
by the Minister of Finance to the Priorities and Planning 
Committee of the Cabinet. In the paper he delivers a 
picture of the economy as it is today and seems to be 
developing over a two-year period, in considerable de- 
tail. The minister usually chooses to be accompanied by 
some of his officials, who respond to enquiries, questions 
and requests for further information. 


On the basis of that consideration the Minister of 
Finance recommends to his colleagues the fiscal settle- 
ment for the period in question. If we are talking about 
February, 1971, now, and about a period that begins 
April 1, 1972, then we are talking about a period that 
commences 14 months and runs through to 26 months 
from the time he offers that fiscal recommendation. This 
is forward planning, and forward planning of a kind that 
must inevitably become subject to adjustments and cor- 
rections as the process goes on, as time goes by, and as 
you learn more about the economy and its direction. 


Senator Benidickson: That is obvious, because it is 
referred to. 


Mr. Reisman: You have a definitive plan, what we call 
the fiscal framework, which is the technical term we use. 
It then becomes the basis on which the government de- 
cides how much money it has got to work with during 
that period. It then proceeds to decide how it wants to 
allocate that money between the whole range and variety 
of demands upon it, both budgetary and non-budgetary, 
which is important. 


Senator Benidickson: The lending part. 


Mr. Reisman: The lending part. I want to make this 
point. I was treated to an article in the Ottawa Journal 
written by Dr. Gillies. It was a good article, dealing 
with the question of the fiscal setting and whether it 
was right. There was one important gap in it, which I 
have mentioned to Dr. Gillies. It referred almost ex- 
clusively to the so-called administrative budget; it 
talked about the budget proper. It did not talk about the 
net cash requirements. In other words, it left out con- 
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sideration of all the lending activities of government— 
CMHC, Export Development Corporation, AECL, and a 
host of other activities by the government. To show you 
how significant this is the budget deficit, as projected in 
the minister’s June 18 budget, was $750 million on the 
budgetary side, but on the total net cash requirements it 
was $2,425 million. There is really quite a big difference 
there. If one thinks in terms of the total impact of the 
federal government activity on the economy, it is that 
net cash requirement which is a much more significant 
figure than the $750 million. 


Senator Benidickson: And that figure, of course, is sig- 
nificantly higher than it was predicted to be as recently 
as last December. 


Mr. Reisman: Very much higher. So was the budgetary 
side. To begin with, there were the chanves in the bud- 
get itself, but in this particular year again, because of 
the nature of our winter, there was a carryover from 
1970 into 1971 of a fair bit of money out. of CMHC and 
two or three other agencies; the money just did not pour 
out as fast in that long winter. That is what did that. 
It came off of 1970 and into 1971. I am sure Dr. Gillies 
would not want to ignore in his analysis the net cash 
requirement side as distinct from the administrative 
side. 


The Chairman: Do you want to answer that assertion, 
Dr. Gillies? 


Dr. Gillies: I was surprised to hear it was in the Ottawa 
Journal. I did not know they carried my column. 


Mr. Reisman: I always read your column. 
Senator Croll: I hope you learned something. 


Mr. Reisman: This is the way the process goes, and 
it is on that basis that the expenditure budget is estab- 
lished. On the basis of the expenditure budget and the 
priorities set by Cabinet, the Treasury Board takes over 
and does the specific allocation between different de- 
partments and different activities. 


Senator Benidickson: That setting of a base may be 
made much earlier in recent years than it was a few fears 
ago. However, as the deputy minister indicates, certainly 
there have to be adjustments, and this morning the min- 
ister, in answer to a question of mine, said that you would 
indicate to the committee what the six significant ad- 
justments in the last 15 months have been. What are 
they, and when were these adjustments taken? 


Mr. Reisman: We brought it in, senator. 
Senator Benidickson: That has been brought in? 
Mr. Reisman: Yes. 


Senator Benidickson: That will be an appendix to the 
record, then. 


The Chairman: I did not intend to print it as an ap- 
pendix to the record. I will, if it is the desire of honour- 
able senators. It is material that has been fairly widely 
circulated, but if it is your desire to print it, we will do so. 
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Senator Croll: It is excellent. 


Senator Benidickson: We have been talking about long- 
term planning and then we find we have six significant 
adjustments in 15 months. I think it would be useful, if 
anybody reads the report of this committee, to find out 
what those significant adjustments were. 


The Chairman: Is that your wish, honourable senators? 
Hon. Senators: Agreed. 


The Chairman: Then I order that it be printed as an 
appendix to today’s proceedings. 


(See appendix to today’s proceedings) 


Senator Benidickson: I have a number of other ques- 
tions, but when I look at the clock I realize there are 
some other people who want to ask questions. 


Senator Croll: I have one bread and butter question. 
Taking a look at this record of puffery, I notice on page 3 
certain items. Let me put it in context. In May and June 
of this year the great problem in this country was un- 
employment. The people were bothered by that more 
than they were by inflation. 


Mr. Reisman: I think that is true, sir. 


Senator Croll: I notice that you took the tax off mar- 
gerine at a cost of $7 million. Part of it went back to 
the consumer, five cents or six cents; no great shocks. 
There was the removal of 12 per cent sales tax on all 
anti-pollution equipment, at a cost of $8 million. There 
is no great deal there. That is $15 million. Then you dealt 
with the excise tax on radio, television and so on, which 
came to $40 million. Altogether we have $55 million. The 
first two items, of course, are consumer items. The next 
one is perhaps 50-50, but they are consumer and other 
items. 


Mr. Reisman: You left out some pretty big ones there, 
senator. 


Senator Croll: Wait till you get the question. I have got 
some more coming. If you were thinking of unemploy- 
ment, and of employment, as you should have been at 
that time because that was the hot question, and you 
were getting ready for June 18, what was the thinking 
that led you to believe the expenditure of this $55 
million was a better expenditure than dropping, say, the 
tax building materials, which would probably bring on 
building, which is, of course, the great employer of 
labour? Is that embarrassing? 


Mr. Reisman: I suggested earlier, Mr. Chairman, on 
your very kind intervention, that there would come a 
point in this questioning where I would take refuge in 
my position. I cannot tell you, senator, why the Govern- 
ment chose one measure rather than the other. What I 
can tell you is how it struck me. 


Senator Croll: Well, go ahead. 


Mr. Reisman: It was a Government decision and they 
chose to do these things. Housing is one of the strongest 
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features of the economy today. Starts are running at a 
very high level. They were not quite as high in May as 
they were in April, but they are still well over 200,000. 
They were running at a 254,000 annually adjusted rate in 
May. There is a lot going on on that side. I suppose the 
Government, looking at that, felt that they were getting 
good performance out of that sector. Let us look at one 
of the big excise tax measures in respect of home enter- 
tainment equipment. Here is a difficult area. 


Senator Laird: Foreign competition. 


Mr. Reisman: There was a foreign competition prob- 
lem, and a tax base problem too. As you know, the excise 
tax bears more heavily on the domestic producer than on 
imported goods because of the base that is used. Here 
was a way of stimulating consumer activity, which in 
turn could be reflected in factory activity in a rather im- 
portant industry. This, I suppose, is the logic that must 
have gone through the minds of ministers when they took 
this decision. I know you will not leave out the other 
important changes in the income tax that were made, 
which ran to many, many scores of millions of dollars of 
direct impetus to the economy. 


The other point, sir, is what you must realize, and I 
know you do, that the June budget, in respect to adjust- 
ment in the fiscal setting, is one of a series of steps that 
were taken in the period between March 1970 and June 
1971. The total, after all, is the figure I gave a moment 
ago, $2,425,000,000 of injection of net Government cash 
into the system, both through budgetary and non-budge- 
tary outlets. That is not small. 


Senator Croll: I am not a critic of what the Govern- 
ment did in the budget, and I have been very anxious 
to support it. Before they did it, I supported it. You 
came back and talked about the need in the electronics 
field, where you are dealing with skilled people. The 
great impact in this country came with the unskilled, 
in the building trades which are the greatest employers 
of unskilled people, in the main. I suppose you are 
quite right, and it was not your decision. Let me ask 
you another question. When it came to depreciation, the 
law had provided for depreciation—the charge of land 
depreciation against other income. That was changed. 
Surely, consideration must have been given to the fact 
that what these people will do is pass it on in rent? 
Was that not a matter that was considered at that time? 


Mr. Reisman: I think you are referring to a feature 
of the tax reform, whereby in respect of passive invest- 
ment in rental, real estate, that losses arising out of 
capital cost allowances cannot be charged against other 
income. I think the Government view, when they examin- 
ed that, was that it was a loophole in the law at the 
time, which permitted people with substantial income to 
avoid paying taxes for a very long period of time, 
through this technique. They took into account the 
variety of effects such a change would have; and on 
balance they decided that, in the interest of equitable 
sharing of the tax load, that particular way of avoiding 
taxes should be eliminated. 


Senator Croll: Did that involve a great deal of money, 
do you know? 


The Chairman: Senator Croll, I have permitted Mr. 
Reisman to answer the question. I think it is fine that 
he does. However, it really is a question that probably 
would be dealt with on the hearings on the tax reform 
bill. It is just a little bit out of the ambit of this hearing. 


Senator Croll: Yes, it was not in here. 


The Chairman: I do not want to get too involved, if 
possible, in a consideration of the tax reform bill at 
the present juncture. 


Senator Croll: I will pass, for the moment. 


Senator Nichol: Mr. Reisman, I want to ask you a 
question which is more general than some of the others 
we have been talking about. The argument has been 
made here that, in defence against the disasters of the 
1930s, we constructed a system which goes under the 
rather heavy name of the welfare state. We constructed 
a system to protect each other from the rigours of 
economics. The argument goes that because of this 
structure—which includes tariffs, strong trade unions, 
welfare programs, unemployment insurance and so on 
and so forth; all things which nobody would turn their 
back on—because of these things we have created rigidity 
in the structure which makes monetary policy less effec- 
tive as a control than it was in the days when markets 
were freer. 


That argument has been put here, and it is probably 
right. The other side of the coin, and the question I want 
to ask you, is this. Going for a moment to a sort of 
psychic world, or expectations, that we have talked 
about, it seems to me that I cannot draw the parallel 
in Canada. In the United States, the economy is becoming 
in some ways far more sensitive, to monetary policy 
than it ever was before. For instance, the stock market, 
the Dow Jones, used to look at earnings or profits or 
projections of markets and so on. It seems to me that 
nowadays the moment a bank in the hills of West Virginia 
changes its rate, the Dow reacts in a very violent way and 
this has a psychological impact throughout the whole 
economy. 


Taking those two separate effect of monetary policy, 
do you think the system is less sensitive now than it 
was, Say, in the years after we settled down from the 
war, say in the early 50s? Do you think we have to 
put more muscle on or less muscle on, to get the same 
result? 


Mr. Reisman: That is really a philosophical question. 
My answer on that, senator, would be that it looks as 
if the lags that are experienced, before the economy 
responds to changes in either the monetary or the fiscal 
setting, appear to be longer. It looks as if a little more 
muscle is required to bring about the kinds of results 
one is looking for. 


Whether we have gone through some secular set 
of changes, or whether what we are experiencing now 
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is more a reflection of this particular set of circum- 
stances, it is too early to say. 


My own feeling is that we are such a long way from 
the depression of the 1930s, and we are such a long 
way from a time when prices went down as well as 
up, that more and more people have come to a view 
about the likely direction of price changes in the future. 


Senator Benidickson: This is back to expectations, is it? 


Mr. Reisman: This is back to expectations. I think 
they have dug in. This inflationary game only be played 
if there are some winners and some losers. 


Senator Nichol: That is right. 


Mr. Reisman: That is the way that game is played. 
As soon as most of the people, not even all of the people 
but most of the people, get wise to the game, then it 
becomes a mug’s game, it is a game where there are 
not the winners that one needs to give that economy 
the stimulus that is so often associated with inflation. 
This is what I think is wrong with the concept of the 
Phillips Curve. It may have been reasonably correct in 
describing the situation that prevailed at one time, 
but I do not think it is terribly helpful or reflective of 
the kind of situation we are in today. 


This is what I think is wrong with those people whoa 
think we should learn to live with inflation. I do not 
think it does anything for you. It only does something for 
you when there are enough people around who are 
getting fooled by it, where somebody is winning and 
somebody is losing. But when enough people believe, 
as so many do today, that they are on a trend here, 
then the game does not work. 


Senator Benidickson: On that question of expectations, 
I think it does exist and so it must be accepted, to an 
extent, by government. Where we have social benefits 
such as old age pensions, why do we put in a limitation 
on escalation of the pensions, such as we had with the 2 
per cent practice under the former legislation, and now we 
have frozen the old age pension, at $80, subject of course 
to the supplement for those who present themselves for 
some financial examination as to need and so on? There 
is no recognition on the part of the Government, of 
this inevitable increase; this annual inflation. 


Mr. Reisman: The government does not accept it. What 
the government is trying to do and has been trying to do 
for as long as I can remember is to persuade people 
that inflation is not inevitable and that it does not need 
to go on. In fact they would like to change those expec- 
tations. 


Senator Benidickson: It has not proven to be a very 
good persuader. 


Mr. Reisman: No. When people are critical of the 
economic performance, this is one of the things they 
have in mind. I think it was the Economic Council in its 
last report when referring to the performance of the 
Canadian economy through the 1960s made it very clear 
with a statement to the effect that they thought the per- 
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formance of the economy by and large was very good in 
relative terms and in absolute terms, except that they 
thought that the performance was rather weak in respect 
to constant prices. This I think is the corner of it that 
they latch on to. Now I know the Economic Council report 
is a bit like the Bible in that you can find in it what 
you are looking for, and you can support almost any 
thesis. But there was a clear statement of this kind. The 
difficulty with this indexing, which I think is what you 
are talking about, where you want to tie everything to 
the cost of living and let it roll up, is that it would 
persuade everybody that the government has thrown in 
the towel on price and cost increases. This is not to say 
that the old and poor and the unemployed should suffer 
as a consequence. 


Senator Benidickson: But they did, because there has 
been a 2 per cent limitation for years. 


Mr. Reisman: It is a question of whether there should 
be periodic adjustments. If you index, then you have an 
automatic escalation and you are making the inflationary 
process more efficient in the sense that it just goes on 
very quickly and automatically. But there are problems 
of how to safeguard the position of the weaker members 
of society, and this has to be done. 


The Chairman: But in those elements of society, which, 
I suppose, is the bulk of society, who can protect them- 
selves that escalation goes on very quickly as it is. The 
only place where it seems to me that the escalation does 
not go on quickly is in that element that cannot protect 
itself. Even a buyer of long-term bonds tends, if the in- 
filationary expectations get very high, to find that he 
can buy at interest rates that are upwards of 9 or 94 per 
cent, as that interest rate tries to offset the expectation 
of inflation. I find it difficult to accept your argument. If, 
for example, four-fifths of society can and do protect 
themselves, what is it about the other one-fifth that 
cannot protect itself that suddenly makes this an accept- 
ance by the government of continuing inflation? 


Mr. Reisman: I think the point I was trying to make 
is that governments, and here I am simply describing 
what has taken place, do periodically make adjustments 
in the size of benefits and introduce some provisions for 
escalation to deal with precisely that problem. I suppose 
the most effective technique used so far to help offset 
some of these consequences has been in raising the level 
of the benefits. 


Senator Nichol: May I ask a supplementary on that, 
Mr. Chairman? I am sorry, I know you want to go but 
since we do not often get Mr. Reisman, I would be happy 
to sit here until midnight. 


Mr. Reisman: There are still a few points I hope we 
will get on to, sir. 


Senator Nichol: In the 1960s the debate raged between 
selective welfare programs and universal welfare pro- 
grams, and those people in favour of universal welfare 
programs put forward many arguments, including social 
arguments and psychological arguments. So what I want 
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to ask you is this; in your opinion, if we want to help 
the people in this country who really need help, the sick 
and the poor and the people who cannot work, can we 
really do this within the limits of our economy if we 
continue to have universal programs where, to some 
extent at least, payments are made to people who do not 
need them at the expense of people who do need them? 
Maybe you can answer that. 


Mr. Reisman: I think the White Paper that Mr. Munro 
introduced some time ago on social security does show 
a rather decided trend or a strong attitude in respect to 
that choice of which you speak, universality versus 
selectivity in terms of welfare programs; and I think 
that the decisions that have been made in the last little 
while and the decisions now in the making are all lead- 
ing in the direction of more selective welfare programs. 
Reference was made to old-age security and supple- 
mentary benefits associated with it. You will recall that 
the $80 was kept flat and there was no escalation on it 
but the supplementary payment for the very poor with 
no other income was increased by a very substantial 
figure and became subject to some escalation. 


Senator Benidickson: Full escalation. 


Mr. Reisman: Was it full escalation? It may have been 
made subject to that. I think that shows a very selective 
bias to the whole OAS-GIS system. I do not know if 
announcements are going to be made today or if they 
have already been made regarding family income se- 
curity plans in the family allowances area. They may 
have already been announced. There you will find a very 
strong shift in the direction towards selectivity. I favour 
it 

Senator Benidickson: I think it should be explained 
on this matter of selectivity and universality that condi- 
tions now are altogether different from when the uni- 
versal old-age pension was introduced. I was vice- 
chairman of the committee which recommended that we 
have a universal old-age security payment by the federal 
Government. But at that time that was based on advice 
from all the experts that that was the most efficient way 
of making payments. But nowadays we have computers 
and it is an altogether different situation. It is largely a 
matter of accounting. We were told it was more eco- 
nomic to pay it out to everybody and then collect it back 
in income tax from those who did not need it. But now 
that we have new machines that do the bookkeeping, 
there is a different argument against universality. 


Dr. Gillies: I have just one question to put to you, Mr. 
Reisman. Is it your feeling that the performance of the 
Canadian economy during the past year has been good? 


Mr. Reisman: During 1970-71? 
Dr. Gillies: In the past 12 months. 


Mr. Reisman: I would think that there are some very 
definite deficiencies in the performance of the economy 
during this period. Unemployment is much too high and 
it must come down. There are ways of getting it down 
and it is coming down. The growth in gross national 
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product is not high enough. It is improving and I think 
it will continue to improve and gather momentum, but 
the performance over the last 12 months was not ade- 
quate. 


Senator Gélinas: Not adequate or not good? 
Mr. Reisman: It was not good enough. 


The Chairman: Mr. Reisman, you stated there were 
some points you would have hoped would have been 
brought up. Were there any points you wanted to speak 
on? 


Mr. Reisman: There was one area, sir, that I thought 
I would like to see a little discussion on and that is on 
the business of organization of the Government’s activi- 
ties in this field. I think some of your earlier witnesses 
made reference to the technique of using a council of 
economic advisers as in the United States. I believe that 
Dr. Barber made a reference to it in his submissions. 


The Chairman: Dr. Deutsch, I think, did. 


Mr. Reisman: Dr. John Deutsch referred to two kinds 
of outfits. One, he thought there should be a research 
organization at arm’s length from the Government. 


The Chairman: You seem to be in agreement with him. 


Mr. Reisman: I think it is a useful thing to have. We 
have some of it now and there should be more. 


He also talked about some of the longer term problems 
referring to economic policy generally and not merely 
stability policy and he thought there ought to be some 
group somewhere not concerned with the day to day 
operations, but to provide advice to the Government. He 
was really not specific and not explicit on it and I will 
not comment on that. With respect to the point on a 
Council of Economic Advisers I think a few observations 
might be in order. 


I do not suppose, Mr. Chairman, that there has ever 
been a Senate committee, whether on economic policy, 
on science, on poverty or on media, that has not sooner 
or later given some advice as to how the Government 
should organize itself and should equip itself in respect 
to the fields which they are investigating. Certainly there 
has been some interest shown in this regard by this 
committee. 


With respect to this reference to the Council of Eco- 
nomic Advisors, an institution that I am familiar with, I 
have known a number of the incumbents who ran that 
council over the last 15 or 20 years, several of whom 
came and gave evidence before this committee. What 
kind of institution is it and what kind of sense would 
it make in our kind of setting? I feel myself that the 
Council of Economic Advsors is a product that was bred 
in the United States and is suitable for their particular 
environment and their particular system, but one which, 
at least in the form it takes down in the United States, 
would not be readily acceptable to the Canadian scene. 

To begin with, we have in Canada a system of re- 
sponsible government composed of responsible ministers. 
These are elected representatives and they are the people 
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who make up the Government; they are the people who 
make the decisions and that is what they are elected for. 
The United States has quite a different system. They do 
not have a cabinet like our cabinet. What they have is 
a President and he chooses some secretaries and they 
call it a cabinet, and because they call it a cabinet it is 
sometimes confused with our kind of cabinet. The Chair- 
man of the Council of Economic Advisors is actually, for 
all intents and purposes, a secretary. He attends the 
meetings of the cabinet or cabinet committees, but if 
you went to the Canadian scene and looked for the 
counterpart of that sort of position you only find it in a 
minister. Our cabinet is made up of ministers. 


The Chairman: Except that there is no comparable 
minister. 


Mr. Reisman: I just want to follow that up. 


The Chairman: Before you follow it up, let us follow 
it up in the context that they have a secretary of the 
Treasury, a budget director, and a secretary of commerce. 


Mr. Reisman: That is the point that I wanted to get 
to. If we wanted to use that kind of device in this 
country, then, basically what you would have is another 
minister who would be charged with the responsibility of 
advising the cabinet in respect to stability policy. At the 
present time in Canada that responsibility, together with 
many other responsibilities, is given to the Minister 
of Finance. There is no magic in that. That is the practice 
in this country. It is the practice in most the British 
countries. I think in Britain for a short while they set up 
a separate department on economic affairs under a 
separate minister and after a short while they abandoned 
it. There is no magic in allocating responsibility in a 
particular way. I think the point I was trying to make is 
that the Canadian counterpart of something like the 
Council of Economic Advisors would, I think, have to 
take the form of a department or an agency responsible 
to a minister and that minister then becomes the minister 
charged with advising the cabinet in that particular area. 


The Chairman: That minister could be the Prime 
Minister. Dr. Deutsch referred to a committee which he 
could not name, but I am sure that you, in your ex- 
perience, may have heard of it. It was used in the war- 
time period and its purpose was to oversee economic 
actions and to tie together the economic actions of the 
cabinet. 


Mr. Heisman: I think that both the minister and 
I made reference to the Cabinet Committee on Economic 
Policy and to the Priorities and Planning Committee 
of the Cabinet. Both of those committees concerned 
themselves very actively and very extensively in co- 
ordinating and tying together the work of the Govern- 
ment with respect to economic problems including the 
problem of stability. 


The Chairman: That is true, although Dr. Deutsch 
was very strong in his recommendation that these gentle- 
men not have line responsibilities and, or course, every 
member of those two committees that you referred to 
are men who have line responsibilities. 
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Mr. Reisman: Well, what sort of men is he talking 
about? Is he talking about ministers or officials? 


The Chairman: I got the impression he was not talking 
about ministers. 


Senator Benidickson: May I quote from your release, 
Mr. Chairman? I was not present at that particular 
meeting of this committee, but you did put out a release 
in summary of what Dr. Deutsch said. He said: 


It is impossible to expect cabinet ministers with 
the responsibility of operating departments to assess 
effectively economic policy as a whole, and yet there 
is no way in which proper economic policy can be 
made unless there is some independent assessment 
of the various proposals. 


That is the end of the press release that you provided, 
Mr. Chairman. 


Mr. Reisman: I find it hard to understand what that 
quotation means, but if your interpretation is correct, 
Mr. Chairman, would he be thinking of having wise men 
who have not been elected but who sit in the cabinet and 
offer advice in competition with members of the cabinet 
on matters for which the cabinet has responsibility? 
If so, I think it is one of the most foolish ideas I have 
heard. 


Senator Nichol: I do not think that is what he meant, 
if I may interrupt, Mr. Chairman? 


The Chairman: I cannot say from the item that Senator 
Benidickson read because I did not write it, but I will 
let Senator Nichol explain what was meant by Dr. 
Deutsch. 


Senator Nichol: I think “wise men” is perhaps a 
slightly derogatory phrase for what he meant. I think 
what he meant was a group of men who would serve as 
advisers to the cabinet, not as members of the cabinet. 
In the same sense, the Prime Minister has staff within 
the Privy Council office and within his office who have 
responsibilities for various areas of policy. These men 
would serve merely to provide opinion to the cabinet or 
to the Council on Economic Policy, or whatever it is 
called, of the cabinet, and that there would be a con- 
stant changeover of new people coming in and people 
going out—I do not mean weekly, but every few years. 
This body would serve with no mechanical capacity and 
certainly no power in the mechanical sense that the 
Minister of Finance or yourself has power, or the Bank 
of Canada Governor has power, but merely in an ad- 
visory capacity and as the producer of alternative poli- 
cies and extra input into the system at the top level. I 
think that is what he meant. 


The Chairman: I think that sounds very good, and is 
an accurate report of what he said. 


Mr. Reisman: It is entirely possible within our kind 
of system of responsible government for the Prime 
Minister to have in his office the kind of organization 
that the Minister of Finance has in his department to 
do economic analysis and to give advice. But in essence I 
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think what we would have there is perhaps what we had 
when Mr. R. B. Bennett was Prime Minister. He was 
his own finance minister and he chose to operate that 
way. 


Senator Nichol: Mr. W. A. C. Bennett does it too. 


Mr. Reisman: There is nothing against that particular 
form of government organization except that if the 
Prime Minister, in addition to all his other responsibili- 
ties, takes on the responsibility of being his own finance 
minister he might find that a little wearing. 


Senator Nichol: He might end up having arguments 
with himself. 


Mr. Reisman: But this is a perfectly rational and 
possible way of doing it. I suspect, however, that after 
a while he would want somebody to take on those 
responsibilities and he would end up having somebody 
like a minister of finance doing it for him. 


One point I should like to make in this connection is 
that the notion of bringing over, holus-bolus, some kind 
of an apparatus that was designed and developed to meet 
a particular need in the United States system is im- 
practical. To say, “Why don’t we have one like that?” 
would be completely superficial. The U.S. apparatus 
would be full of all kinds of limitations and weaknesses 
for us. 


One think I want to make clear is that there is nothing 
magical or God-given or set in concrete about having 
the responsibilities for advising the Government on 
economic policy placed in the hands of the Minister of 
Finance. There is nothing magical about that. It is quite 
possible for a particular government to have two minis- 
ters with competing organizations. There is nothing to 
prevent a government from saying it wants to create a 
new organization that will deal with economic analysis 
and stability policy, but I think that, if that were looked 
at, there are some difficulties of co-ordination that might 
arise. If you have taxation policy, debt management 
policy and monetary policy in one hand and you have a 
stability policy somewhere else, how do you measure 
them? How do you co-ordinate them? So you have this 
further problem. 


This morning the minister expressed himself, I think, 
on the point that if the Government has a Minister of 
Finance and that Minister of Finance has a staff who 
together are not giving the Government the quality of 
advice or level of advice that will get results or that will 
get the right answers, then they ought to get rid of them 
and get some people in there who perform better. I think 
that is the way to improve an unsatisfactory situation; it 
is not by setting up a competing organization and then 
running the risk of falling between stools or getting a 
great deal of conflict between them. 


Mr. Chairman, I have made no comment nor have any 
questions been put to me with respect to the problem of 
longer-term analysis and longer-term overview. If there 
are any questions, I would be prepared to comment on 
that point as well. 


The Chairman: I suppose the question there is one that 
we put to the Minister of Finance today. It is that, as 
succinctly as I can put it now, politics being what they 
are, a government is concerned essentially with medium- 
term or short-term considerations. The very long-term 
objectives of society do not concern governments quite 
as much as perhaps they should. Therefore the Govern- 
ment often does not have a framework in which it can 
operate. It seems to me that perhaps there is an area in 
which an organization like the Economic Council could 
play a more decisive role. 


Mr. Reisman: I was involved in the work at the time 
the Economic Council was established and the legislation 
was drawn. It was my understanding at the time that 
legislation was drawn up that that was why they set up 
an Economic Council of Canada. I think there was the 
view that in the departments of Government and other 
agencies of Government, the day-to-day problems, crises, 
and emergent problems consumed all the time there was, 
and not enough attention was paid to the medium and 
longer term problems on the economic side. They set up 
the Economic Council to try to fill that gap. 

The Council exists. It had quite an impact for a num- 
ber of years. It was on the advice of the Economic Coun- 
cil of Canada that the Department of Manpower was 
established in this country. There were other areas in 
which they had quite an impact on Government policy. 


I can tell you that in a variety of departments of Gov- 
ernment they do try to engage in longer term thinking. 
I was a deputy with the Department of Industry for 
awhile. It is now the Department of Industry, Trade and 
Commerce. They have been working away at developing 
a long-term industrial strategy. 

Each of the departments of Government has some per- 
sonnel who are charged with the task of looking further 
ahead, trying to anticipate some of the longer term prob- 
lems. This is true in my department. My predecessor 
said he found that his efforts in this regard were always 
frustrated by the emergence of a whole series of prob- 
lems from day to day. I also find that is happening, but 
we are making a real effort to have people who do look 
long. 

More important than what happens in individual 
departments is, I think, the apparatus of the Government 
decision-making process. The introduction into the 
Cabinet system of the Planning Committee of Cabinet 
over which the Prime Minister presides, is the body at 
the decision-making level which tries to pull in a good 
deal of the longer term thinking and analysis, and tries 
to mesh that into some kind of coherent total policy. 


I realize that ail of this is so new. So much of this has 
evolved in the last few years and not much of it is 
known. When more gets to be known about how much 
that process works, I think you will find that the people 
who have drawn their experience about how the Govern- 
ment works from World War II, and the years imme- 
diately after World War II, are really out of date. I had 
occasion to make that comment to Senator Benidickson. 
I would say that also about John Deutsch’s evidence. 
I think that he has been away from the scene too long 
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and does not really know what is going on in Govern- 
ment. His observations, from my reading of them, do not 
reflect a proper appreciation of how the process works. 


The Chairman: We shall have to give Dr. Deutsch equal 
time. 


Senator Nichol: What do you think of the focal length 
of the Economic Council? Are they focusing too short, 
too far out or at the right place? What do you think the 
Economie Council could do to be more helpful? 


Mr. Reisman: There are direct questions and I will give 
a direct answer. In my opinion the Economic Council 
needs some revitalizing. They have existed for seven or 
eight years and are beginning to repeat themselves. We 
are not quite obtaining out of it what we expected. We 
need such an institution; it is important. However, it is 
time to have a look at it. It is not a bad idea to do that 
every now and then and see if these organizations are 
doing what they were intended to do. 


Senator Nichol: What is wrong with the information 
they deliver? That is why I asked the question with 
respect to focal length. I do not mean inaccuracy, but 
the type of information. Are they shooting too close or 
too far ahead? 


Mr. Reisman: I do not know how many books can be 
written on one theme. They placed a great deal of em- 
phasis on this thing known as economic potential. Eco- 
nomic potential is basically made up, as they read it, of 
a couple of factors, the growth in the labour force and 
the improvement in productivity, which combined gives 
the potential. They have written quite a few books on 
that pair of data. I think they have exhausted the subject 
and should go on to other fields. 


That is a rather harsh comment; however, I would like 
to see them look medium and long. 


Senator Nichol: You think they are shooting too close 
then? 


Mr. Reisman: They were not established for that pur- 
pose. They will tell you that they have to look close 
because they cannot forecast longer term performance, 
which is always made up of a lot of short terms. When 
they are pressed they will say they are not equipped 
to do short term and were not established for that pur- 
pose? : 


Senator Nichol: And you do not think they should do it? 


Mr. Reisman: I commented earlier on the suggestion 
that there ought to be, at arm’s length from the Govern- 
ment, an operation to produce good, strong, competent 
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economic analyses and forecasting. I continue to hold 
that view. 


Indeed, there are a number now and there should be 
more. Presumably they will improve as they mature 
and become seasoned. However, the Economic Council. is 
not set up that way. It has a sort of representative body 
guiding it who are drawn from different sectors. That is 
not the type of organization one usually establishes to 
provide research, analysis and forecasting. 


Senator Nichol: Do you think they are the people who 
do the work in the Economic Council? I do not believe 
they are. 


Mr. Reisman: I am sure they must determine the gen- 
eral content of the reports the Council issues. In any 
case, my feeling with regard to the reports they issue 
reflects that kind of a body rather than one established 
to carry out professional research. 


Senator Nichol: So maybe it should be changed in 
some way? 


Mr. Reisman: When I used the term that perhaps it 
ought to be looked at and revitalized I was not exclud- 
ing that, but that is one man’s opinion. 


Senator Nichol: A very important man’s opinion in 
this business we are discussing. 


The Chairman: Do you care to comment as to how you 
think they should be changed? 


Mr. Reisman: I would not want to do that off the top 
of my head. I am going to wait until somebody invites 
me to do a little more solid work on it before I would 
offer an opinion. 


Senator Nichol: Senator Everett might call this com- 
mittee together again next year, and then perhaps we 
can ask. 


The Chairman: When I talked to Mr. Reisman about 
appearing before the committee he asked me why he 
would not appear as a deputy minister to his own min- 
ister; why he would be asked to appear as a separate 
witness on his own. I said I thought he was not the 
average type of deputy minister, that he was indeed in 
a class by himself. I think, honourable senators, he has 
proven today that he is in a class by himself. 

It has been a great pleasure, sir, to hear you. Thank 
you. 


Hon. Senators: Hear, hear. 
Mr. Reisman: You are very kind, sir. 


The committee adjourned. 
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FEDERAL MEASURES TO STIMULATE ECONOMY 
TAKEN SINCE MARCH 1970 


Measures 


March 1970 


June 1970 


Aug. 1970 


Oct. 1970 


Dec. 1970 


Budget provides shift to more 
expansionary fiscal position to 
finance increased Federal out- 
lays such as: 


L.I.F.T. program to encourage 
grain farmers to diversify 
crops 


Loans to C.M.H.C. with 
emphasis on low-cost housing 
and financing of municipal 
sewage plans 


Extra mortgage funds for farm 
credit 


Extra loans for Department of 
Regional Economic Expansion 


Accelerated transfer of tax 
revenue to provinces, accel- 
erated cash payments for 
technical and vocational 
schools and higher equali- 
zation payments 


Summer employment program 
for students and extra money 
for provincially-run social 
assistance programs 


Extra money to finance con- 
struction of 15,000 housing 
units: $100 Million in calendar 
1970, $140 Million in calendar 
1971 


New capital and operations 
program, plus increased man- 
power training allocations, to 
help alleviate unemployment 
in areas where most severe 


Budget announces new pro- 
grams to assist individuals, 
regions and industries ad- 
versely affected by slow 
growth and provide further 
general stimulus to the eco- 
nomy in current and next fiscal 
year 


Budget announced: 


10 per cent increase in unem- 
ployment insurance benefits 
pending start of new scheme 
on July 1, 1971 


Program of capital improve- 
ment projects in areas of 
highest unemployment 


Amount Timing 


Swing in Government 
requirements for 70- 
71 from previous fiscal 
year of more than 
$700 million excluding 
foreign exchange 
needs. 


$100 Million 


$150 Million 


$ 25 Million 


$ 50 Million 


$350 Million 
June 18, 1971 


$ 73 Million 


$240 Million 


$ 60 Million 


Further fiscal ex- 
pansion increases 
swing in Federal 
cash requirements 
for 1970-71 from 
1969-70 to about $1.7 
Billion excluding 
exchange. Finance 
Minister estimates 
total Federal cash 
requirements for 
1971-72 of about $1.9 
Billion, also excluding 
exchange needs 


$ 54 Million 


$ 23 Million 


Measures 


Program to develop roads and 
services for Montreal Inter- 
national Airport 


Additional funds for C.M.H.C., 
on top of earlier provision for 
15,000 units 


Loan fund for quick, job- 
creating capital projects 


Industrial incentives program 
for Eastern Ontario and 
Southwestern Quebec 


Direct loans and loan insur- 
ance to footwear industry 


Substantial assistance to 
shipbuilding industry 


Capital cost allowance sup- 
plement to encourage early 
expansion of capital invest- 
ment in manufacturing and 
processing industry 


Budget proposes a number of 
tax and tariff changes to 
reinforce expansion of the 
economy 


June 29, 1971 


Amount 


$ 20 Million 


$ 40 Million 


$160 Million 


No estimate 
possible at this 
time 


$ 1 Million 


$ 5 Million 


$ 25 Million 


Budget provides for 
deficit of $750 million 
and net cash require- 
rement of $2,430 


million 


*Removal of the 3-per cent surtax 
on personal and corporate income 
taxes effective July 1, 1971, at 
a cost of $130 million for the 
balance of the calendar year. 


*Changes effective July 1 in 
lowest tax brackets to exempt 
taxpayers with less than $500 of 
taxable income. 


*Hxemption of Guaranteed In- 
come Supplement from taxation 
retroactive to January 1, 1971. 


*Low-bracket changes and GIS 
exemption end income taxes for 
more than 750,000 effective 
July 1. 


*Removal of 12-per cent sales 
tax on margarine, effective 
immediately, at a cost of $7 
million in a full year. 


*Removal of 12-per cent sales tax 
on all anti-pollution equipment 
used in production, effective 
immediately, at a cost of around 
$8 million in a full year. 


*Abolition immediately of 15-per 

cent excise tax on television, 
radio and hi-fi sets, their com- 
ponents and other electronic 
equipment, at a full-year cost 
of about $40 million. 


June 29, 1971 
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Timing 


Measures 


*Duty on petroleum feedstocks of 

= cent per gallon under British 
Preferential Tariff and 1 cent 
per gallon under Most-Favoured- 
Nation Tariff reduced to 4 cent 
per gallon to aid Canadian 
petrochemical industry. 


*Increase in tariff on polyethy- 
lene resins from 7} to 10 per cent, 
with corresponding increases for 
further processed forms of these 
resins, to assist Canadian plastics 
industry. 
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Amount 


Timing 


Measures 


*Duty-free entry of production 
machinery not available in 
Canada and considered to be in 
the public interest extended to 
cover sawmill and logging ma- 
chinery for the benefit of the 
Canadian forest industry. 


*Suspension for two-year period of 

3 cent per gallon duty on heavy 
fuel oils to help offset recent 
substantial price increases 
incurred by pulp and_ paper 
producers and power utilities, 
the saving for the pulp and paper 
industry alone amounting to over 
$3.5 million, 


Published under authority of the Senate 
LL LS 
Available from Information Canada, Ottawa, Canada by the Queen’s Printer for Canada 


wg, TD 


no 


se 2, 
ipo Ten! 
re Milliva Gee 

oe Wig A. « 
a __ terns: pith ta" gihsad i wheat b 
varie Sa ie ye eine? ww atid 
%) Riker 


$25 Mion 


a 60 Millon 


Lae o| oe aLap ante ay: | 
oot er ts ; 
Os te pee _ ie 
co Die th ae? md) 
ad sm Ses : 
‘ > ae : a> 
i 7" e7h 
Par tee Oa) 
iw ura. 


poe Maa 


> a In te 
Sh ‘ 
eu \etr ‘ter i ¢ 
7nd & a 


* Wowie - ” 6 Seer os 
a> iol OP bob ga 
i hy 6 ae pad- ine = 
rw bp ew 
Vite Pertins los 
‘| =erteg ‘wie y 
v oil pargd § * Tihs 
ol _ : e 
a PRiate® ©@ 
ivpre! Pr? v 
so -4pwee > | 


4) 
Dahan, « Ane 
othiay, « 
sd aiigeed a ev teers 
1) par TW!) A 4c 
por mn) aie | tm vi? 
anlis elt, of seq eohersea 
aya 6 67 Millice 
Ff h = a * qv 
il. pe wee le pares 1 
thi tebe? ome .) @ as; ie. Slip 


hire’ nd. Mey deer, , 
seapoa ty) Crash et Pelagic 


S ed) @etietagne bd 
‘int ailiteg hOuelry 


isepital pop) allowsae wi 
plenienk te one bile pe Peri? 
eopinece Of GABTiAL Se wpats © * 
thqut & laa -fanag aad 
Dries iat ey 


Di Lie (Origa ee & €ariher uf 
vive) lage? ane te 
fy 1m Stpceee nw bh 


As GIT ¢ 


*iuruzyah al Te Qgee heme ayy la ; 
tate pied Bel OO irparsic, ‘Large 
inter oma Jule 3) Phy ot 
» ah ff $16 nulica be ihe ; 
tuba dé ile elonder yoer 


jiy t 

art bal *Werleie Ve eomangt 
azpayore Will bee Qius B79? of 
ain tite hep ery, 


“angie Of delibve 


" Yh fp, | Cirarnateed junk 
eon Cenpuinevget from taxatits 
Tepes oe lo Bepraer# i, 1973, 


*) Ale in weedeat olangey ayut aw 
emiuption ed meodie tage lop 


jaere thee TS00060 effective 
aly i 

Nemowat of li-per cay aries 
ey mt  JNOPpMrive, wttve 
wauddisife, #4 s ele of" 


ja Tew law tytl peur 


Tinea of (hoor ear olen tad 
om alb eatlindbation i ee 
wo in produntion, efferive 
hramedictale, st a dort) of aroupal 
& nulls in a tel year 


“Ahobtiea Lom fete) ataly vid ‘he 

(a Wa -tae i bolevgeyes - 
adia tnd Die eita, Ubeer tone 
pooperis awd other elpcdyretia 


oryaipiient, a & ‘olkpear cme 
dahon B40 dition 


ic “ 


23924—1 


THIRD SESSION—TWENTY-EIGHTH PARLIAMENT 
1970-71 


THE SENATE OF CANADA 


PROCEEDINGS 
OF THE 
STANDING SENATE COMMITTEE ON 


NATIONAL FINANCE 


The Honourable DOUGLAS D. EVERETT, Chairman 


No. 23 


THURSDAY, DECEMBER 2, 1971 


/ 9 191% y, 
/ if 4 Oo were f 
J : 


Complete Eosenuer) on n the i Sunpbtary Estimates (A) 


REPORT OF THE COMMITTEE 


(Witnesses:—See Minutes of Proceedings) 


APPENDIX “A” 


STANDING SENATE COMMITTEE 
ON NATIONAL FINANCE 


The Honourable Douglas D. Everett, Chairman 


The Honourable Senators: 


Aird Isnor 
Beaubien Laird 
Benidickson Langlois 
Bourget Manning 
Bourque *Martin 
Buckwold McDonald 
Croll McLean 
Desruisseaux Méthot 
Everett Molson 
*Flynn Nichol 

Fournier O’ Leary 

(Madawaska- Paterson 

Restigouche) Phillips 
Gélinas Sparrow 
Grosart Walker—27. 
Hays 


(Quorum 7) 


*Ex officio Member 


Order of Reference 


Extract from the Minutes of Proceedings of the Senate 
of Wednesday, November 24, 1971: 


“With leave of the Senate, 


The Honourable Senator Langlois moved, seconded 
by the Honourable Senator Martin, P.C.:: 


That the Standing Senate Committee on National 
Finance be authorized to examine and report upon the 
expenditures set out in the Supplementary Estimates 
(A) laid before Parliament for the fiscal year ending 
the 31st March, 1972. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 
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Minutes of Proceedings 


Thursday, December 2, 1971. 
(23) 


Pursuant to adjournment and notice the Standing 
Senate Committee on National Finance met this day at 
10.00 a.m. to consider the Supplementary Estimates (A) for 
the fiscal year ending March 31, 1972. 


Present: The Honourable Senators Everett (Chairman), 
Beaubien, Buckwold, Croll, Flynn, Gélinas, Grosart, Hays, 
Langlois, Molson, Phillips and Sparrow. (12) 


In attendance: Mr. A.B. German, Administrator, and Mr. 
E.J. Brower, of the Parliamentary Library, Division of 
Economics. 


Witnesses from the Treasury Board: 


Mr. M. G. Osbaldeston, Deputy Secretary (Program 
Branch). 


Mr. B. A. MacDonald, Director General, Budget 
Co-ordination. 


On Motion of the Honourable Senator Beaubien, it was 
Agreed to print as Appendix ‘‘A” to these proceedings a 
letter addressed to the Chairman of this Committee, dated 
July 16, 1971, from Mr. B. A. MacDonald, together with 
documents attached thereto, relating to two questions 
unanswered when the Main Estimates, 1971-72, were 
examined on June 29, 1971. 


The officials of Treasury Board undertook to supply to 
the Chairman of the Committee the interest rates and 
terms of the loans under the Automotive Adjustments 
Assistance Program and several other unanswered ques- 
tions relating to the said Supplementary Estimates (A). 


It was unanimously Agreed that the drafting of the 
Report be left in the hands of the Chairman and presented 
at the earliest possible opportunity. 


At 12.20 p.m. the Committee adjourned to the call of the 
Chairman. 


ATTEST: 
Gérard Lemire, 


Clerk of the Committee. 
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Report of the Committee 
Thursday, December 2, 1971. 


The Standing Senate Committee on National Finance, 
to which were referred the Supplementary Estimates (A) 
for the fiscal year ending March 31, 1972, has in obedi- 
ence to the order of reference of November 24, 1971, 
examined the said Supplementary Estimates and reports 
as follows: 


1. The Committee has examined the said Supplemen- 
tary Estimates (A) and has heard evidence thereon from 
Mr. G. Osbaldeston, Deputy Secretary, Programs Branch, 
Treasury Board, and Mr. B. A. MacDonald, Director Gen- 
eral, Budget Coordination, Treasury Board. 


2. The said Supplementary Estimates (A) provide for 
total expenditures for which Parliament will be asked 
to provide funds in the amount of $361,925,284; budget- 
ary estimates of a statutory nature of $198,111,500 and 
loans, investments and advances in the amount of $311,- 
985,001. This brings the total of the Main and Supple- 
mentary Estimates for the current fiscal year to $16,- 
212,940,921. The Main Estimates called for an expendi- 
ture of $15,340,919,136. Supplementary Estimates (A) 
increase this by $872,021,785. 


8. Included in the said Supplementary Estimates (A) 
are eighteen $1 items, an explanation of which was pro- 
vided by the officials of the Treasury Board and is at- 
tached to this report. 


4. The budgetary expenditures to be voted upon 
amount to $361,925,284 and include the following major 
items: 


$21 million to implement the first two steps to achieve 

pay parity in the Armed Forces; 

$10 million to cover losses in coal mining incurred 

by the Cape Breton Coal Mining Corporation; 

$22 million for relief of Pakistani refugees; 

$25 million to cover the opportunities for youth 

program of last summer; 

$7 million for other items related to the employment 

of students last summer; 

$100 million for the local initiatives program of the 

Department of Manpower and Immigration; 

$20 million for the on-the-job training program of 

the Department of Manpower and Immigration; 

$15 million for additions to the regular manpower 

training program; and 

$80 million for federal labour intensive projects. 
$198,111,500 is provided for budgetary expenditures of 

a statutory nature, of which the main items are: 


$80 million for the statutory provision for grants 
under the Employment Support Act; and 


$62 million for costs relating to the Medical Care 
Act and the Hospital Insurance and Diagnostic Serv- 
ices Act. 


Loans, investments and advances total $311,985,001 of 
which the main items are: 


$95 million in loans to Atomic Energy of Canada 
Limited to finance the rehabilitation of the Glace 
Bay Heavy Water Plant; 

$32 million in loans under the automotive adjustment 
assistance program in connection with the Agree- 
ment on Automotive Products (Auto Trade Pact). 


It is noted that approximately 60% of all the budget- 
ary items, statutory and non-statutory, concern unem- 
ployment measures. 


5. The Committee requested the Treasury Board to 
provide it with the terms, conditions and present status 
of loans under the adjustment assistance program in 
connection with the Agreement On Automotive Products 
(Auto Trade Pact). 


6. The Committee complimented the Treasury Board on 
the excellent publication entitled “How Your Tax Dollar 
is Spent” and suggested that it would be improved by 
including more information on the subject of loans, in- 
vestments and advances. 


7. The Committee requested information concerning 
the present status of the $80 million provision for the 
statutory provision for grants under the Employment 
Support Act. More specifically, it requested information 
on the total amount of present commitments, the present 
outlook for commitments up to the end of 1972, a list of 
commitments by industry and by province and the total 
employment affected by such commitments. 


8. The Committee requested the Treasury Board to 
examine its method of preparing Estimates to see whether 
more information can be provided on the terms, condi- 
tions and status of all loans, investments and advances in 
Main and Supplementary Estimates. Officials of the 
Treasury Board undertook to examine this matter and to 
report back on the feasibility of providing such informa- 
tion. 


9. The Committee requested the Treasury Board to 
provide along with the Main Estimates and the Supple- 
mentary Estimates the total spending program of the 
Federal Government, including all loans, investments 
and advances of a previously approved nature, compar- 
ing them from year to year in dollar amounts and in 
terms of a percentage of the Gross National Product. 
Officials of the Treasury Board undertook to examine 
this matter and to report on the feasibility of providing 
such information. 


Respectfully submitted. 
D. D. EVERETT 
Chairman 
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National Finance 


December 2, 1971 


APPENDIX TO THE REPORT OF THE COMMITTEE 


EXPLANATION OF ONE DOLLAR ITEMS SUPPLEMENTARY 
ESTIMATES (A), 1971-72 


Summary 


The one dollar items included in these Estimates have 
been grouped in the attached according to purpose. 


A One dollar items authorizing transfers from one 
vote to another within a Ministry to meet certain 
increased costs, additional expenditures to be in- 
curred or to reallocate certain funds (3 items). 

B One dollar items which require listing in the Es- 
timates in order to secure approval of certain 
grants and contributions (10 items—includes item 
10a for Industry, Trade and Commerce and item 
15a for National Health and Welfare which also 
appear in Section A). 

C One dollar items which are legislative in nature 
(7 items including two to authorize deletion of 
debts due the Crown). 


SECTION A 


ONE DOLLAR ITEMS AUTHORIZING TRANSFERS FROM 
ONE VOTE TO ANOTHER WITHIN A MINISTRY TO MEET 
CERTAIN INCREASED COSTS, ADDITIONAL EXPENDI- 
TURES TO BE INCURRED OR TO REALLOCATE CERTAIN 
FUNDS (3 ITEMS). 


Industry, Trade and Commerce 


Vote 10a (also listed in Section B)—Amount of trans- 
fer to this vote $2,299,999. 
Purpose—This additional amount will be used to pro- 
vide for the payment of: 
(a) contributions to develop and sustain 
an increment in exports of Canadian 
goods and services $ 250,000 
(ob) a further contribution to assist Cana- 
dian manufacturing industry in financ- 
ing the cost of industrial design projects $ 250,000 
(c) additional contributions to assist in 
the advancement of technological capabil- 
ity of Canadian manufacturing industry 
by supporting selected civil (non-defence) 


development projects $1,800,000 


Source of Funds—Vote 35 ($2,299,999)—Funds are 
available due to forecast requirements being less for 
the operation of program during 1971-72 than was ex- 
pected. 


National Health and Welfare 


Vote 15a (also listed in Section B)—Amount of trans- 
fer to this vote $899,999. 

Purpose—To provide for contributions in support of 
health oriented innovative services projects (such as 
street clinics) related to the non-medical use of drugs. 

Source of Funds—Vote 35 ($899,999)—Funds were 
provided under Vote 35 of the Main Estimates for all 


innovative services related to non-medical use of drugs. 
Funds are therefore being transferred to Vote 15 to 
cover the cost of the health oriented projects related 
to innovative services which were carried out within 
the Health Insurance and Resources Program. 


Veterans Affairs 


Vote 24a—Amount of transfer to this vote $1,076,999. 


Purpose—To provide for the transfer of the required 
operating funds following the establishment by legisla- 
tion of the new Bureau of Pension Advocates. 


Source of Funds—Vote 1 ($1,076,999)—The funds for 
the operation of this program were originally provided 
under the Administration Vote in the Main Estimates 
for 1971-72. 


SECTION B 


ONE DOLLAR ITEMS WHICH REQUIRE LISTING IN THE 
ESTIMATES IN ORDER TO SECURE APPROVAL OF CER- 
TAIN GRANTS AND CONTRIBUTIONS (10 ITEMS—IN- 
CLUDES ITEM 10a FOR INDUSTRY, TRADE AND 
COMMERCE AND ITEM 15a FOR NATIONAL HEALTH 
AND WELFARE WHICH ALSO APPEAR IN SECTION 4A). 


Indian Affairs and Northern Development 


Vote 5a—to authorize a grant of $40,000. 

Explanation—The grant to the Manitoba Indian 
Brotherhood is to assist with the cost of centennial com- 
memoration of the signing of peace treaties. 

Source of Funds—Vote 5—Funds originally provided 
for operating expenditures will be used to pay this 
grant. 


Industry, Trade and Commerce 


Vote 10a—(also listed in Section A)—To authorize 
contributions totalling $3,050,000. 

Explanation—This additional amount will be used to 
provide for the payment of: 


(a) contributions to develop and sustain 
an increment in exports of Canadian 
goods and services 

‘(b) contributions to increase Canadian 
industrial participation in capital projects 
abroad 

(c) A further contribution to assist 
Canadian manufacturing industry in 
financing the cost of industrial design 
projects 

(d) Additional contributions to assist in 
the advancement of technological capa- 
bility of Canadian manufacturing in- 
dustries by supporting selected civil 
(non-defence) development projects 


$ 250,000 


$ 750,000 


$ 250,000 


$1,800,000 


Source of Funds—Vote 35—Funds are available due to 
forecast requirements being less for the operation of 
program during 1971-72 than was expected. 
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Justice 


Vote la—To authorize a payment of three grants 
totalling $21,500. 

Explanation—The three grants consist of: 
(1) A grant of $10,000 to the Association of Cana- 
dian Law Teachers (Poverty Law Section) to assist 
with the expenses of a National Conference on Law 
and Poverty. This grant has already been paid 
through the use of funds from Treasury Board Con- 
tingencies Vote. 
(2) A grant of $10,000 to the International Com- 
mission of Jurists. 
(3) A grant of $1,500 to the L’Institut International 
de Droit d’Expression Francaise (1.D.E.F.) 


Source of Funds—Vote 1—It is planned to use funds 
originally provided for operating expenditure. 


Labour 


Vote 1a—To authorize a grant of $500,000. 

Explanation—This additional amount is required to 
provide for claims against Transitional Assistance Bene- 
fits by unemployed workers from automotive manufac- 
turing and part industries. These payments have already 
been made through the use of Treasury Board Contin- 
gencies Vote funds. 

Source of Funds—Funds are available from the 
Adjustment Assistance Benefits Activity based on the 
forecast requirements of the Textile and Clothing Board. 


Manpower and Immigration 


Vote 15a—To authorize grants of $110,000. 

Explanation—It is proposed to provide additional 
grants to Immigrant Welfare Organizations to assist with 
immigrant counselling and settlements. 

Source of Funds—Vote 15—Funds are available due to 
certain reductions made in operating expenditures. 

Vote 20a—To authorize grants of $50,000. 

Explanation—It is proposed to provide an additional 
$50,000 to private and public groups in support of man- 
power research and development. 

Source of Funds—Vote 20—Funds are available due to 
certain reductions made in operating expenditures. 


National Defence 


Vote 1a—To authorize the payment of a new grant and 
other increased grants totalling $122,876. 


Explanation—It is proposed to provide a new grant 
and to increase certain grants to various organizations 
as follows: 


(a) A new grant is proposed for the 
Army Cadet League of Canada (This 
grant has already been paid through the 
use of funds from Treasury Board Con- 
tingencies Vote 


(b) Grants to assist in the establish- 
ment and maintenance of military studies 


$60,000 


at Canadian Universities, including the 
payment of associated fellowships, are 
to be increased 

(c) Increases totalling $20,000 are pro- 
posed to grants paid to the Navy League 
of Canada and the Air Cadet League of 
Canada 

(d) The grant to the Conference of De- 
fence Associations is to be increased 

(e) Minor adjustments are to be made 
to grants to several military and United 
Service Institutes 


$35,000 


$20,000 


$ 6,100 


$ 1,776 


Source of Funds—Vote 1—Funds are available for the 
payment of these grants mainly due to civilian staff 
vacancies in the program. 


National Health and Welfare 


Vote 15a (Also listed in Section A)—To authorize 
the payment of contributions of $900,000. 
Explanation—To provide for contributions in support 
of health oriented innovative services projects (such as 
street clinics) related to the non-medical use of drugs. 
Source of Funds—Vote 35—Funds were provided under 
Vote 35 of the Main Estimates for all innovative services 
related to non-medical use of drugs. Funds are there- 
fore being transferred to Vote 15 to cover the cost of 
the health oriented projects related to innovative serv- 
ices which were carried out within the Health Insurance 
and Resources Program. 
Vote 35a—To authorize grants and contributions total- 
ling $565,000. 
Explanation—The following grants and contributions 
are proposed: 
(1) It is planned to provide grants to 
provincial and voluntary family planning 
agencies as well as to assist with certain 
special projects in this area 
(2) To provide an additional sustaining 
grant to the Canadian Council on Social 
Development (formerly Canadian Welfare 
Council) 
(3) To provide for an increase in the 
contributions to be paid under the Na- 
tional Welfare Grants Program 


$300,000 


$115,000 


$150,000 


Source of Funds—Vote 35—Funds are available under 
the family assistance program due to a lower immigra- 
tion rate during 1971 than was expected. 


Solicitor General—Royal Canadian Mounted Police 


Vote 20a—To authorize a grant of $24,000. 

Explanation—An additional grant of $24,000 has been 
paid to the Canadian Association of Chiefs of Police. This 
grant has been paid through the use of funds from the 
Treasury Board Contingencies Vote. 

Source of Funds—Vote 20—It is planned to use funds 
originally provided for operating expenditures to pay 
this grant. 
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SECTION C 


ONE DOLLAR ITEMS WHICH ARE LEGISLATIVE IN 
NATURE (7 ITEMS including two to authorize deletion of 
debts due the Crown). 


Indian Affairs and Northern Development 


Vote L16a—To authorize an extension to the Vote- 
wording so as to permit the making of certain loans 
and advances to Indians and Eskimos. 

Explanation—This extension in authorization is pro- 
posed in order, that loans and advances may be made 
available to Indians and Eskimos for the carrying out 
of repairs or improvements which are required when they 
purchase houses off reserves. Under the present authority 
the cost of these improvements or repairs cannot be in- 
cluded in determining the amount of the loan. 


Industry, Trade and Commerce 


Vote 11a—To authorize an extension to the vote word- 
ing so as to not only increase the amount of Loan insur- 
ance available under the General Adjustment Assist- 
ance Program but also to extend the date of eligibility 
and to provide, at a level determined by Treasury Board, 
loan insurance on those assets secured to protect the 
Crown’s interest. 

Explanation—This explanation is proposed to enable the 
Government of Canada to provide loan insurance to a 
manufacturer who has been adversely affected by the 
imposition of a temporary import surtax or similar ac- 
tion by a foreign government. Authority is also included 
to increase not only the aggregate a mount of the loan 
insurance to be provided to $250 million but also to 
extend the date of eligibility for such insurance to Janu- 
ary 1, 1976. In addition authority has been included to 
enable the General Adjustment Assistance Board to in- 
sure loans in order to protect the Crown’s interest in 
the assets securing loans previously made under this 
program. The amount of the loan insurance which may 
be made to protect the Crown’s interest will be limited 
to a level determined by the Treasury Board. 


National Health and Welfare 


Vote 40a—To authorize an increase of $1,000,000 in the 
statutory aggregate amount of payments that may be 
made under the Fitness and Amateur Sport Act. 

Explanation—The increase in the statutory provision 
under the Fitness and Amateur Sport Program is re- 
quired to permit payment of athletic scholarships of up 


to $1 million to eligible students. These athletic scholar- 
ships are granted to full-time students attending Cana- 
dian high schools, colleges or universities. 


Secretary of State—Canadian Film Development Corpo- 
ration 


Vote 63a—To authorize an increase in the statutory 
appropriation of the Canadian Film Development Cor- 
poration Advance Account. 


Explanation—This increase in the statutory limit will 
permit the Corporation to make new commitments for 
the purpose of encouraging the development of the 
Canadian feature film industry through loans, grants, 
awards and investments. 


Treasury Board 


Vote 10a—To authorize an extension to the Vote- 
wording so as to permit payment of employer contribu- 
tions in respect of all public servants beginning January 
2, 9%: 


Explanation—The present vote-wording restricts the 
payment of employer contributions to those made on 
behalf of employees paid through the Central Pay Office. 
The revised vote wording will enable such contributions 
to be made on behalf of all employees whether paid 
through the Central Pay office or through departmental 
field offices. This revision is required as a result of the 
amending of the Unemployment Insurance Act on June 
71419718 


Veterans Affairs 


Vote 5a—Authority is requested to delete certain ac- 
counts due amounting to $43,460.46. 


Explanation—It is proposed to delete debts due to 
overpayments of War Veterans Allowances. These debts 
involve debtors who have died without estates or have 
died leaving estates to which, in the opinion of the 
Department of Justice, the Department has no recourse 
to recover the debt. 


Vote 25a—To authorize the deletion of certain ac- 
counts due, amounting to $18,653.52. 


Explanation—It is proposed to write off a debt due 
from an elderly widowed mother who is presently living 
in the United States on public welfare and is without 
assets. This debt originated through the payment over a 
number of years of a pension to which she was not 
entitled. 


The Standing Senate Committee on National Finance 


Evidence 


Ottawa, Thursday, December 2, 1971. 


The Standing Senate Committee on National Finance, to 
which was referred the Supplementary Estimates (A) laid 
before Parliament for the fiscal year ending the 3lst 
March, 1972, met this day at 10 a.m. 


Senator Douglas D. Everett (Chairman) in the Chair. 


The Chairman: Honourable senators, may I have the 
usual motion for the printing of proceedings? 


Upon motion, it was resolved that a verbatim report be 
made of the proceedings and to recommend that 800 
copies in English and 300 copies in French be printed. 


Honourable senators, I would like to table a letter from 
Mr. Bruce A. MacDonald, Director General, Budget Coor- 
dination, Treasury Board, in reference to questions asked 
at our meetings on the main Estimates. It reads as follows: 


When Treasury Board officials appeared before the 
Senate Committee on National Finance relative to 
Main Estimates 1971-72, two questions went unan- 
swered. One concerned the distribution of expendi- 
tures by province under the bilingualism development 
program and the other deposits on certain air travel 
credit cards. Both were raised by Senator Hays and 
accordingly I am sending him a copy of this letter and 
its enclosures. 


Do I have your permission to table this letter? 
Hon. Senators: Agreed. 


The Chairman: I understand that Senator Hays has a 
copy of this letter. May we print this letter as an appendix 
to today’s proceedings? 


Hon. Senators: Agreed. 
(See Appendix “A’’) 


The Chairman: Honourable senators, in considering Sup- 
plementary Estimates (A) for the fiscal year ending March 
31, 1972, we are honoured to have with us Mr. G. F. 
Osbaldeston, Deputy Secretary, Program Branch, Trea- 
sury Board, and Mr. B. A. MacDonald, Director General, 
Budget Coordination, Program Branch, Treasury Board. I 
think we should commence by asking Mr. Osbaldeston if 
he has a statement to make. 


Mr. G. F. Osbaldeston, Deputy Secretary, Program Branch, 
Treasury Board: Yes, thank you very much. 


Mr. Chairman and honourable senators, Supplementary 
Estimates (A), which you have before you, are made up of 
$560 million in budgetary expenditures. It may be helpful 
if you refer to some of the figures on pages 4 and 5. The 
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supplementary Estimates are made up of $560 million in 
budgetary expenditures and $312 million in non-budgetary 
expenditures, which are loans, investments, and advances. 


Senator Grosart: Excuse me, where do these figures 
appear? 


The Chairman: On pages 4 and 5. 
Senator Molson: I read $362 million. 


Mr. Osbaldeston: If you take that nearly $362 million 
figure plus the $198 million figure in the second column, 
that totals $560 million. 


Senator Grosart: Where does this appear? 


The Chairman: At the bottom of page 5 there is a figure 
of nearly $362 million, and to that is added $198 million, 
the total being close to $560 million. 


Mr. Osbaldeston: Then in the next column there is a 
figure of $312 million which is non-budgetary expendi- 
tures. Some $362 million of the budgetary expenditures 
concern items which will require approval under the 
Appropriations Act. The remaining $198 million reflects 
increases in the forecast for statutory items. Honourable 
senators will recall that last year the Treasury Board 
introduced a practice of showing an update of the statuto- 
ry forecasts that appear in the Main Estimates. These are 
the updated forecasts. With these supplementary Esti- 
mates the total budgetary expenditures and estimates 
amount to $14,912 million and the total non-budgetary 
amount to $1,300 million. 


By far the greatest part of these Estimates concerns the 
provision of funds for measures concerned with unem- 
ployment. Firstly, there is $25 million in the Estimates for 
the Department of the Secretary of State to cover the 
opportunities for youth program of last summer and $7 
million for other items related to the employment of stu- 
dents last summer. 


Secondly, with relation to winter unemployment these 


‘Estimates include, first in the Estmates for the Depart- 


ment of Manpower and Immigration, $100 million for the 
local initiatives program, $20 million for the on-job train- 
ing program and $15 million for additions to the regular 
manpower training program. The total, therefore, under 
the Department of Manpower and Immigration, is $135 
million. 


The Estimates for the Department of Industry, Trade 
and Commerce contain an $80 million item for statutory 
provision for grants under the Employment Support Act. 
The Estimates of many other departments contain a fur- 
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ther $80 million for federal labour-intensive projects. 
Therefore, approximately 60 per cent of all the budgetary 
items, statutory and non-statutory, concern unemployment 
measures. 


The Chairman: That is about $300 million-odd? 


Mr. Osbaldeston: That would be correct; $330 million. 


Taken on the non-budgetary side, there is the $160.5 
million provision in the Estimates for the Department of 
Finance for loans to the provinces. The Estimates of the 
Department of Agriculture include $10 million to institute 
a program of loans for multipurpose exhibitions. Both of 
these loan items, of course, are directly related to the 
creation of employment. The total of these two non-budge- 
tary items is $170.5 million. It accounts for approximately 
55 per cent of the non-budgetary portion of the Estimates, 
that is, of the $312 million. 


The only large non-statutory items in these Estimates, 
other than those I have already mentioned, are $21 million 
to implement the first of two steps to achieve Pay parity in 
the armed forces. 


Senator Grosart: Would you repeat that? These are non- 
statutory other than loans, investments and advances. Is 
that correct? 


Mr. Osbaldeston: These are non-statutory items, that is 
correct. They are both budgetary and non-budgetary. The 
first item is $21 million to implement the first of two steps 
to achieve pay parity in the armed forces. $10 million is 
provided to cover losses in coal mining incurred by the 
Cape Breton Development Corporation, $22 million for 
relief for Pakistani refugees, a loan to Atomic Energy of 
Canada Limited in connection with the rehabilitation of 
Deuterium Canada Limited, for $95 million. 


The Chairman: Why is that not under Loans, Investments 
and Advances? 

Mr. Osbaldeston: It is, but it is a non-statutory item. 

The Chairman: Oh, you are referring to both budgetary 
expenditures and Loans, Investments and Advances? 

Mr. Osbaldeston: That is right. 

Senator Beaubien: And it is not much of an investment. 

Mr. Osbaldeston: $32 million in loans under the Automo- 
tive Adjustment Assistance Program. 

Those are the main items, other than those I mentioned 
earlier, 


Senator Grosart: Mr. Osbaldeston, these are not detailed 
in the blue supplementaries, are they? 


Mr. Osbaldeston: Yes, they are all set out in the blue 
supplementaries. 


Senator Grosart: The non-budgetaries? 


Mr. Osbaldeston: Yes, all the items I mentioned are con- 
tained in the Blue Book, senator. 


The Chairman: Let us return for a moment, if we may, to 
your earlier remarks. You have $327 million of non-statu- 
tory budgetary expenditures; is that correct? Is that the 60 
per cent you referred to? 
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Mr. Osbaldeston: $362 million is the non-statutory budge- 
tary expenditures. 


The Chairman: No, I am referring to the list you gave, the 
$25 million for Opportunities for Youth, et cetera, which 
aggregates 60 per cent of all budgetary items. 


Mr. Osbaldeston: That is correct. 
The Chairman: Are they all of a non-statutory nature? 


Mr. Osbaldeston: No, 
non-statutory. 


some are statutory and some 


Senator Grosart: Would you repeat the heading for that? 


Mr. Osbaldeston: Which list are you referring to, senator? 
Is it the one beginning with the $21 million? 


Senator Grosart: The last, in which you were grouping 
budgetary and non-budgetary loans, investments and 
advances. What was the heading you gave? 


Mr. Osbaldeston: Non-statutory items. 


Senator Grosart: Why did you use the term “non-statuto- 
ry”? Do you mean budgetary? 


Mr. Osbaldeston: They are budgetary. Again, senator, if I 
may refer to page 5 and the columns at the top, the first 
horizontal bar indicates that all the following are included 
in “This Supplementary Estimate.” The first group is 
“Budgetary Expenditures.” Within “Budgetary Expendi- 
tures” there are two classifications, one requiring vote by 
Parliament. The second classification of budgetary expen- 
ditures includes items which are statutory. The approval 
of Parliament for these expenditures has already been 
obtained and they therefore need not be voted upon. 


The second group are the Loans, Investments and 
Advances under the supplementary Estimates, and these 
are the non-budgetary. 


Senator Grosart: Then you seemed in your list to include 
both non-statutory, budgetary and non-budgetary; is that 
right? 


Mr. Osbaldeston: That is correct. 
Senator Grosart: Thank you. 


Senator Croll: When you make a reference, would you 
refer us to a page? 


Mr. Osbaldeston: I was referring to page 5. 


Senator Croll: Yes, I am studying page 5 but I cannot 
follow it. 


Mr. Osbaldeston: If you wish, I can give you the page 
number for each of the items to which I referred. 


Senator Croll: Yes, please do. 


The Chairman: I wonder, honourable senators, if it would 
make matters clearer to do this? We are really dealing at 
the present time with three figures which appear at the 
foot of page 5: the budgetary expenditures of a non-statu- 
tory nature, of $361 million; those of a statutory nature of 
$198 million; and Loans, Investments and Advances of 
$311 million. As you broke a number of these items out, I 
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wonder if you could go over them again and tell us which 
refer to each one of those total figures? 


In other words, under which column is the item $25 
million for Opportunities for Youth to be found? It would 
be clearer if you would take the columns one by one and 
explain the main items included in them. Let us start with 
the $361 million; that is the budgetary expenditures of a 
non-statutory nature? 


Mr. Osbaldeston: That is correct. 


Senator Grosart: I think it might be easier for Mr. 
Osbaldeston just to call it off as columns 1, 2 and 3: 


Mr. Osbaldeston: I will refer then to each of the items and 
enumerate the columns. $25 million to implement the first 
of two steps to achieve pay parity in the armed forces is 
found under the Department of National Defence on page 
3, in column 1, to be voted, as part of the $47 million. The 
listing of departments is on page 2, senator. 


The second item I mentioned was $10 million to cover 
losses in coal mining incurred by the Cape Breton Devel- 
opment Corporation. That is to be found just a little far- 
ther down the page under column 1, to be voted. The 
figure there is $9,735,000. The next item was $22 million for 
relief for Pakistani refugees, to be found under the 
Canadian International Development Agency. The figure 
of $22 million is in column 1, to be voted. 


The next item was a loan to Atomic Energy of Canada 
Limited in connection with the rehabilitation of the 
Deuterium Canada limited, for $95 million. It appears 
under the third column, Loans, Investments and 
Advances, under the heading of Atomic Energy of Canada 
Limited, the main heading being Energy, Mines and 
Resources. 


Then there is the item of $32 million in loans under the 
Automotive Adjustment Assistance Program, which 
appears under the Department of Industry, Trade and 
Commerce under column 3, being part of the $40 million. 


Those are the main items, Mr. Chairman, to which I 
referred. 


The Chairman: No, we have more. The ones to which you 
originally referred, which aggregated a total of $327 mil- 
lion, the first item being $25 million for Opportunities for 
Youth. 


Mr. Osbaldeston: That is found under the heading “‘Secre- 
tary of State’. Under column 1 ther is an item of $28 
million. I mentioned another item of $7 million, which 
appeared in a variety of departmental estimates. That $7 
million is under column 1, but it is broken up between 
many departments. 


The Chairman: That is opportunities for youlh. 


Mr. Osbaldeston: That is right. I then went on to refer to 
the items under Manpower and Immigration, one item 
being $100 million for the Local Initiatives Programs. That 
is part of the $140 million appearing in column 1. The 
second item under Manpower and Immigration was. . . 


The Chairman: That was Local Initiatives Program? 
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Mr. Osbaldeston: That is right. The second part of that 
$140 million is made up of $20 million for on-the-job train- 
ing, and a further $15 million for an additional resource 
related to their on-going Canada Manpower training pro- 
gram. Therefore I have given you $100 million, $20 million 
and $15 million of that $140 million appearing in column 1. 


The Chairman: Again, that is in column 1? 


Mr. Osbaldeston: That is correct. In the case of the 
Department of Industry, Trade and Commerce, I have 
mentioned an item of $80 million under the Employment 
Support Act. That is to be found in column 2. I think I 
mentioned an item of $80 million for federal labour inten- 
sive projects. These activities are spread among a number 
of departments, but the total of $80 million will be found 
under column 1. 


Senator Molson: What is your description of that? 


Mr. Osbaldeston: Federal labour intensive programs, or 
projects. These are activities undertaken by a variety of 
departments for maintenance, repairs, minor construction, 
and that kind of activity, whereby they have employed a 
relatively large number of people. 


Senator Molson: Are they new programs because of the 
unemployment situation? 


Mr. Osbaldeston: That is correct; new activities. 


The Chairman: That $32 million is under the Auto Trade 
Pact? 


Mr. Osbaldeston: The $32 million is under the Automotive 
Adjustment Assistance Program. 


Senator Phillips: Could we have some explanation of the 
Automotive Adjustment Assistance Program? I am afraid 
that I am not well versed in this program. 


Mr. Osbaldeston: The item appears on page 58, and will 
be seen at the bottom of the page under Vote L20a. This 
program was initiated by the Government at the time of 
the Canada-United States agreement on automotive prod- 
ucts. It was intended to assist, and has assisted, automo- 
tive manufacturers and parts producers to adjust to the 
terms of the agreement. It provides for modernization of 
plant, the construction of new plant, the purchase of new 
equipment, and that sort of thing. 


Senator Beaubien: Are they loans? 


Mr. Osbaldeston: Yes, they are loans. 


Senator Beaubien: Do they bear interest? 
Mr. Osbaldeston: Yes, they do. 


Senator Phillips: What are the terms and conditions of the 
loans? What is the rate of interest, and for how many years 
are they usually made? 


Mr. Osbaldeston: I do not have that information with me. 
May I supply that, if it is agreeable to the chairman? 


The Chairman: Yes. That is, you will supply interest rates 
and terms of the loans under the Automotive Adjustment 
Assistance Program. 
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Senator Sparrow: Is there any forgiveness provision in 
these loans? 


Mr. Osbaldeston: My recollection is that there is not. But, 
if I may supply the senator with a brief description of the 
loans— 


The Chairman: And perhaps a list of the loans that have 
been granted so far. 


Senator Buckwold: Perhaps we could also have a state- 
ment of how the loans are being repaid, giving any 
defaults and the condition of the accounts. 


The Chairman: The heading would then be the Auto 
Adjustment Assistance Program: details of the method by 
which the loans are made; a list of those individuals or 
companies that have received loans; whether there is any 
forgiveness in the loans, and the details of repayment. 


Senator Sparrow: Is this for the six-year period that we 
are talking about? 


The Chairman: Yes. It is a limited period from the time 
the automotive trade pact commenced. 


Senator Grosart: We are asking for terms, conditions and 
status. Would it be too much to have this information for 
all outstanding loans, investments and advances in a 
table? We discuss these column 3 items from time to time, 
and we never seem to have much information on how they 
stand, particularly in view of the fact that these are not 
voted items. 


Mr. Osbaldeston: The ones to which we are referring 
today are, senator. 


Senator Grosart: But there are loans, investments and 
advances that are not voted. 


Mr. Osbaldeston: That is correct. 


Senator Grosart: It would seem important to have an 
accounting of these, because they are not before Parlia- 
ment for approval in advance. 


The Chairman: While we examine that, let us look at 
pages 40 and 41. I have not looked specifically at this, but I 
notice that under the Department of Finance there is a 
considerable amount of money involved, $160,500,000. It is 
on page 46. 


Senator Grosart: This is a specific set of loans? 
Mr. Osbaldeston: That is correct. 
Senator Grosart: That is not the whole picture? 


The Chairman: I recognize that. I am wondering what is 
involved in your question. For example, that is the loans to 
provinces, provincial agencies and municipalities defined 
in the Municipal Development and Loan Act. 


Senator Grosart: I would like to see a statement of the 
terms, conditions and status of every outstanding loan. I 
use that in the generic sense, because I have never been 
able to find out why we use the term, “‘Loans, Investments 
and Advances.” Let us take an obvious case. The CBC 
subsidy is still carried as a loan, which obviously it is not. I 
would like to see, as we would in any corporation, how 


much money we have paid out and how it looks, who is not 
paying, who is paying, and comparative interest rates. 


The Chairman: I see your point, senator. I just want to 
bring out how much work would be involved. It may be 
simple or complicated. 


Senator Grosart: I hope that it would be very simple, 
because I would not like to think that the Government did 
not have that information immediately to hand. If you lend 
money, you want to know where it is and what is happen- 
ing. I would like to know the whole picture. I would like to 
see what inte-est rates are required, for example, under 
different types of loans. 


Senator Molson: They will have varied monthly over the 
last few years. 


Senator Grosart: I should like to see them. 


Mr. B.A. MacDonald, Director General, Budget Coordination, 
Program Branch, Treasury Board: A great deal of this infor- 
mation is available in the Public Accounts. The balance 
sheet of Canada shows the loans outstanding, the balances 
on particular loans, and when they were made. The Public 
Accounts would not show the terms and conditions of 
loans. The Public Accounts would show how the loans 
were authorized. In order to bring forward this data, a 
substantial part of the Public Accounts would have to be 
reproduced, and additional work into the background of 
every loan would be involved. 


Senator Grosart: We would not be in any great hurry. It 
would not seem unreasonable to ask for those figures. 


The Chairman: Mr. Osbaldeston has indicated that they 
would like time to look at it and perhaps report back to us 
as to the magnitude of the job and how they could best put 
it into the terms in which you want it. 


Senator Grosart: I would agree with that. 


Senator Buckwold: Mr. Chairman, my interest in this is 
with respect to those loans which are in default. I would 
like to know who have not met their commitments. 


Mr. MacDonald: There is a schedule of inactive loans 
going back to loans to Greece and Hungary, and I think 
there-is even one for the Ming Dynasty in China. 


Senator Buckwold: Does it also list municipalities which 
have not met their obligations, or such corporations as the 
Central Mortgage and Housing Corporation, or an 
automotive company which has taken a loan and not met 
its commitment? 


I believe this is what you were referring to, Senator 
Hays. 


Mr. MacDonald: Mr. Chairman, to obtain the information 
with respect to Central Mortgage and Housing Corpora- 
tion we would have to go into the records of Central 
Mortgage and Housing Corporation, so it would necessi- 
tate going beyond the Public Accounts. I wonder if we 
could take the time to look into this in order to determine 
how large a problem it would be to obtain that 
information. 
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The Chairman: If it is agreeable to Senator Grosart, per- 
haps you could make an examination and report back to 
the committee. The committee is interested in having this 
data, so perhaps you could achieve more knowledge on 
this subject without completely causing an enormous bur- 
geoning in the staff of the Treasury Board. 


Senator Molson: We do not want information that is made 
public in the Public Accounts. 


The Chairman: I believe what Senator Grosart wants is to 
bring it all together in some way that we can get a handle 
on it. Is that right, Senator Grosart? 


Senator Grosart: Yes, Mr. Chairman. I am going to quote 
our recent report later on with respect to the question of 
openness, disclosure, communication with the public, and 
so forth, which this committee has found to be one of the 
essentials in the management of the economy. My question 
really speaks to that whole problem. I would like to have 
the information in a form I can easily digest. This has 
never really been one of the great considerations of those 
responsible for the Estimates. They have other considera- 
tions, of course, but certainly they have not been noted in 
the past for a maximum of disclosure in spite of the PPBS, 
which we should keep reminding ourselves is supposed to 
be a project that will greatly increase the understandabili- 
ty of the Estimates by ordinary laymen, but it has achieved 
it by cutting down the total number of votes. In my opi- 
nion, that is a bit of remarkable legerdemain. 


Mr. Osbaldeston: It is true that the number of votes was 
reduced, senator, but there was this innovation by which 
we tried to make clear the purposes for which the money 
would be used, as opposed to simply stating the standard 
objectives that so much was going being spent on stamps 
and so much on travel, and so forth. We did attempt, I 
hope with some modest success, to describe precisely the 
purpose of the expenditure by the activities that are car- 
ried out under the expenditure, and I would hope that the 
descriptive material, plus the way the accounts are pre- 
sented to Parliament, is indeed more informative. 


Senator Grosart: I would agree with you entirely; it is an 
excellent advance in the area of analysis, but not neces- 
sarily in the area of disclosure. It is disclosure of purpose, 
perhaps, but disclosure of purpose is not always disclosure 
of numbers. 


Mr. Osbaldeston: I saw the Estimates that went before my 
time, honourable senators, and you had a number under a 
vote which was quite a large number and you were then 
given information on standard objectives, and that is 
about all that appeared in the main Estimates. At the 
present time it is true you have a smaller number of votes, 
and, therefore, each vote is indeed perhaps larger on the 
average, but the descriptive material breaks that number 
down to smaller numbers than was previously the case. 
The descriptive material I do think, senator, treats with a 
lower order of things and is more forthcoming relative to 
smaller amounts of money than was previously the case. 


Senator Grosart: Yes. I am not being critical of the PPB 
system in an overall way. Everyone who has looked at it 
here and elsewhere, that I know of, agrees that it is a step 
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in the right direction; we are on the road to having a type 
of poor man’s system as to the analysis of the Estimates. 
This is definitely an advance along that road, but I go 
along with our own committee’s recommendation; that is, 
that we should keep going in that direction, because 
understanding this large influencer in the economy is cer- 
tainly going to be one of the answers to some of the 
problems that we failed to solve in the past. 


The Chairman: What the committee is asking you to do, 
Mr. Osbladeston, is to examine this problem and the ques- 
tion of investments and advances in order to determine if 
you can suggest a way in which the committee can get a 
much better handle than it presently has with respect to 
those items, and in the spirit of the final chapter of the 
report of the Committee on Growth, Employment and 
Price Stability, entitled “Openness and Evaluation”. 


Senator Grosart: It does not start at that chapter, Mr. 
Chairman; it starts at page 3. 


The Chairman: It starts at page 3, but I believe the 
description work on it is the last part of the report. 


Mr. Osbaldeston: Mr. Chairman, may I just make one 
further comment? 


The Chairman: Yes. 


Mr. Osbaldeston: I would like to indicate our concern for 
displaying the expenditures of the Government, if you like 
in our main Estimates in our particular area of responsi- 
bility. I would point out too, honourable senators, the fact 
that last year we tried to bring forward more information 
by including an updating of the statutory items. As the 
honourable senators are aware, Mr. Chairman, these are 
large expenditures which previously had not been updated 
and now are being updated, so that the public and Parlia- 
ment can see the direction in which the statutory expendi- 
tures are going during the course of a year. I hope that is 
in the direction of your report, senator. 


Senator Grosart: Yes, I agree entirely with you that itis an 
excellent innovation. 


The Chairman: Nevertheless we do like to encourage that 
as much as possible. I recall the mini-budget in which 
there were grants and loans based on the relative levels of 
employment in the various provinces. As it turned out, 
there were two aspects of that program that were quite 
interesting: firstly, it very much favoured the Province of 
Quebec over the other provinces due to the relative unem- 
ployment figures; and, secondly, it tended to favour the 
intensively developed provinces due to the workings of 
those figures. As I recall, we did have a great deal of 
difficulty getting that fact categorized with the Treasury 
Board in order to demonstrate that that was in fact the 
case. We had to go back to it a number of times before we 
could really see how much was going to the Province of 
Quebec, how much was going to the Province of Ontario, 
how much was going to the Province of British Columbia, 
and how relatively little was going to the other provinces. I 
suppose the reason for our existence is to keep plugging 
away at these things. 


Mr. Osbaldeston: At page 44, under the heading “Depart- 
ment—Federal-Provincial Employment Loans Program 
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1971’, there is a listing of the total amount and the amount 
proposed by province. Again, I hope we have improved 
our presentation of the Estimates in that regard. 


The Chairman: That is promising. 


Senator Grosart: This is the amount available, but is that 
not the “‘up to’’? 


Mr. Osbaldeston: Yes. 


Senator Grosart: Yes, it states, ‘‘not to exceed the follow- 
ing amounts”. 


Mr. Osbaldeston: That is right. 


Senator Croll: Is there such a thing as an automotive 
agreement between the Government and the automobile 
manufacturers? 


Mr. Osbaldeston: There is an automotive pact between 
the Government of Canada and the Government of the 
United States. 


Senator Croll: Is that public? 


Mr. Osbaldeston: Yes, it is—Excuse me, I hesitate for a 
moment; I am not sure if it is public. 


Senator Flynn: It was passed by Parliament. 
Mr. Osbaldeston: It was passed by Parliament, yes. 


Senator Croll: Is there anything contained in these items 
in so far as that agreement is concerned with respect to 
unemployment assistance? 


Mr. Osbaldeston: There is nothing contained in the items 
dealing with the automotive adjustments program that 
directly affects the employment situation. When I say that, 
I should add that there are provisions to provide addition- 
al assistance to the automotive industry in Canada, and 
providing that assistance undoubtedly would have a 
favourable effect on employment, in that they would be 
modernizing their plant or buying new machinery. How- 
ever, the additional provisions found in these Supplemen- 
tary Estimates are to continue the present program under 
the automotive adjustments assistance pact, which was 
begun some years ago. These provisions will have a posi- 
tive effect on employment, but they are not intended solely 
for that purpose. That is the point I am trying to make. 


Senator Croll: I particularly have in mind the moneys 
paid out to unemployed automotive industry workers, in 
addition to what is regularly paid out by way of unemploy- 
ment assistance. 


Mr. Osbaldeston: There is provision in these Estimates, 
and it is found on page 66 under “Grants and Contribu- 
tions”, under the heading “Transitional Assistance Bene- 
fits”. Earlier in my remarks I was referring to the loan 
program relative to the automotive industry. This program 
is a companion program, whereby payments are made to 
automotive industry workers who are laid off, and it does 
provide for assistance over that normally available to any 
other Canadian. 


Senator Croll: Is that unique? 
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Mr. Osbaldeston: No, it is not unique. I believe the Gov- 
ernment textile program provides similar transitional 
benefits. 


Senator Croll: Those are the only two? 


Mr. Osbaldeston: I believe it is also applicable to the shoe 
manufacturing program. 


Senator Croll: The last two have been recent, in the last 
year? 


Mr. Osbaldeston: They were in the last year. 


Senator Croll: And this one dates back to when? 
Mr. Osbaldeston: 1968, I believe. 


Senator Croll: Those are the three. Where do the other 
items appear? Or has no allocation yet been made for 
them? 


Mr. Osbaldeston: Yes, an allocation was made in Supple- 
mentary Estimates (C), if I recall, of last year. Those bene- 
fits are still available, but no supplementary funds are 
required, so no mention is made of them in this supple- 
mentary estimate. 


Senator Croll: So that for all purposes those are the three 
industries in Canada whose employees are receiving sup- 
plementary assistance from the Government? 


Mr. Osbaldeston: To the best of our knowledge, that is 
true. 


Senator Grosart: Would you add the provisions of the 
General Adjustments Assistance Program under the Ken- 
nedy Round? It is the same kind of legislation. I do not 
know whether it specifically provides for unemployment 
benefits. 


Mr. Osbaldeston: I believe it is a very similar type of 
legislation related to manufacturers, the companies in the 
particular industries we have been discussing. It does not 
provide for assistance to workers directly; it is a general 
adjustment assistance program. 


Senator Grosart: It is employment rather than unemploy- 
ment assistance. 


Mr. Osbaldeston: That is correct. 


The Chairman: Perhaps we can let Mr. Osbaldeston 
complete his original statement. 


Senator Croll Mr. Chairman, could I ask just one question 
arising out of my further comment about the matter of 
disclosure, which relates directly to the figures we have 
before us? I am looking at page 5, the extreme left-hand 
column, headed ‘Previous Estimates”. We have always 
assumed that the supplementary is related directly to the 
main Estimates. We have here the figure of $15.3 billion. If 
we relate this to the main Estimates, should the figure not 
be $14.3 billion rather than $15.3 billion? 


Mr. Osbaldeston: The main Estimates as tabled for 1971- 
72 contain two parts, as indeed do these, namely the 
budgetary expenditures and non-budgetary expenditures. 
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When the budgetary and non-budgetary items put before 
the house are added together they come to $15,340,919,000. 
That is the total of the main Estimates. 


Senator Grossart: This is why I raised the question. I hope 
you do not mind, Mr. Chairman, because it is very impor- 
tant. The Government has put out this excellent document 
entitled “How Your Tax Dollar Is Spent”, with wide distri- 
bution to the public. 


The Chairman: That is put out by the Department of 
Finance, is it? 


Senator Grosart: The Treasury Board puts it out. It is 
perhaps the best thing in this disclosure field I have ever 
seen. However, throughout it gives the definite impression 
that we are talking about $14.3 billion. It even says that 
half of this is statutory, which would not be the situation 
today. I would suggest that the figures we have here do not 
jibe with the impression given here. I am not saying itisa 
wrong impression. Here, in the Government’s explanation 
of its money problems, it uses this $14.3 billion figure 
throughout. 


Mr. Osbaldeston: I am grateful to you, Senator, for your 
kind remarks about our little booklet. 


Senator Grosart: I think it is terrific, particularly the 
centre spread. 


Mr. Osbaldeston: Thank you very much. 


Senator Molson: It is called “an exploded aollar. is it 
not? 


Mr. Osbaldeston: It is true that in that document we 
concentrate on the budgetary expenditures of the Govern- 
ment, and there is a reference to the budgetary total. 
However, it is also true that throughout the document we 
refer to the loans, investments and advances that are made 
by the Government. My memory does not serve me well 
enough to remember whether we have a table in there. I 
gather we do not. Perhaps you have brought to our atten- 
tion an improvement that we could incorporate in the next 
publication. 


Senator Grosart: The document keeps using phrases like 
“the spending program”. As you know, I have spent a little 
time on these Estimates, and I still find it difficult to 
discover how much the Government is spending. Perhaps 
I could read what the Economic Council says. It is from 
the Eighth Annual Review “Design for Decision-Making”, 
chapter 2, page 5: 


... when economists speak of the “government sector” 
of the economy, they are usually referring to that 
sector as it is defined in the national accounts. This is 
not the only possible definition. For some purposes, it 
would be useful to have information on expenditures 
on the basis of a wider definition—perhaps labelled 
“the public sector’—that would also include the reve- 
nues and expenditures of a wide variety of govern- 
ment-owned enterprises, like the Canadian National 
Railways, the Canadian Broadcasting Company, 
Quebec Hydro, and British Columbia Ferries. In total, 
such enterprises have a large influence on economic, 
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social cultural, and other aspects of Canadian life. 
Unfortunately, the data that would permit their inclu- 
sion in the following measures of government expendi- 
tures are not readily available. 


Mr. Osbaldeston: Mr. Chairman, the problem which the 
senator points out is a very real one in terms of bringing 
together all the expenditures on loans, investments and 
advances of the Government, into one place where the 
actions of the Government are clearly visible. 


Certainly, the Public Accounts and national accounts 
endeavour to do this. I am sure the senator knows we 
share his anxiety in this regard. I might mention that we, 
in the Treasury Board Secretariat, are presently engaged 
in a co-operative effort with the Department of Supply 
and Services, which is responsible for the publication of 
the Public Accounts, with the Department of Finance and, 
indeed, with the Auditor General, under the direction of 
the Public Accounts Committee of the House of Commons, 
in an effort, firstly, to improve the timing of the publica- 
tion of this sort of information on the national accounts 
and public accounts of Canada. Indeed, the Government 
has improved the timing for publication; they are getting it 
out much earlier. 


Secondly, and the far larger task facing us, is an 
improvement in the form of the accounts. I believe this is 
directed to your question, senator, and indeed to the com- 
ment of the Economic Council of Canada. 


Therefore, Mr. Chairman, my remark is simply to the 
effect that work is under way quite actively, in an effort to 
improve the collection, early dissemination, and the 
manner of presentation of public accounts. 


Senator Grosart: What I am also trying to say is that I 
would like to see some of the information that appears in 
the public accounts moved up to the point of presentation 
of the Estimates, so that we know exactly what we are 
dealing with. This is important in this committee, because 
the Public Accounts are not before us. They are not 
referred to this committee: I hope they will be, in due 
course, because it would make sense to me that, after 
examining the Estimates, we should back and examine the 
Public Accounts and see if they “jel” or how they “‘jel”’. 


It is understandable that public servants say, “This is in 
the Estimates, and you can find that in the Public 
Accounts”; but it seems to me that the time it should be 
before a parliamentary committee is at the time we 
approve these Estimates, or these supplementary 
Estimates. 


The Chairman: Perhaps you would now continue with 
your statement, Mr. Osbaldeston. 


Mr. Osbaldeston: Mr. Chairman and honourable senators, 
the only other point I wish to comment on is the $1 items. 
We have here in these supplementary Estimates a number 
of $1 items and I would like, if I may, to indicate by type 
the number that we do have. 


The Chairman: You have your usual list of the $1 items? 
Mr. Osbaldeston: Yes, we do. 


The Chairman: Perhaps those could be distributed now? 
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Mr. Osbaldeston: Yes, Mr. Chairman. There are ten $1 
items which cover grants for which funds are available 
within the main Estimates, but for which the parliamen- 
tary authority has to be sought relative to that specific 
grant. 


There are two $1 items which authorize deletion of debts 
and claims. I might mention, in regard to the earlier ques- 
tion of the senator, that indeed on occasion the Govern- 
ment does write off bad debts. 


There are three $1 items to effect the transfer of funds 
between votes. 


There are five $1 items which amend the provisions of 
some previous legislation, including previous appropria- 
tion acts. 


I should mention also, when I mention ten, two, three 
and five, that there are two items which are common and 
therefore they appear under two classifications. 


Mr. Chairman, that concludes the remarks which I 
wanted to make. 


Senator Molson: Before we leave pages 2, 3, 4 and 5, there 
is one substantial amount which I do not think has been 
mentioned. It is National Health and Welfare, a statutory 
amount of $62 million. I gather that that appears on page 
82. 


Mr. Osbaldeston: That is correct, senator. The amount of 
$62 million is made up of two main items. One is an 
updating of the hospital care costs incurred by the Gov- 
ernment. Another is an updating of the medicare costs to 
be incurred by the Government. Those are the two main 
amounts. That is an updating of information on statutory 
expenditures. 


Senator Molson: In other words, the Estimates previously 
were a little on the low side. 


Mr. Osbaldeston: That is correct, senator. 
Senator Molson: And will continue to be. 


Mr. Osbaldeston: Mr. Chairman, I would like to amplify 
this point, if I may. The senator mentioned that they were 
a little on the low side. That is correct. We published in the 
main Estimates $811 million as the forecast of costs to be 
incurred by the federal Governement under the Hospital 
Insurance Diagnostic Services Act. Now we are updating 
that figure by $29 million, so it is about a 3 per cent error. 
In the case of the statutory medicare, we printed in the 
main Estimates $550 million. Now we are updating that 
with an additional $31 million over the $550 million, an 
error there in the order of 5 or 53 per cent. 


Senator Molson: Thank you. 


Senator Grosart: I was about to ask about the $1 items, 
the group C, that are legislative in nature. I notice there is 
a very great improvement, or a great deal of moderation in 
the approach to the use of these $1 items. For the first 
time, it appears that we have no $1 item that actually 
amends a statute. As far as I can see, they all are, in 
substance, increases in amounts or forgiveness of debts or 
writing off of debts. There is an exception, perhaps, in the 
authorization under L16a. This would seem to extend the 
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purposes of the vote. Other than an Appropriation Act, 
does it amend an existing statute? 


Mr. Osbaldeston: The original authority resides in an 
appropriation act. 


Senator Grosart: It is not in a separate statute? 


Mr. Osbaldeston: It is not in a separate stature. It is in an 
Appropriation Act. 


Senator Buckwold: Mr. Chairman, as this is my first com- 
mittee meeting, I am not quite sure of the procedure. 


The Chairman: We are very pleased to have you here, 
senator. 


Senator Buckwold: Are we allowed to ask questions 
regarding, for example, the Estimates for agriculture, or 
do you have a procedure of going through these items, 
item by item? 


The Chairman: We have no specific procedure. Senators 
are free to ask questions in any area they wish. 


Senator Buckwold: I was going to ask about the Agricul- 
ture estimate. It shows a substantial credit balance on 
statutory votes. It is on page 3, where you will see a credit 
of $4.5 million. It is made up of a much lower amount. It is 
dealt with in the supplementary Estimates (A), at page 8, 
under “Statutory—Contributions to the Provinces under 
the Crop Insurance Act.” How are these estimated? Can 
you relate the history of this for the last ten years, for 
example? Also, I would be interested to see how that crop 
insurance has ended up, and whether we have in fact paid 
out more or less than we estimated. Obviously, this year it 
has been considerably less. I am interested in this from the 
point of view of agriculture, since I come from the west. I 
gather, too, that we do not put this money into a fund, that 
is just done on an annual basis. Is that correct? 


Mr. Osbaldeston: The Crop Insurance Act provides 
authority for the Government to make payment in the case 
of natural disasters. It applies to nine of the ten provinces. 
The Province of Quebec does not participate in this pro- 
gram at the moment. Therefore, when we were preparing 
the main Estimates for presentation to Parliament, as 
indicated on page 8, to which you referred, in the column 
headed ‘‘Previous Estimates’, we provided for an amount 
of the likely expenditure under a statutory requirement. It 
was not required to be voted by Parliament since it had 
already been provided for in the statute, but the likely 
expenditure we felt would occur was in the order of $8.8 
million, based on historical information and on the expec- 
tation that the Province of Quebec would, indeed, join this 
program in the year 1971-72. 


In the event, the Province of Quebec has not joined the 
program this year; it is hoped that it will be joining it next 
year. Therefore, to update the information we presented to 
Parliament, we have reduced the $8.8 million by the 
amount of $4,587,500, which really has two parts to it. One 
part is that it reduces the amount that we expected to pay 
out, because the enrolment under the act changed with the 
introduction of the LIFT program. That accounts for 
approximately a $3 million reduction. In other words, 
there was another unforeseen event which occurred: the 
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LIFT program was introduced. Secondly, we reduced this 
amount of $8.8 million, originally included, by $1.5 million, 
which removes from our expected expenditures that 
amount we thought would be applied to Quebec. So that 
makes up the $4.5 million difference. Elsewhere in the 
Estimates you will see that we have provided an additional 
amount of money for the Quebec crop insurance program, 
which is a separate program but is parallel to the regular 
crop insurance program. We provided in that item for 
$950,000. I hope that explains the procedures, Senator.. 


Senator Buckwold: I would appreciate it if I could get an 
explanation of how that crop insurance payment has gone 
out. Perhaps it could be noted that I would like the infor- 
mation by province. 


Senator Sparrow: Mr. Chairman, perhaps I should point 
out that there is an annual report put out under the Crop 
Insurance Act. That report covers all this information. 


The Chairman: If there is such a report out, then there is 
no need for Mr. Osbaldeston to provide you with that 
information, Senator Buckwold. 


Senator Buckwold: Yes, that would suffice. If you deduct- 
ed $3 million from the LIFT program, was that money 
then added to the supplementaries somewhere in your 
Estimates here? If so, where? 


Mr. Osbaldeston: There was a reduction in the enrolment 
of the farmers under the act because of the LIFT program, 
and that gave rise to a lower expenditure under this par- 
ticular program. 


Senator Buckwold: Where would the LIFT estimates be? 


Mr. Osbaldeston: That was contained in Supplementary 
Estimates (C) for 1969-70. 


Mr. MacDonald: Mr. Chairman, the LIFT program is a 
non-lapsing reserve fund in that particular case. 


Senator Phillips: Mr. Chairman, on page 70 of the Supple- 
mentary Estimates (A), under “Manpower and Immigra- 
tion” there is reference to a contribution of $100 million in 
connection with the Local Initiatives Program. I am inter- 
ested in who grants the approval of the program. Is it 
approved by both federal and provincial governments or 
by a provincial government alone? 


Mr. Osbaldeston: Mr. Chairman, this will be found under 
Vote 10a on page 68. On page 70, as Senator Phillips points 
out, there is a detailed explanation of the contributions. It 
is explanatory. The Local Initiatives Program is com- 
prised of two parts: the first is contributions to municipali- 
ties and local governments relative to programs they have 
put forward; the second is contributions to local organiza- 
tions and groups relative to projects that they have put 
forward. 


Mr. Chairman, I have an application form here and 
perhaps Senator Phillips would like to have a copy of it 
after the meeting. I have only the one copy with me at the 
moment and I will need to refer to it. 


The Chairman: I am sure Senator Phillips would appreci- 
ate receiving a copy of it. 
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Mr. Osbaldeston: In terms of the applications made under 
the program, this sheet that I have before me sets out the 
projects, the timing, et cetera. If I may, Mr. Chairman, I 
will give that to Senator Phillips later. It also sets out 
briefly the types of projects that one would expect to be 
funded under this program, that the Government intends 
to fund under this program, relative to municipal and local 
organizations. Applications are made to the regional 
offices of Canada Manpower. They have established at the 
regional level an advisory board comprised of the regional 
director and some of the local people in order to examine 
the proposals put forward. In the case of the municipali- 
ties, if I may read from section 8 of this project approval 
form ‘applications from municipalities must have the con- 
currence of the appropriate provincial or territorial gov- 
ernment and should be submitted to its office as soon as 
possible.” That is, the Manpower office. So they must have 
the concurrence. 

In the case of the local organizations and groups, as I 
understand it, if the applicants wish to undertake work 
which relates very directly to municipal services or provin- 
cial services in that area—and when I say “relates to’, it 
may be supplementing some activity which might present- 
ly be carried on by provincial or municipal governments, 
or what one would expect to be carried on—they may not 
duplicate such services. Indeed, if they bear on the munici- 
pal or the provincial area of authority, the screening group 
will seek the concurrence of the municipality or province 
involved. So, I think the short answer to your question, 
senator, is that where there is a municipal grant, yes, there 
must be formal concurrence, and relevant to the local 
organization we will indeed seek assurance that they do 
have concurrence. 


Senator Phillips: Mr. Chairman, this is probably a ques- 
tion that the witness cannot answer. I am rather curious to 
know the reasons for leaving hospitals and educational 
institutions out of this program. I have seen where chur- 
ches have received grants, and to me it seems logical that 
hospitals and educational facilities should receive the 
same consideration as the church. 


Mr. Osbaldeston: I was not aware, senator, that hospitals 
were excluded. 


Senator Buckwold: Perhaps I, as an ex city mayor present- 
ly involved with much of this, can throw some light on this. 
Apparently earlier there was some confusion and the edu- 
cational people thought they would get some grants. But 
now it has been clarified and the situation is otherwise in 
view of the fact that already they participate either direct- 
ly or indirectly in federal money. So, apparently, hospitals 
and educational institutions are covered in this way and 
receive a part of this money whereas churches presumably 
do not. 


The Chairman: I am concerned about this $80 million 
program, “Payment of grants pursuant to section 4 of the 
Employment Support Act,” which is referred to on page 60 
of the supplementary Estimates. Can you tell us how much 
has been expended or committed on that? 


Mr. Osbaldeston: I believe there was a statement in the 
house by the parliamentary secretary to the Minister of 
Industry, Trade and Commerce indicating that the impact 
on employment in Canada expected to arise as a result of 
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the United States surcharge had to this point in time been 
less than anticipated, and, if my memory serves me, I 
believe the number of jobs expected to be affected has 
been reduced by one-half. So far as the payments already 
made are concerned, I am sorry I cannot comment on that. 
I expect, from what I have said, that it is clearly less than 
was originally anticipated, but if you like I could try to 
determine that and let you have it. 


The Chairman: I think we would like to know at the 
present time the state of the negotiations, the firms that 
are involved, and the contributions or the commitments 
that have been made. It may be that they have not yet been 
paid, but we approved an $80 million figure and I think we 
should have some indication—since we can have knowl- 
edge of what is happening to that figure—at the time we 
are asked to make the approval of exactly how it is going 
at this stage and what commitments have been made, and 
what commitments the Government estimates will be 
made down the road in the light of the fact that the impact 
apparently is half of what it was expected to be. 


Senator Flynn: Mr. Chairman, there is a technical ques- 
tion relating to this. We have voted this $80 million in the 
special act, and therefore this amount appears here only 
because it has to be included in the expenses of the Gov- 
ernment for the present fiscal year. I remember that when 
we discussed the act it was made clear that the $80 million 
was provided for the present fiscal year. It could not be 
continued next year, apparently, unless we were to amend 
the act itself or to amend it by way of the Estimates. So I 
just wonder if the situation is such that it would require an 
amendment to the act. 


The Chairman: I think it could be done by a supplemen- 
tary Estimate. 


Mr. Osbaldeston: That is correct, it could, because the 
issue would be simply the dollar limit and the timing of the 
act. 


The Chairman: Since we are at this stage of Supplemen- 
tary Estimates (A) and since the program has been 
approved and put into operation, I think it is an area 
where we want as much information as we can possibly 
get—Who is getting these loans? What effect are they 
having? What commitments is the Government undertak- 
ing? What does the Government estimate it will use in 
relation to the total of $80 million? This is an area in which 
public understanding of what the Government is doing is 
extremely important. 


Senator Flynn: The fact is that if the Government has had 
to revise its original estimate of $80 million, it would have 
been proper to provide for a credit for the decrease in the 
amount. That is if it is foreseen that they will not need this 
$80 million until the end of the fiscal year. 


The Chairman: That may be true, but of course we cannot 
tell that until we have the information. 


Senator Molson: I thought there was an indication that if 
this amount was not sufficient it would be increased. 


The Chairman: It seems to me that they were talking 
about going to $190 million, and then the next thing I 


heard was that the effect of the surcharge was half what 
they thought it would be. 


Senator Langlois: Mr. Chairman, since we have been 
making reference to the surcharge, I think it should be 
pointed out that this legislation is not limited to the sur- 
charge. It is a corrective piece of legislation to provide 
corrective measures for any other similar imposition or 
surcharge imposed by any other country in the future. 


Senator Grosart: I think the expression used was, “sur- 
charge or like action.” 


The Chairman: “Surcharge or action of a like nature.” 


Senator Molson: Was there discussion about raising the 
amount if necessary? 


Mr. Osbaldeston: I think that discussion did occur, but I 
believe it was also mentioned in the debates in the house 
that of course this applied to a six-month period, and if the 
surcharge were to continue during the 1972-73 fiscal year, 
the amount would have to be increased to $150 million. 
That may be the figure that the senator recalls hearing 
mentioned. 


The Chairman: Then, senators, is it agreed that we should 
get that information? 


Hon. Senators: Yes. 
The Chairman: What should we ask for specifically? 


Senator Flynn: We should ask for what has already been 
spent and what is expected to be distributed until the end 
of the fiscal year. 


Senator Grosart: We can ask John Connally for that 
information. 


The Chairman: We should ask for what is the amount 
committed, what is the outlook, the list of firms and the 
amounts, the provincial breakdown— 


Senator Molson: —the employment affected. That is the 
purpose of the act. 


The Chairman: —the employment affected. 


Senator Grosart: I think it was suggested that there might 
be a degree of confidentiality required in the interest of 
firms receiving assistance. 


Mr. Osbaldeston: Mr. Chairman, I do recall that the min- 
ister stated in the house he was concerned that a release of 
such information not adversely affect the competitive 
position of the firms receiving a grant. We can put these 
questions to the department concerned and endeavour to 
obtain an answer. 


Senator Molson: They can certainly give us the industry 
involved. 


The Chairman: I think they can go further than that. It 
seems to me it is very unlikely that the knowledge of a 
firm receiving a grant to maintain a level of employment is 
adversely going to affect its competitive position. 


Senator Grosart: There were very strong representations 
made to that effect, and the minister responded sympa- 
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thetically to them. I think there is something to be said for 
it. Perhaps a year later it would not matter, but at the 
moment it could very well adversely affect the position. It 
would disclose whether a firm was absorbing the sur- 
charge in its export policy matters, and they might not 
want their competitors to be aware of this. 


The Chairman: This is the sort of thing that happened 
with the Manitoba Development Loan Fund, when the 
Government said they could not disclose the figures. It 
turned out later that if they had disclosed the figures it 
would have been more helpful to everybody involved, and 
no one’s particular advantage would have been affected in 
any way. 


Senator Grosart: I think what was probably in the minis- 
ter’s mind was that if you started publishing the names of 
beneficiaries you would have a rush on by firms seeking 
assistance. One firm would feel that, if his competitor was 
getting assistance in his export market, he would want it 
too. 


The Chairman: That is a different problem. I can under- 
stand that. If we were asking for sales information, or for 
information having to do with the financial statement, that 
is a different matter. All we are suggesting is information 
regarding the amount that has been committed to what 
firms, and what employment is affected. 


Senator Grosart: Then, of course, you have to ask why, 
which means going through the whole procedure which 
the firm has been subjected to in making its representa- 
tions under the act. It will be a pretty tough process. A 
firm will have to disclose information it would not disclose 
even to the income tax office. 


The Chairman: But, in fact, we are not asking why. 


Senator Langlois: Mr. Chairman, we are not interested in 
obtaining the names of the recipients are we? What pur- 
pose would that serve in the study we are now making? 


Senator Grosart: Perhaps only the fact that it is complete 
disclosure. Perhaps that is the only thing you can say in its 
favour. 

Senator Flynn: If you do not have the industry— 


Senator Langlois: But you will know the industry 


involved. 


Senator Flynn: —sometimes by having the name of the 
firm we can better appreciate the problem. 


The Chairman: I do not see why a grant under a public 
act should not be made in the most open of ways. 


Senator Grosart: Welfare recipients do not want their 
names published. 


Senator Flynn: This is not a welfare matter. 
Senator Grosart: It is welfare, in a sense. 


Senator Molson: In reverse procedure, when you help the 
federal Government by paying income tax you do not have 
to disclose the name of your firm and the amount. 


Senator Grosart: I might say that I am not against corpo- 
rate welfare. 


Finance 23:19 


Senator Beaubien: Mr. Chairman, it would affect the com- 
petitive position if the Government gave me a grant and I 
absorbed the 10 per cent figure. If you had two people in 
the same business and one could absorb the 10 per cent 
and the other one could not, this would make a pretty big 
difference to the competitive position. 


The Chairman: I do not feel that this is a case of whether 
or not they can absorb the 10 per cent. It is a case of 
whether or not the grant will protect a certain level of 
employment. 


Senator Beaubien: If we are both in the aluminum busi- 
ness and I obtain a grant from the Government and 
absorb the raised tariff, which went from 1.3 cents to 4 
cents—of course, if I do not obtain that grant I cannot 
absorb it— 


The Chairman: The point I am making is that, under the 
terms of the act, it is not a matter of whether you can 
absorb the effect of the surcharge or not. So long as you 
are protecting a certain level of employment you are enti- 
tled to the grant. 


Senator Molson: Mr. Chairman, with great respect, I do 
not think I would begin by asking for the names of the 
firms. I would rather feel our way through this matter for 
a while, and if you feel that this does not tell us anything, 
then you might come back and say this. I am a little leery 
about this matter in the task which is before us. 


Senator Grosart: So am I, Mr. Chairman. But you can 
argue it the other way as well. A competitor would be 
entitled to know if a portion of his competitor’s export 
policy was determined by an employment subsidy, and 
that is what this would be. He would have to qualify under 
the terms of the act, and these terms are set out. 


Mr. Osbaldeston: Mr. Chairman, the only comment I 
would make is that in dealing with the disclosure of names 
the criteria are fairly explicit as to which companies may 
apply and which companies will qualify. A certain per- 
centage of your production must be exported to the United 
States. I would suggest that this is information the com- 
petitors would like to secure. There may be other criteria 
such as this which, by the very fact that you received a 
grant, would indicate that you have met the criteria. This 
may indeed be helpful to your competitors. 


Senator Flynn: Let us leave it to the minister to decide 
whether or not the information should be supplied. 


The Chairman: I am inclined to disagree with you, sena- 
tor. I am inclined to agree with Senators Molson and 
Grosart that we ask for a list by industry. 


Senator Molson: That is, to begin with, at least. 


Senator Grosart: Let us ask for whatever details are avail- 
able because it does not matter what we ask for, the 
minister will decide what to give us, in any event. 


The Chairman: I would like to know what he does not 
decide. 


Senator Phillips: Mr. Chairman, I would be interested in 
obtaining information regarding how many jobs were 
protected. 
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Senator Grosart: The Government will boast about this, 
so you do not need to worry about that. We will have a full 
report on that. We have no disclosure problem there. 


The Chairman: The list should include the amount which 
has been committed, the outlook, a list by industry, a 
provincial breakdown, and the employment affected. 


Senator Grosart: Mr. Chairman, this committee has been 
interested in the past in the relationship between increase 
in the Gross National Product, national productivity, and 
the increase in all federal Government spending. In fact, at 
one time we recommend that the increase in, all Govern- 
ment spending should never, as an annual percentage, be 
greater than the increase in national productivity. 


I would like to let Mr. Osbaldeston know that I have 
great difficulty every time I attempt to discover the 
amount of the percentage increase in Government spend- 
ing. That brings me back to this $15.3 billion and $14.3 
billion, because referring again to the brochure, “Your 
Tax Dollar’, page 17, I find a table headed “‘The Spending 
Program.” I commend the authors of the report for using 
the word “spending,” instead of the circumlocution of 
“expenditures,” and so on. It is the spending program— 
"past, present and future.’ This particular tabulation 
starts at 1964, the total figure being $7.2 billion. The pro- 
posed, which is the figure we are discussing for 1971-72, is 
again $14.3 billion. Referring to the figures before us, I 
find the new figure of $16.2 billion. I merely point out that 
these are not the same kinds of figures. 


However, how would I relate, for example, the $16.2 
billion to last year’s comparable figure in an attempt to 
discover the percentage of increase? 


Mr. Osbaldeston: The figures you referred to in the Blue 
Book, I believe, are the budgetary figures. The figure of 
$15.34 billion includes budgetary and non-budgetary. 


Senator Grosart: Yes, I agree. As I say, they are not the 
same thing. 


Mr. Osbaldeston: So they are not comparable. 


Senator Grosart: But where do I go at this moment, in the 
book that is before the committee, to find out the compara- 
ble increase when there is no comparable figure before us 
for last year? 


Mr. Osbaldeston: I am sorry it is not before you. If you 
refer to the official main Estimates, there is a table which 
sets out the amounts of the main Estimates year by year. 


Senator Grosart: The point Iam making at the moment is 
that the comparable figure is not before us in the Supple- 
mentary Estimates (A). 


Mr. Osbaldeston: Included in the main Estimates is a 
table setting out year by year the main Estimates tabled in 
the house by the Government, plus supplementary Esti- 
mates tabled in the house by the Government relative to 
budgetary expenditures. It gives total budgetary by year. 
Below that table is another, indicating non-budgetary, 
which sets out the non-budgetary items tabled in the main, 
plus the non-budgetary items sought in supplementary 
Estimates. 


Therefore, a comparable figure, as the senator points 
out, is a composite of the two. In order to arrive at a 
comparable figure for 1971, to the figure of $15,340 million, 
one would add the figures for 1970-71. 


Senator Grosart: Yes; the point is it is not totalled here. 


Mr. Osbaldeston: In that case I suppose we need a third 
table, senator. 


Senator Grosart: Yes, it is not totalled here, yet it is 
carried over as a total figure. In my opinion, to some 
extent, to a layman at least this is misleading. I return to 
the question of which numbers I use to arrive at the 
percentage. Is it the difference between $16,212 million 
and $15,340 million? 


Mr. Osbaldeston: The phrasing of the question indicates 
that you are interested in Government expenditures, 
rather than the growth in GNP. 


Senator Grosart: The first question is: What is the per- 
centage increase projected now with main Estimates plus 
Supplementary Estimates (A)? 


Mr. MacDonald: Again, senator, are you referring to the 
difference between 1970-71 and 1971-72? 


Senator Grosart: Yes, the percentage increase in federal 
Government—now, what word do I use? I cannot use 
“spending”, because that is given a different meaning 
here. 


Senator Beaubien: Total expenditures. 
Senator Grosart: It is not total expenditures. 


Mr. Osbaldeston: You would have to compare budgetary 
and non-budgetary expenditures with main Estimates, 
budgetary and non-budgetary. 


Senator Grosart: I agree, but what wording do I use to 
describe this? “Government spending and commitments”? 


Mr. Osbaldeston: We refer to it as the expenditure budget. 


Senator Grosart: Of course, you do not include Loans, 
Investments and Advances in that. 


Mr. Osbaldeston: Yes, we do, sir. 


Senator Grosart: Oh, yes, you do. Yes, because they are 
expenditures, the money has gone. 


Mr. Osbaldeston: Our term “expenditure budget,” sena- 
tor, covers budgetary expenditures, statutory and non- 
statutory, and Loans, Investments and Advances. 


Senator Grosart: So could I use the term “spending 
budget’? 


Mr. Osbaldeston: Well, sir, we endeavoured to popularize 
it. I appreciate your kind comment with respect to our 
Blue Book. We did try to popularize it in order to make it 
readable to the general public. When we ourselves work on 
these problems on an official basis we attempt to retain, I 
suppose, a little history or tradition in addition to using 
more precise wording. “Expenditure budget” is a fairly 
precise wording for us. 
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Senator Grosart: So we would have to make a distinction 
in the two publications between the phrases “spending 
program” and ‘expenditure budget”? 


Mr. Osbaldeston: There is a difference, because the 
spending program in what we refer to as the “baby Blue 
Book” refers to the budgetary expenditures of the Govern- 
ment. The expenditure budget, as I have just referred to it, 
includes non-budgetary as well as budgetary. 


Senator Grosart: Then I think you would appreciate why 
a layman might become a little confused. 


Mr. Osbaldeston: I do not wish in any way to indicate that 
many of the public are not interested in the larger Blue 
Book. We do, however, expect that the “baby Blue Book” 
has a greater readership than the larger one. Therefore we 
endeavoured to put to the public in as simple words as 
possible, without being misleading, the manner in which 
the Government indeed spends their tax dollar. 


There is reference in the “baby Blue Book” to the non- 
budgetary items. The Loans, Investments and Advances 
are indeed mentioned, but not in the same detail as the 
budgetary. 


Senator Grosart: Would you then say that if I were to 
subtract the $15.3 billion, in the left-hand column on page 
5, from the $16.2 billion, which appears in the right-hand 
column, the difference would be the increase to date of 
this year’s expenditure budget? 


Mr. Osbaldeston: That is correct; that appears under 
column 4 under “Total,” $872 million. The difference 
between $16,212 million, in the right-hand column, and 
$15,340 million, in the left-hand column, appears under the 
column entitled ‘Total Supplementary Estimates,” the 
amount being $872 million. 


Senator Grosart: I did the arithmetic quickly and it did 
not produce that figure. However, that is neither here nor 
there. 


Mr. Osbaldeston: Senator, you frighten me if it does not 
come out that way. 


Senator Grosart: I never was good at arithmetic. So we 
take $872 million as a percentage of $15,340 million. I 
would like to work that out. 


Mr. Osbaldeston: I believe it is approximately 53 per cent, 
senator. 


Senator Grosart: Approximately 53 per cent is the 
increase in the federal Government expenditure budget. 


Mr. Osbaldeston: I should like to mention that nearly 50 
to 60 per cent of that increase is related to the creation of 
employment opportunities. 


Senator Grosart: I am not questioning that. There are 
other good uses of money in here besides that. 


Senator Buckwold: I gathered earlier that Senator Grosart 
was looking at the over-all percentage increase of federal 
expenditures in one year compared to those of previous 
years. What we are getting now is really just a supplemen- 
tary. The supplementary estimates are quite clear, but 


they become meaningless in the over-all picture when’ 


comparing them on a yearly basis with the total 
expenditure. 
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Senator Grosart: I was coming to that. We already have an 
increase of 5 4per cent. What percentage do we add to this 
to find out the total increase in federal Government budge- 
tary expenditure this year, as an annual percentage, com- 
pared to last year? 


The Chairman: That is, at the same time? 


Senator Grosart: I am thinking in terms of an increase in 
the GNP, which may be 8 or 9 per cent in current dollars. 
We are dealing with current dollars here, so that is 
comparable. 


Mr. Osbaldeston: I would have to go back to the main 
Estimates book, add the budgetary to the non-budgetary to 
get the total and get the percentage increase to arrive at 
the $16,212 million. 


Senator Grosart: You would have to go back to the Public 
Accounts. 


Mr. Osbaldeston: You are speaking of total Government 
expenditure? I was restricting my remarks to the expendi- 
ture budget increase. We would have to go back to the 
Public Accounts for the total. 


Senator Beaubien: $16 billion is the total. 


_ Senator Grosart: But there is nothing to compare it with 
here. 


Mr. Osbaldeston: The $16 billion refers to the Estimates— 
Senator Beaubien: Are there any other expenditures? 

Mr. Osbaldeston: Yes, there are. 

Senator Beaubien: How much, roughly? 

Senator Grosart: I think they are here somewhere. 


Mr. MacDonald: In a typical year there are loans, invest- 
ments and advances provided for under a continuing stat- 
ute which do not have to be reflected in the supplementary 
Estimates. 


Senator Beaubien: But is could be argued that they would 
not really be expenditures. 


Mr. MacDonald: But they represent several hundred mil- 
lion dollars in loans to the Central Mortgage and Housing 
Corporation, the Farm Credit Corporation, and so on. 


Senator Beaubien: I think we should have that figure. 


Senator Grosart: That is what I am getting at. I refer the 
committee to page 15 of the publication “How your Tax 
Dollars are spent”, it says: “The main Estimates do not 
represent the whole of the spending program.” We have 
the phrase “the spending plan’. It says: “The spending 
plan also includes such financial operations as the Canada 
Pension Plan, the Unemployment Insurance Fund, and 
Government loans and investments,” and so on. It goes on 
to the Quebec situation and so on. Why cannot we obtain 
at this time the whole of the spending program? We always 
assume that this is it, but it is not. 


Senator Beaubien: I think that is very important. Last 
year, for the first time, the other two levels of government 
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spent just as much as the federal level. If we contemplate 
that the other two levels will spend in excess of $16 billion, 
and that is not the complete figure, it looks like an expen- 
diture by the government this year of at least $33 billion. If 
our GNP is projected to be $84 billion, it comes to about 40 
per cent, which is just shocking. That is the figure that we 
should look at. 


The Chairman: We are asking for the total spending pro- 
gram, including the budgetary items, the loans, invest- 
ments and advances, and the loans, investments and 
advances under the continuing budgetary program for this 
year compared to last year, showing the percentage 
increase, and comparing it as a matter of percentage to the 
GNP of each of the years. 


Senator Grosart: That is right. 


Senator Beaubien: Can we be given also a rough idea of 
what the provinces and municipalities are going to spend? 


Mr. Osbaldeston: We will secure the best information we 
can. I am sure that honourable senators are fully aware of 
the difficulty we may encounter in putting together all of 
the information requested. We will certainly put together 
all the information that is available, and if some is not 
readily available we will indicate why. 


Senator Grosart: Surely, we should be able to obtain at 
least one number which would fit the description here of 
the whole of the federal Government spending program. 


The Chairman: That would involve no problem. 


Senator Grosart: But it will. As the Economic Council 
points out, this data is not available to economists. The 
Economic Council, in its current report, says, “Unfortu- 
nately the data is not readily available.” I have been at 
conferences when economist after economist has got up 
and said, “I have come down here, but it is hopeless to try 
to get the necessary information out of federal Govern- 
ment departments.” I might say that I told them that I did 
not believe that was true, that if you work hard enough, 
you can get it. 


Mr. Osbaldeston: As I indicated earlier, in view of 
requests from the Public Accounts Committee of the 
House of Commons, work is under way to try to improve 
the data that appears in the Public Accounts. This prob- 
lem has been recognized, and work is now under way to 
try to improve the data. Undoubtedly it will take a great 
deal of work. My concern is how quickly can I respond in 
advance of this work to the request of Senator Grosart. 


Senator Grosart: I know that it will be a slow process. I 
am suggesting that we move some of the Public Account 
numbers up to this point. When we are asked to approve a 
projected total of $16.2 billion, we should know to what 
part of the whole spending program that refers. We should 
know what else there is. 


Mr. MacDonald: There are large problems of definition. 
The Committee is interested in a re-rendering of the 
national accounts. If we were to take expenditures author- 
ized under other statutes and add them to the expendi- 
tures that are in here, we would be adding numbers that 
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are not in a true sense additive. For instance, there are 
contributions here into the Public Service Superannuation 
Account and other pension accounts, but they do not 
necessarily represent actual out-flows of money. They are 
accounting transfers, and the pension payments in a year 
may be less than contributions to the pension fund. 


Senator Grosart: Yes; but you include all sorts of other 
transfers. You include all the transfers to the provinces. 
This is another thing that I would very much like to see 
broken out, a subtraction of the bookkeeping entries, 
where what you are doing is really collecting money for 
the provinces. 


Mr. MacDonald: That is done in the national accounts. 
The difficulty is that the Estimates are a proposal to Par- 
liament for authority to spend money or to take certain 
actions in the accounts, and are not exactly equivalent to 
an out-flow of cash. To break this out-flow of cash is 
enormously more difficult than adding figures from here 
and figures from other sources. 


Senator Grosart: But cash flow represents another prob- 
lem. You do provide statistics on cash flow, but I come 
back to this phrase “the whole spending program.” I say 
we are entitled to have this at the time we are asked to 
approve supplementary Estimates or main Estimates. If 
your phrase is “whole spending program,” then we can 
only assume we have before us a partial spending 
program. 


Mr. Osbaldeston: It is proper to say, though, that Parlia- 
ment has indeed approved these other expenditure plans. 
In other words, they were brought to Parliament, and 
statutory authority to make these expenditures does 
indeed exist. Therefore, Parliament has dealt with them on 
at least one occasion. We then come forward with main 
Estimates which propose new spending programs. These 
are the additives. The only point I make, senator, is that 
these other programs have been brought to Parliament. As 
to the outflows that are going to occur in any particular 
years— 

Senator Grosart: That previous approval argument would 
apply to all the statutory items, so it is not a valid argu- 
ment for not including the others. In the information you 
give us, you do include the statutory items. 


Mr. Osbaldeston: We include here the statutory items 
which come under budgetary headings, that is correct. 


Senator Grosart: Perhaps the difficulty is that your 
responsibility is to provide the numbers that have to be 
approved by Parliament, but what I am saying is that 
when you provide those numbers it would seem to me to 
be a disclosure obligation to provide further information 
as to the relationship of those numbers to, and I come 
back to the phrase, “the whole of the spending program”’ 
at the time you ask for this approval. 


The Chairman: You are talking about bulk figures. 


Senator Grosart: I would like the same type of details here 
as well. 

Senator Phillips: In the phrase you used this morning, 
“budgetary expenditures,” are the expenditures of Crown 


‘corporations included? 
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Mr. Osbaldeston: Some of the expenditures of Crown 
corporations are included in budgetary to be voted; other 
expenditures of Crown corporations come under the 
Loans, Investments and Advances column. As an example, 
the CBC operating deficit is covered by a budgetary to be 
voted. The capital expenditures of the CBC are provided 
through the technique of Loans, Investments and 
Advances. With respect to other cases it may simply be by 
loans, or in other cases it may simply be by budgetary. 


Senator Phillips: If I was interested in obtaining informa- 
tion on, say, Panarctic, where would I obtain it? Would it 
be in the Estimates? 


Mr. Osbaldeston: The legislative authority to make pay- 
ments to Panarctic is sought through an appropriate bill, 
so if you ask the question as to where the Government 
receives the authority, or what limits are on the authority, 
I would refer you to an appropriation act and a particular 
vote which contains that authority. 


Senator Phillips: To be more specific, Mr. Osbaldeston, if 
you wanted to follow the actual expenditure of the money 
voted, where would you obtain that information? 


Senator Grosart: That would be contained in the Annual 
Report of Panarctic. 


Mr. Osbaldeston: That is correct. 


Senator Grosart: But this creates another difficulty. There 
was mention of the CNR coming under a separate act. 
Parliament is asked to approve some of the expenditures 
in the CNR annual bill 18 months after they have been 
made. I have objected to this before a Senate committee. 


The Chairman: Perhaps we can leave that point now, 
senator; it is well made. 


Senator Grosart: I hope you will excuse my being persist- 
ent, Mr. Chairman, but persistence on the part of this 
committee in the past resulted in this excellent practice of 
giving us a breakdown of the $1 items. It was this commit- 
tee which persuaded our friends to give us _ this 
breakdown. 

The Chairman: Perhaps we can handle this in the way in 
which we handled the other item. We know what it is you 
are suggesting, senator. When we examine the main Esti- 
mates and the supplementary Estimates, we would like to 
have before us the total of the Government spending pro- 
gram, with as much of a breakdown as is possible, as 
compared to the previous year and as compared to the 
Gross National Product. Perhaps you could give us some 
information on the problems in that regard and how you 
are proceeding towards that; and we will come back to it 
at a later time. 


Senator Grosart: We shall be most thankful for small 
mercies. 


The Chairman: Could we move on now to page 56 under 
the heading “Industry, Trade and Commerce”? This is a $1 
item which you have described. Under Vote lla, you have 
increased the insurance from $100 million to $250 million. I 
wonder if you could give us some more detail on that, 
especially as it affects Bill C-262, the $80 million Unem- 
ployment Support Act, and also as it affects the Kennedy 
Round? 
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Mr. Osbaldeston: The purpose of increasing the amount 
of insurance available was to provide for an expected 
requirement on the part of Canadian industry for loans in 
order to adjust to external actions. Honourable senators 
will recall that under the original vote provision was made 
to assist Canadian manufacturers in meeting the condi- 
tions brought about by the successful conclusion of the 
Kennedy Round. The conditions brought about were really 
of two orders. Firstly, it might bring about greater compe- 
tition for the Canadian company in Canada, and provision 
was made to assist Canadian companies in adjusting by 
providing loans, and loan insurance. The second condition 
that might prevail as a result of the Kennedy Round was 
that an opportunity might arise abroad, and the Canadian 
Government wished to provide loans and loan insurance 
to assist a Canadian company to take advantage of such 
opportunities. With the introduction of the import sur- 
charge by the United States, a condition in the internation- 
al market developed which indeed might require Canadi- 
an companies to adjust in terms of plant capacity, 
machinery, and so forth, in order to make them more 
competitive. Therefore, this is the new part of the Govern- 
ment program, as set out in Vote lla and, in particular, 
Section (a)(i) which I will read, if I may, Mr. Chairman: 


(i) requires such loan in order to adjust to changes in 
conditions affecting his access to foreign markets 
which are attributable to the imposition by a country 
other than Canada of a temporary import surtax or to 
the taking by such country of other actions having a 
like effect,... 


The second part of that is that the Government is looked 
upon as a leader of last resort. Section (b) sets the amount 
of loan insurance available and section (c) provides 
authority to protect the Crown interest in the assets which 
previously have been secured by loan; in other words, it 
permits the Government to move in and support a compa- 
ny that has been the recipient of a loan or a loan guarantee 
if it is deemed by the Government to be the correct action 
to take in order to protect the original investment. 


Senator Grosart: Mr. Chairman, I have to go to another 
committee, the steering committee of which I am chair- 
man. I should like to ask a question and perhaps not wait 
for the answer. In view of the fact that the interest on the 
carrying charges on the public debt now absorbs 14 cents 
of every tax dollar, would Mr. Osbaldeston give us the 
estimate of the deficit as it will now be with Supplemen- 
tary Estimates (A)? 


The Chairman: You do not want that off the top of his 
head, do you? 
Senator Grosart: I am sure he has it. 


Mr. Osbaldeston: I think that with a drop in interest rates 
things are improving, but if you like, senator, I will get that 
figure for you. 


Senator Grosart: Thank you. 


The Chairman: That last part interests me. You say that if 
the Government feels it is in jeopardy on a loan it can do 
what? 
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Mr. Osbaldeston: If under the program the Government 
has made a loan or insured a loan to a company to assist it 
to adjust to the imposition of the import surtax by the 
United States. 


The Chairman: Or to the general Kennedy Round? 


Mr. Osbaldeston: Or to the general Kennedy Round. If 
after having received the loan or loan guarantee that com- 
pany still finds itself in difficulty, and in fact is in danger 
of, let us say, bankruptcy, the Government may make a 
further loan or extend its loan guarantee to the company if 
it is felt that such further loan or guarantee would protect 
its original investment, its first loan or loan guarantee. It is 
a supplementary loan fund. 


The Chairman: Would that mean the terms of that further 
loan are not in accordance with the act as originally 
contemplated? 


Mr. Osbaldeston: No. First of all, the General Adjust- 
ments Assistance Program was brought in as part of an 
appropriation act. Certainly, the second loan is to protect 
the first loan, the purpose of which was to assist the 
company to adjust to the Kennedy Round. In effect, it is a 
further loan, a second loan, for the same purpose. 


The Chairman: Are you now dealing with the item on 
page 58? 


Mr. Osbaldeston: Page 56. 


The Chairman: Going over to page 58, Vote 17a seems to 
deal with the point you are now raising. Is that correct? 


Mr. Osbaldeston: That is correct, Vote 17a deals with 
loans. You are quite right, Mr. Chairman, I had directed 
my remarks to Vote 17a when speaking of direct loans. 
Vote lla on Page 56 refers to loan guarantees. 


The Chairman: It is interesting that in item (b) of Vote 17a 
it says: 
to a person or to a trustee or receiver authorized to 
carry on the business. 


I gather this is new legislation. 
Mr. Osbaldeston: It is a new provision, that is correct. 


The Chairman: So you are contemplating loans to some- 
body who has had a loan, has made an assignment to its 
creditors, and a receiver has been appointed. Is that 
correct? 


Mr. Osbaldeston: If that is deemed to be the best way to 
protect the Government’s original investment. 


The Chairman: But it is clear there must be cases of this 
nature, otherwise one wonders what the purpose of the 
amendment is. It is specific, is it not? 


Mr. Osbaldeston: There could not have been cases where 
the Government has actually done this, because this is the 
first time they seek authority to do it. There may well have 
been cases in the past where the Government felt it would 
have been wise to do this, and undoubtedly they anticipate 
this may arise in the future and want authority to make 
such a loan. 


The Chairman: Have you any information indicating that 
this condition obtains at the present time? 


Mr. Osbaldeston: I do not. 


The Chairman: Could you give us some more detail on 
why this amendment is being made? 


Mr. Osbaldeston: Yes. I do recall the discussion on this 
item, and I recall the statement by the departmental offi- 
cials that the situation had arisen in the past where they 
felt it would have been advantageous to protect their posi- 
tion by a further loan, but they had been unable to do so. 


The Chairman: Could you enlarge on that information on 
investigation with the Department of Industry, Trade and 
Commerce? 


Mr. Osbaldeston: I will endeavour to do so. 


The Chairman: Let us move back to Vote 16a, the one 
above. Is that the same item? This guarantees loans made 
by private lenders. What happens there? 


Mr. Osbaldeston: I believe the situation is as follows. Vote 
17a seeks to extend the section of the GAAP authority to 
permit the Government to make direct loans because of 
the surtax. Also, in Vote 17a, having made the initial loan 
because of the surtax, they seek authority to make a sup- 
plemental loan. 


The Chairman: If the loan has gone back. 


Mr. Osbaldeston: If it is going or has gone back. Vote 16a 
seeks the same authority to make a loan relative to the 
automotive adjustment assistance program. 


The Chairman: But it says: 


to guarantee, in the current and subsequent fiscal 
years ...loans made by private lenders approved by 
the Board to the said persons described above for the 
aforementioned purposes up to an aggregate amount 
not exceeding $5,000,000. 


Were they guaranteed in the past? 


Mr. Osbaldeston: Under the terms of the automotive 
adjustment assistance program we made direct loans. 


The Chairman: So this is not a change; this is merely to 
increase that amount. 


Mr. Osbaldeston: It authorizes the further guarantee. 


Senator Sparrow: What was the amount in the main Esti- 
mates for that? Did the original Estimates show $5 
million? 


The Chairman: In other words, you want to know wheth- 
er it was $3 million or $5 million? 


Senator Sparrow: Yes. 


Mr. Osbaldeston: If I may go back to what the chairman 
was saying, this one refers to the automotive adjustment 
assistance program. Vote 16a is: 


for the purpose of protecting the Crown’s interest in 
the assets securing such loan. 
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That is relative to the position under the automotive 
adjustment assistance program. This provides for the Gov- 
ernment to protect the Crown’s interest in those loans. 
Vote 17a refers to the new authority requested in the 
supplementary Estimates to provide loan authority to the 
Government to assist Canadian manufacturers to adjust to 
the import surtax. Vote 16a seeks the same authority, 
namely to make a supplementary loan relative to the 
automotive adjustment assistance program. They do the 
same thing, only they do it relative to different parts of the 
Government’s general adjustment assistance program. 


The Chairman: Who has been handling the Kennedy 
Round loans? 


Mr. Osbaldeston: The General Adjustments Assistance 
Board. 


The Chairman: There is no difference in who is handling 
it now? 
Mr. Osbaldeston: No, it is as in the past. 


The Chairman: The increase from $100 million to $250 
million is required for that? 


Mr. Osbaldeston: The surcharge aspect; the anticipated 
loans arising out of the imposition of the surcharge. 


The Chairman: So that would indicate that the estimated 
cost at this moment for the surcharge is $150 million plus 
$80 million. 


Senator Hays: In loans? 


The Chairman: In actual cash outlays, there is $80 million 
unaer the Employment Support Act, and an increase of 
$150 million under the Industry Vote 30c. 


Mr. Osbaldeston: Yes, Mr. Chairman. 


The Chairman: That is a total of $230 million that appears 
to be committed by the Government, in reflection of the 
American surtax. 


Senator Hays: It is a straight grant. 


Mr. Osbaldeston: Mr. Chairman, if I may, I should point 
out that vote 17a, which increases the loan authority to 
that level— 


The Chairman: No, I think it is vote 1la that does so, 
increasing it from $100 million to $250 million. 


Mr. Osbaldeston: That is right. 


The Chairman: And you say that that does not transfer 
that authority from one board to the other; it is still the 
same board. So the same board is now handling both the 
Kennedy Round and the surtax imposition? 


Mr. Osbaldeston: That is right. 


The Chairman: And over on Vote 16a there is another $2 
million appropriated to guarantee loans which were 
approved by the board but made by private lenders. 


Mr. Osbaldeston: That is correct. 


The Chairman: And there is another $6 million to make 
additional loans to those recipients of loans where the 
loans are in jeopardy or where the recipients have gone 
into receivership in one form or another. 


Mr. Osbaldeston: That is correct. 


The Chairman: So, in effect, it would appear that the 
results of the American import surcharge have caused the 
Government to increase its commitments by $230 million? 


Mr. Osbaldeston: Yes. The only point I would like to make 
there, Mr. Chairman, is that the $250 million limit on the 
guarantee applies, as you pointed out, both to the Kennedy 
Round and to the import tax, since they are both adminis- 
tered by the same board and both come under the same 
guarantee provisions. But it is true to say that the Govern- 
ment seeks an increase at this time in that order, and it is 
specifically because of the surtax. I just point out that the 
$250 million can be used either for the Kennedy Round or 
for the import surtax. 


The Chairman: But the $6 million and $2 million, or 
certainly the $6 million, can only be used for the surtax—is 
that right? 


Mr. Osbaldeston: That is correct, Mr. Chairman. I apolo- 
gize for not having this quite clear for you. The Vote L80 
of 1968, which Vote 17a extends, is—and I am now refer- 
ring to Vote L80—the vote which established the Kennedy 
Round assistance program. This Vote 17a extends that 
provision, to include the surtax. It then provides for $6 
million on account of the surtax. 


The Chairman: And the same thing happens with Vote 
16a? 


Mr. Osbaldeston: That is correct. 
The Chairman: So now we are up to $238 million. 
Mr. Osbaldeston: But the $6 million would apply to both. 


The Chairman: Except that it would not have happened if 
there had not been the surtax, if you were still just dealing 
with the Kennedy Round. I think what you are saying, in 
effect, there is clear, that it extends the loans which are 
attributable to the imposition by a country other than 
Canada of a temporary import surtax. 


Mr. Osbaldeston: Yes, but I mentioned to you, Mr. Chair- 
man, that the departmental officials have pointed out that 
under the GAAP Kennedy Round there indeed had been 
cases where companies were in danger of, or indeed in, 
bankruptcy where such a provision would have been of 
assistance. Those cases arose prior to the imposition of the 
surtax. 


The Chairman: There would have been a previous provi- 
sion for that? 


Mr. Osbaldeston: No, there was not. This is the first time 
that the Government is seeking authority to make these 
supplementary loans. 


The Chairman: I see. Do you know of any instances at 
this stage where they will have to protect the loan or where 
there has been a case of going into receivership? 
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Mr. Osbaldeston: I do not, Mr. Chairman. 


Senator Phillips: Mr. Chairman, on the section dealing 
with Energy, Mines and Resources, it is my understanding 
that this department has been largely absorbed into the 
new Department of the Environment, yet I notice there is 
an increase of something like $1.6 million in salaries. It 
seems rather strange, when a department is being 
absorbed, to find an increase of that size in salaries. 


Mr. Osbaldeston: Mr. Chairman, if I may, the department 
was not absorbed by the Department of the Environment. 
One very major portion of it was, and the senator is quite 
correct in that. It was the water purity branch of the 
Department of Energy, Mines and Resources. However, 
that leaves the Department of Energy, Mines and 
Resources responsible for energy, except water purity. It 
still retains energy, inclusive of water for power purposes. 
So they are left with the energy factor—oil, gas, water; all 
the mineral items and other resource developments, as 
such. It was only one section that was transferred, just the 
water branch, relevant to water purity, screening and that 
sort of thing. 


Senator Phillips: You mentioned the water branch. I 
believe it is being located in Hull at the present time. This 
has created some problems in regard to the pension funds. 
I have received a number of inquiries, and probably you 
could clarify this for me. I understand the employee trans- 
ferred to Hull now contributes to the Quebec Pension Plan 
rather than the Canada Pension Plan. How are his benefits 
transferred back? 


Mr. MacDonald: Mr. Chairman, there is an agreement 
between the Canada Pension Plan and the Quebec Pen- 
sion Plan for complete transferability of benefits. There is 
an interchange of records between their computer sys- 
tems. Where a person has at any time been a contributor to 
the two plans, both keep concurrent records. When he 
retires, it depends on his residence as to where he does 
receive his benefit, and it is a consolidated benefit. 


Senator Phillips: The employee still has all his benefits? 
Mr. MacDonald: Yes, senator. 
Senator Phillips: Thank you. 


Senator Buckwold: On page 62, referring to the Grains 
Program, there is an item of $2,660,000 for interest pay- 
ments on items provided for in the Estimates. Does that, in 
fact, represent interest paid on money withheld, that is, 
late payments, while the Grain Income Stabilization Bill 
was on the floor of the House of Commons? 


Mr. Osbaldeston: Yes, senator. 


Senator Buckwold: So that, in fact, every farmer has been 
paid, or will be paid interest on the money that would have 
been paid to him under the original act. 


Mr. Osbaldeston: Actually, the money due under the Tem- 
porary Wheat Reserces Act is paid to the Canadian Wheat 
Board. The Canadian Wheat Board does not immediately 
pay these funds to the farmer, but rather waits until the 
pool is closed, which may be some time in the future. 
Therefore, it is true to say that the total amount flowing 
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into the pool for eventual payment to farmers is increased 
by this amount of interest, and it does compensate the 
wheat pool, the Canadian Wheat Board and, thereby, the 
farmer for the fact that these moneys were not paid on the 
anticipated date. 


Mr. Buckwold: What date was anticipated? 


Mr. Osbaldeston: Well, the procedure is that the wheat in 
storage is estimated as of August 1, I believe. On the basis 
of the wheat in storage—at that time over 178 million 
bushels—the Government calculates the storage charges. 
That is, as I understand it, usually not fully determined 
until about September or October. Once it has been deter- 
mined, the act states that the payments shall be made in 
equal monthly instalments. So, as I indicated to you, it is 
administratively not possible to begin payments on August 
1 because you do not have all the detail on the wheat in 
storage; but as soon as it is determined in September or 
October, the payments begin to go out in equal monthly 
instalments. 


Senator Sparrow: Under what authority can they pay that 
interest? There is nothing in the Temporary Wheat 
Reserves Act to permit the payment of interest for over- 
due accounts. 


Mr. Osbaldeston: The payment is paid out of the Vote 5 
contingency fund of the Treasury Board, which provides 
for payment of unforeseen expenditures. Here we seek to 
recoup Vote 5 of the Treasury Board for the funds expend- 
ed for this purpose. In other words, with the exception of 
paylist items, salaries, when we use money out of Vote 5 
for unforeseen contingencies, we come back to Parliament 
and through this device the Department of Industry, 
Trade and Commerce seeks the $2.6 million already paid 
out of Vote 5. They seek the authority for that payment 
here to reimburse us, the Treasury Board Vote 5. We have 
the original authority because we have the authority to 
pay for unforeseen emergencies which arise and must be 
funded in between the submissions of estimates to 
Parliament. 


Senator Sparrow: I am not critical of the amount being 
paid, because I do believe it is going to a good cause, but 
on what basis would the Treasury Board determine that in 
fact this was an amount owing? After all, there is no 
statutory provision to pay that. 


Mr. Osbaldeston: Given that the amounts were to have 
been paid in equal monthly instalments, and given the 
interest that would have been available to the Canadian 
Wheat Board had these payments been made on the date 
contemplated, one can develop, therefore, if I can describe 
it this way, the amount of money owing to the farmers for 
the fact that the payments were not made in equal month- 
ly instalments on the date intended. 


Senator Sparrow: That is very loose. 


Senator Hays: With respect to the farmers receiving their 
amounts, when did the delinquency start? 


Mr. Osbaldeston: The payments that were made related 
in large measure, as I recall it, Senator, to the crop year 
1969-70 and partially to the crop’ year 1970-71. The reason 
for the delay is that the accounts do not close on the pools, 
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as you well know, so that the payments are related to those 
two periods. 


Senator Hays: At what date would the delinquency in 
payment have been made? Because it was a year previous, 
would it not have been in June? 


Mr. Osbaldeston: The delinquency began on August 1, 
1970, relative to the payments. 


Senator Hays: This $2.6 million picks up this slack. Were 
the delinquent payments not somewhere in June, at which 
time the farmers would ordinarily have received their 
payments, whereas they did not receive them until some 
time in October? Will the farmer be receiving interest on 
this? That, I think, is the question that was being raised. 


Mr. Osbaldeston: The distinction I was trying to make is 
whether the Government pays to the farmer or pays to the 
Canadian Wheat Board. Indeed, it pays to the Canadian 
Wheat Board, and, as senators well realize, the Canadian 
Wheat Board then deducts all of its operating expenses 
and it pays for its storage, et cetera. An amount is left 
over. First, the initial payment is made; and then the final 
payment is made. Now, when does the amount that the 
Government pays to the Wheat Board really get to the 
farmer? I think it depends on how you look at it. It could 
comprise part of the first payment, if one wanted to look 
at it that way, or it could make up part of the final 
payment. It depends on how you look at it. I would suggest 
to you that it affects the amount of the final payment. If 
the Government’s payment is high, the final payment is 
higher and if the Government’s payment is low, the final 
payment is lower. 


Senator Buckwold: You have determined that interest is 
paid on the amounts that were not paid when they should 
have been paid. The bill did not pass the house; it was 
withdrawn. On the supposition that the bill had passed the 
house, would the farmers have collected that interest as 
well? 


Mr. Osbaldeston: No. The bill called for the termination 
of the Temporary Wheat Reserves Act as of July 31, 1970. 
Therefore, no obligation would have been incurred by the 
Government if that bill had been passed. 


Senator Buckwold: It would have been made up by higher 
payments? 


Mr. Osbaldeston: It would have been made up by a new 
program which also contemplated an expenditure of $100 
million in transitional payments. 


Senator Hays: In respect of Senator Grosart’s last ques- 
tion in which he was asking for the total amount of inter- 
est that is necessary to service the debt, am I correct that it 
would not be very difficult to give us the total amount of 
the interest for each year during the 1960s that it took to 
service the debt? Can we receive this information? 


Mr. MacDonald: We can draw that information from the 
Public Accounts. 


The Chairman: Honourable senators, if there are not fur- 
ther questions, shall I report the Supplementary Estimates 
(A)? 


Senator Hays: I so move. 


The Chairman: Do you wish to leave the formation of the 
report in your Chairman’s hands? 


Hon. Senators: Agreed. 


The Chairman: On your behalf, honourable senators, I 
should like to thank both Mr. Osbaldeston and Mr. Mac- 
Donald for their assistance. I would comment on the 
incredible range of knowledge that these gentlemen have 
displayed in the examination of a subject that covers 
almost every aspect of Government activity. It is very rare, 
if ever, that they are stuck for an answer. Thank you very 
much. 


Mr. Osbaldeston: Thank you very much, Mr. Chairman. 
The committee adjourned. 
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APPENDIX “A” 


TREASURY BOARD—CANADA 


Ottawa, Ontario 
K1A 0R5 


July 16, 1971. 


Senator D. D. Everett, 
The Senate, 

Room 572-S, 

K1A 0A4, 

Ottawa, Ontario. 


Dear Senator Everett: 


When Treasury Board officials appeared before the 
Senate Committee on National Finance relative to Main 
Estimates 1971-72, two questions went unanswered. One 
concerned the distribution of expenditures by province 
under the bilingualism development program and the 
other deposits on certain air travel credit cards. Both were 
raised by Senator Hays and accordingly I am sending him 
a copy of this letter and its enclosures. 


Yours sincerely, 


Bruce A. MacDonald, 
Director General, 
Budget Coordination. 


Encl. 


c.c. Senator Hays 


RESPONSE TO REQUEST FOR INFORMATION 
SENATE NATIONAL FINANCE COMMITTEE 
(Raised when 1971-72 Main Estimates were under review) 


SUBJECT: (Page 18A15 of the proceedings for June 9, 
1971) 


Distribution by provinces of expenditures under the 
bilingualism development program. 


Answer 


According to information received from the Department 
of the Secretary of State, the final determination of the 
distribution by provinces of the 1971-72 funds has yet to be 
made. However, the distribution for the fifteen month 
period, January 1970 to March 1971 is known and is shown 
below. 
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BILINGUALISM DEVELOPMENT 


CONTRIBUTIONS IN RESPECT OF PROGRAMS 
RELATING TO BILINGUALISM IN AREAS OF PRO- 
VINCIAL COMPETENCE 


1970-71 

(145 month 

period) 

Actual 

Newfoundland 123,000 
Prince Edward Island 101,000 
Nova Scotia 734,000 
New Brunswick 3,695,000 
Quebec 29,987,000 
Ontario 14,262,000 
Manitoba 800,000 
Saskatchewan 597,000 
Alberta 865,000 
British Columbia 884,000 


Autres couts 


52,048,000 


SUBJECT: 


Deposits on Air Canada Travel Cards (Page 18A15 of the 
proceedings for June 9, 1971) 


Answer 


It is necessary to differentiate between the normal Air 
Canada/CN credit cards used by individuals and the Uni- 
versal Air credit cards used by corporations. 


There are approximately 142,000 Air Canada/CN credit 
cards in use. No deposit is required on these cards. 


Air Canada has in addition approximately 5500 accounts 
for the Universal Air credit card. These are almost exclu- 
sively with corporations and each corporation may 
demand as many credit cards as it wishes against its 
account. For example, Bell Canada has one account and 
approximately 500 cards are issued against it. For each 
Universal Air credit card account a deposit of $425 US is 
required, which is the same figure that is used by other air 
lines throughout the world. Some of the accounts are 
dormant but Air Canada has on deposit from Universal 
Air credit card customers approximately $2 million. Each 
contract calls for the account to be settled within ten days 
after the invoice. In practice, it requires 44 days for 
accounts to be paid. At any one time, Air Canada has 
outstanding accounts of approximately $10 million with its 
Universal Air credit card customers. Air Canada allows no 
interest on the deposit since, in general, the corporations 
owe Air Canada far more than the amount of the deposit. 


CP Air does not use the Universal Air credit card 
system. Several American air lines, such as AA, EAL, 
UAL, etc., which operate in Canada, use the system which 
is good on 115 air lines throughout the world. 


Published under authority of the Senate by the Queen’s Printer for Canada 


Available from Information Canada, Ottawa, Canada. 
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